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NORTH AMERICAN FREE TRADE AGREEMENT

TUESDAY, SEPTEMBER 8, 1992

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 2:15 p.m., in

room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Moynihan, Baucus, Bradley, Riegle, Pack-
wood, Danforth, Chafee, Durenberger, Symms, and Grassley.

[The press release announcing the hearing follows:]
[Press Release No. H-44, Aug. 25, 1992]

BENTSEN CALLS HEARINGS ON NAFTA, U.S. TRADE REPRESENTATIVE HILLS TO
TESTIFY, CHAIRMAN SAYS

WASHINGTON, DC-Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, announced that U.S. Trade Representative Carla Hills will testify at a hear-
ing to answer questions and to review the just-completed North American Free
Trade Agreement.

The hearing will be at 2:15 p.m., Tuesday, September 8, 1992 in Room SD-215
of the Dirksen Senate Office Building. Bentsen (D., Texas) plans to call additional
hearings.

"Now that our negotiators have produced a North American Free Trade Agree-
ment, Congress must determine whether it serves our national interest," Bentsen
said.

"As I have stressed for the past two years, in principle I believe a properly struc-
tured free trade agreement will be good for us, boosting our economy and providing
a net increase in U.S. jobs. Now we have to take a close look at the details of this
agreement -give it serious review and careful consideration," Bentsen said.

"I have asked Ambassador Hills to appear before the Finance Committee to re-
view the terms of the agreement and respond to questions from Committee mem-
bers. This will begin a series of hearings to examine the agreement as well as criti-
cal issues related to it, such as worker retraining, environmental protection and bor-
der infrastructure," Bentsen said.

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

The CHAIRMAN. This hearing will come to order. Nearly 4 weeks
ago, the administration announced it had reached a North Amer-
ican Free Trade Agreement after weeks of intensive negotiations.
I called this hearing to give the Finance Committee the first chance
to determine just where we stand.

Let me begin by commending Ambassador Hills and her team for
the long nights, for the hard work, for the serious negotiation, for
the personal sacrifice, and, I'm sure, the jangled nerves they must
have developed along the way. And we appreciate it very much.

Throughout this process, I have been a strong supporter of the
NAFTA negotiations, and I still am. Last year when the President



had to seek fast- track authority for these talks, I remember sitting
in the Oval Office with the President on a number of occasions
talking to Senators, trying to help them make up their minds to
support the negotiating authority. In the end, 23 Democratic Sen-
ators voted to give the President that authority. The plain fact is,
Ambassador Hills, you would not be here today if it were not for
Democratic support for that negotiating authority.

I supported these negotiations because I believed that a good
Free Trade Agreement would help the American economy, would
create net jobs for our people that they very much need. I believe
that just as strongly today. To me, NAFTA is serious business-se-
rious business. And I say that because of the enormous opportuni-
ties I think it can provide. And I must tell you, in all candor, that
is why it concerns me when I read press reports that the President,
I think, is deliberately trying to politicize this agreement. In Mis-
souri 2 weeks ago, the President accused Governor Clinton of fudg-
ing on the NAFTA because he had not taken a final position on the
agreement itself. Frankly, I was amazed.

I followed these negotiations closely for 15 months, and so have
most of the members of this committee. I have reviewed many of
the provisions of the agreement. I like some of them, and some of
them I question. And I am not ready to sign on this agreement. I
have never signed a contract I have not read. The Egreement is
enormously complex. That may be part of it right there.

The draft text that you provided us is 2,000 pages long. It covers
everything from corn to computers. Governor Clinton did not even
have that text. In fact, no public text was available at that time.
Yet, the President thought that Governor Clinton should sign on.

Even more amazing, we find now that it was not even a final
agreement back on August the 12th. The negotiators were still
hammering out substantive provisions of the deal over at the Wa-
tergate. Apparently President Bush thought Governor Clinton
should sign on the dotted line when there wasn't even a dotted
line.

It took the administration 15 months to negotiate this agree-
ment, and now, apparently, the President expects Governor Clinton
to make his decision in 15 days. No responsible person should
make a decision that quickly on an agreement of this complexity
and this magni i, de, and no one should responsibly expect it.

That was not che cd. Last week, the administration announced
a new worker adjustment program, but provided absolutely no way
to pay for it. That is kind of like showing us a house without telling
us about the mortgage. It makes great election year politics, but I
think the American people see through that. And it is a cruel joke
on those workers who will be hurt by NAFTA who deserve a seri-
ous response from their government.

I think that is particularly ironic coming from an administration
that has tried, for 10 years, to kill the Trade Adjustment Assist-
ance Program. That is pure politics, and I think this administra-
tion knows it.

But there is something even more important going on here. I
think we are at a crossroads today. This administration has to
make up its mind whether it wants to treat this agreement as a
campaign issue or as the serious effort that I have worked on for



the last year, and worked hard, and so have the members of this
committee. Politicizing this agreement will not help its prospects in
the Congress. It will make the job much more difficult for those of
us who have helped lead this fight. That is speaking as someone
who has been consistently sympathetic toward the process.

I have called a series of hearings in this committee because I
want to take a serious and sober look at where we stand in these
negotiations and the terms of this agreement.

I want to hear the reaction from industry; I want to hear it from
labor; I want to hear it from the service industry; I want to hear
it from agriculture. And then we will begin to think about what we
should do in the implementing of this legislation.

In May of 1991, the President made a number of commitments
in the Action Plan that he sent to Chairman Rostenkowski and to
me to win extension of the fast-track authority. In these hearings,
I want to see how those promises have been kept.

The President also made commitments in that Action Plan to do
things outside the agreement in areas like worker adjustment and
the environment. I want to explore what the administration in-
tends to do in those areas, including how it intends to pay for
them.

And let me close by emphasizing once again that I believe this
fast-track authority requires a real partnership-a real partner-
ship-between the Congress and the President. And I think that is
what we had at one point. I urge the administration to return to
that kind of a spirit as we consider this agreement.

Senator Packwood.

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

Senator PACKWOOD. Mr. Chairman, I am delighted to hear your
statement that no responsible person can take a position on this
agreement, as we have not seen it. If you do not mind, I think I
will quote that in the campaign. My opponent has taken a position
in opposition to it without ever having seen it. And I think I will
just quote Senator Bentsen and say you're an irresponsible person.
Is that all right? [Laughter.]

The CHARMAN. Well, I certainly stand by my statement, my
friend.

Senator PACKWOOD. Having gone through both the Israeli and
the Canadian Free Trade Agreement, I would like to say first, that
you have kept us very well informed. I have no complaints. I think
I have said to you before that every now and then somebody says,
oh, my gosh, is she coming back again to brief us. You could not
obviously keep us informed on every dotted "i" and crossed "t" in
this. Is that the treaty right there? Is that the agreement right
there?

Ambassador HILLS. It is.
Senator PACKWOOD. That's not your testimony today then.

[Laughter.]
We could not know everything, and we would be wrong right

now, to say yes or no, because we really have not seen it.
But, on the other hand, I share the same views as Senator Bent-

sen does. A good Free Trade Agreement will be good for the United



States if it takes care of the problems that were mentioned all last
year: environment and jobs. How does it treat jobs and jobs within
different industries? There are winners and losers. There has to be
ia ll agreements, or you would not have any agreement.

What does it do to the enAronment? Are inddstries going to flee?
You know the questions, and I see you are planning to have Mr.
Reilly come testify also. I think that is an excellent idea. I com-
pliment you, Mr. Chairman. I hope we can do these four hearings
before we adjourn. I think it is critical.

The CHAIRMAN. Well, I appreciate it. We are going to see to it.
Senator PACKWOOD. Good. I think it is critical that we do these

four hearings. Because whether you and I deplore the politicizing
of it or not-at least in my campaign it has become politicized and
I think it will in others-I think it is imperative we get everything
out of the way so it does not hang out there. Then it will be politi-
cized if it hangs out there. I will support this if it answers those
questions.

Jobs-and I understand there will be dislocations; and the envi-
ronment. I will be particularly concerned, as we all are, about jobs
in my State, although Oregon is a tremendously export-dependent
State.

We have one job in seven in manufacturing dependent on trade,
and one job in four in agriculture. Usually in the past, anything
that expanded trade was good for Oregon employment. We are the
biggest port of entry for Hyundai's.

In fact, Hyundai just announced last week they are closing their
entry point in New Jersey and moving it to Oregon, and they will
serve all seven States from Oregon.

We are the biggest port of entry for Toyota's, we are the biggest
port of export for Honda's made in Ohio and shipped out of Port-
land, OR all over the world. Tremendous agricultural exports, and
growing exports to Mexico. Oregon exports to Mexico have grown
faster over the last 5 years than the average U.S. exports to Mex-
ico.

Most of the businesses I have talked with in Oregon so far think
that they will do fine if it is a genuine Free Trade Agreement.
They, of course, have some misgivings about how fast things are
phased out. Some of them had misgivings about how slow things
are phased out.

I think it depends on whether things were coming in or going out
as to how they viewed the phase out. But I want to say, I think
you have done a whale of a job on this.

I will withhold my judgment until we have had the four hear-
ings, but I will say that if this agreement is what I hope it will be
on the environment and jobs, I would look forward to enthusiasti-
cally supporting it. If it is not, my hunch is that there is probably
no point in even presenting the agreement to the Congress. 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
first want to begin by applauding the efforts of Ambassador Hills
and the administration. I think that they worked tirelessly and he-
roically in pushing for an agreement which, although it has certain
problems with it, it is at least a tentative agreement that has a lot
of benefits and a lot of positive attributes to it.

I must say, however, that I cannot, at this point, totally endorse
the fruits of their labor. And that is because, in my opinion, the
agreement is still flawed.

Even more troubling than the agreement itself is that the Bush
administration, I think, appears more concerned with using
NAFTA for a partisan political advantage than for getting the best
possible market opening agreement for the United States.

It has become clear to me that the timing of the conclusion of the
NAFTA had far more to do with Presidential politics than with
good trade policy.

Although important detail, remain to be negotiated, the adminis-
tration rushed the announcement of the NAFTA to coincide with
the opening gavel of the Republican National Convention.

And, now, President Bush suggests that if his opponent, Gov-
ernor Clinton-or, for that matter, any of us who supported fast
track-refused to endorse NAFTA, then we must all be protection-
ists. Mr. Chairman, that could not be further from the truth.

For President Bush to suggest that Governor Clinton, or any of
us in the Congress, should endorse a treaty which we have not
even had an opportunity to review, would be the height of irrespon-
sibility.

The fact is, Governor Clinton has stated repeatedly that he sup-
ports the concept of NAFTA. He joined many of us in Congress in
supporting this administration's request for fast-track authority.

But none of us, whether we are Democrats or Republicans,
whether we supported fast track or not, should be expected to give
a blanket endorsement, sight unseen.

As many in this body know, I have been a long-time supporter
of free trade. I voted for both the United States-Canada and the
United States-Israel Free Trade Agreements.

I voted to give this administration the fast-track authority to ne-
gotiate a Free Trade Agreement with Mexico and with Canada.
And I still support the concept of a North American Free Trade
area.

However, in the rush to conclude this agreement, it is clear that
some important provisions have gotten short shrift. Despite strong
advice many of us in the Congress have given repeatedly, this
agreement simply does not pay adequate attention to job displace-
ment or to environmental concerns.

And I cannot support this agreement unless additional measures
are taken to protect both the environment, and the Americans who
may lose their jobs as a result of this agreement.

Although Mexico has made great strides on the environmental
front, it remains a developing country-a developing country with
a highly suspect commitment to environmental protection.



I am not willing to conclude a Free Trade Agreement with Mex-
ico if it means creating an incentive for U.S. business to move
south to exploit low environmental standards.

I am not willing to support an agreement that ignores the envi-
ronmental impacts of free trade. In short, I am not willing to con-
clude a Free Trade Agreement at the cost of the environment.

I am saddened, because just as I witnessed first-hand at the re-
cent Rio Earth Summit in Rio de Janeiro, the United States has
again missed an historic opportunity.

With a few relatively simple changes in the agreement or a par-
allel understanding, NAFTA could have been turned into a tremen-
dous boon for the environment instead of the clear threat that it
has become.

In fairness, progress has been made-on some environment issues,
but, in key areas, the environment has been ignored. If we would
have pressed for a dispute settlement procedure to require higher
environmental standards backed up by meaningful sanctions, as
our trading partners had proposed, this agreement could have been
an historic step forward for both free trade and environmental pro-
tection.

The administration could even have demonstrated a commit-
ment-a real commitment-to the environment and worker protec-
tion by creating a secure source of funds for these important
projects, but the administration rejected these proposals.

Instead, they decided to negotiate a Free Trade Agreement with-
out adequate environmental protections. Instead, the administra-
tion has chosen to answer environmental critics with rhetoric.
Those concerned with the environment are dismissed as "protec-
tionists in environmental clothing."

Mr. Chairman, I am not a protectionist. A large portion of my
legislative career has been devoted to promoting free trade. But I
will not support a Free Trade Agreement if it is a clear threat to
the environment.

Additional measures must be taken to ensure that this agree-
ment promotes both free trade, and a strong and healthy environ-
ment. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Senator Durenberger, do you have
any comments you would like to make?

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

Senator DURENBERGER. Yes, Mr. Chairman. I will be brief, and
I have a statement that I would like to be made part of the record.

The CHAIRMAN. That will be done.
[The prepared statement of Senator Durenberger appears in the

appendix.]
Senator DURENBERGER. I want to do two things. I want to com-

pliment Ambassador Hills. She has had a tough job, but, as you
and my colleague from Montana recall, we were sort of following
her around last year in Mexico and South America. And that leads
me to the seco6 at,

I compliment the pe*ped on this committee who, since the mid-
1980's, in paVicular, have iiade the congressional role in trade pol-
icy just as important as our role in tax policy and a whole lot of



other things thAt we seem to have a lot more constituent interest
in, and a great deal more understanding, I would say, of the issue,
as well.

So, the second important point to make before any of us start
plowing through that 10-12 inches of agreement is that we are
wiser, we are smarter, and, if it were not for the fact that it was
an-rdetion year, we probably would not be making statements like,
I will not do this, I will not do that, I will not do that, unless, un-
less, unless. But it is a political year; we recognize that reality.

I am complimented to be on a committee that is so much wiser
today than it has ever been on these trade issues. And I would say
to Ambassador Hills that she recognizes that, because she has
spent a lot of time with us, as well.

And I think, also, the people who represent some of the other
countries that negotiate in this process recognize the value that
this committee has in representing not only constituent interests,
but a national, and, to a degree, an important hemispheric interest
in trade issues.

So, I look forward to this discussion, not just these 4 days of
hearings, and the integration of other policies--energy, environ-
ment, all the rest of those issues. I think this will be a very chal-
lenging and a very important opportunity for this committee over
the next several months.

The CHAIRMAN. Thank you.
Senator Danfortii.

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

Senator )ANFORTHI. Madam Ambassador, I would like to note
with appreciation the tremendous effort you have made to keep
this committee informed as to the progress of the NAFTA negotia-
tions over a considerable period of timc. The original fast-track au-
thority, I believe, was granted in 1988 and I think extended well
over a year ago, sometime in the spring, I think, of 1991.

And particularly as the negotiations have proceeded in the last
year or yeac and a half, you have met regularly with the Finance
Committee, and I am sure you met regularly as well with the Ways
and Means Committee, to brief us on the issues.

And I can say that there are very few issues in my memory that
have come before the Finance Committee on which we have had
such a chance to inform ourselves as the North American Free
Trade Agreement.

1i is said thaL well, we have not seen the exact text of the agree-
ment, but the basic work of this committee, for example, in tax leg-
islation, has acquainted us with doing business on the basis of con-
cepts and on the basis of ideas more than on the basis of text. It
is not unusual at all that we reach formal decisions in the Finance
Committee without having texts before us.

And, therefore, I think that the committee has been well-in-
formed, has been informed over an extended period of time, and,
as a matter of fact, I think some of us have been virtually crying
for mercy because of the many briefings that have been held on
this and other trade matters by you.



It is appropriate that the North American Free Trade Agreement
has received so much attention, and it is appropriate, I think, that
it does come before us close to an-election.

Both because the deal that has been made-we would not expect
you to hold it over until after the election artificially--and also be-
cause the whole issue of America and our role in the world around
us, a .d whether we are going to-be a country that looks outward
to the world, or a country that tries to dig ourselves into a hole and
hide ourselves from the world, is, in fact, a political question, and
it is a matter that should be before the American people. Therefore,
it should be debated in connection with an election year, and I have
absolutely no qualms on that score at all.

I think that those of us who are on the committee do have a pret-
ty good basis for making a decision, as, indeed, I think the country
does. And, as I understand it just coming into the meeting, if we
are going to have 4 days of hearings, we are going to have an excel-
lent basis of deciding how we stand on the North American Free
Trade Agreement.

With respect to the issue of whether there has been a rush, I do
not know. I mean, it does not seem to me that there has been any
particular rush since the fast-track authority was extended back in
1991. It seems to me that this has been a very deliberative and
very hard-fought process, and I want to compliment you for it.

The CHAMRMAN. Senator Grassley, would you care to make some
comments?

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

Senator GRASSLEY. Thank you, Mr. Chairman, and thank you for
moving so quickly on this issue. It is very important. I am sure
that we are not going to be voting on it this fall, but it is good to
get started on it.

And, like everybody else, I have had a chance to hear Mrs. "Hills
respond to our questions and listen to our concerns so very faih-
fully over the last 18 months. )

So, I have to say that you have kept in touch with us. I know
that that is very much a responsibility of the President as a result
of fast-track, but I think that there is no way that you could be
other than lauded for the way that you have approached it. So, I
want to thank you for that.

And, as I said before, this is a massive document. If that is it
there in front of you, obviously we are going to have to spend a lot
of time to get through that, and it deserves a good deal of study.
But, I do feel from those briefings that you have given us, and lis-
tening to our concerns, and seeing some results of those meetings,
I have some confidence of knowing basically what is in it.

Beyond that, there has been an awful lot of good editorial com-
ment, both pro and con, from a lot of interest groups that are fol-
lowing it. But the truth is, we are in a changing world.

The 1990's, to the surprise of many, has thrown the world into
a new era of international economics, trade, and politics, not just
because the Cold War has ended, but, to a considerable extent, we
found additional challenges also from Europe and Japan to the
U.S. economic preeminence. And we have seen a shift taking place



on our borders to both the north and the south for closer political-
economic association. These shifts will require each of us to have
a vision that clearly reflects the realities of this changing world.

We have to be prepared to enter the 21st century, and, in doing
that, prepare to meet the challenges that face us in the areas of
educational excellence, technological superiority and productivity,
and training in the competitive global environment that we are in.

While democracies and market-oriented systems remain fragile
developments in some places around the world, we face the chal-
lenge of attracting sufficient investment capital to restore rates of
economic growth and deal with long-standing social inequities of
the United States.

And for people who maybe have some fear about what free trade
might do, I would like to quote Pope Paul VI on the subject of free
trade. He says, "The rule of free trade, taken by itself, is no longer
able to govern international relations. Freedom of trade is fair, only
if it is subject to the demands of social justice."

And it seems to me not only social justice, but also the issue of
the environment has been covered in all of our discussions that we
have had in these monthly meetings we have had with you.

And I think they may not satisfy everybody, but I have to say,
at the very least, we ought to be satisfied that you have listened
to our concerns and tried to deal with them, and hopefully have.
Mr. Chairman, I thank you once again and thank Ambassador
Hills.

The CHAIRMAN. Thank you. Senator Riegle.

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

Senator RIEGLE. Thank you, Mr. Chairman. The North American
Free Trade Agreement poses a great danger to the job base here
in our country, and I want to just touch on that issue for a mo-
ment. On Saturday, the New York Times ran a headline story,
"167,000 Jobs Lost By U.S. Businesses" in the month of August.
The same headline the same day was also in the Washington Post,
because of the seriousness of the issue of American jobs.

Now, just yesterday, the lead story again in the New York Times,
over in this column, reads, "Income data shows years of erosion for
US. workers." I will just read one paragraph.

"The Commerce Department reported last week, for example,
that income growth in 1991 trailed inflation for the first time since
1982, and the disposable income per capita, after removing infla-
tion and taxes, had failed to grow since President Bush took office.
The department's figures also show that average hourly earnings
in the private sector are down 3.2 percent since January of 1989."

Now, the reason this is relevant is that I see a tremendous accel-
eration of jobs leaving the United States and going to Mexico if we
enter into this Free Trade Agreement as it has been described.

Mexico represents a situation where the differential in wages per
hour are so vast, many workers down there are not even earning
$1 an hour. Others have mentioned the lack of environmental pro-
tections and other workplace protections and safeguards. In es-
sence, Mexico could be categorized as a Third World economy.



The nearest parallel to the United States-Mexico situation is
what happened with the Europeans. When they formed the Euro-
pean Common Market, Turkey, which has a Third World economy
that is similar to Mexico's wanted to gain entrance into this united
market. The industrial nations of Europe decided against allowing
Turkey in because the differentials were just too vast.

For the NAFTA scenario, let me just give some of the disparities
to you in terms of the gross domestic product per capita. In Can-
ada, where we have the Free Trade Agreement, it is $21,449 a year
per person.

In the United States, almost the same number: $21,418. Those
numbers should be reversed for the two countries, but are virtually
identical. Yet, in Mexico, the gross domestic product per capita is
only one-tenth of that at $2,490.

So, there is no way that Mexico can immediately become a major
customer for the things that we might make and ship out. The
main export we are going to ship to Mexico under the agreement,
apparently, as it has been negotiated here, is going to be jobs.

As we see from the newspaper headlines, the one thing we need
and cannot afford to lose more of are American jobs. Our good jobs
are exactly what is at stake here. 4

We had a hearing on the auto :industry this morning in the
Banking Committee. We had expert witnesses tell us that the auto
industry and most of the industrial base in this country, is having
severe difficulty. Already, we have had 70 Big Three auto plants
move to Mexico. That is where a lot of American jobs have gone.

If the United States enters a free trade agreement in the way
that has been advertised by the Bush administration, I see hun-
dreds of thousands of additional jobs going, to Mexico. Many of
these jobs will be from our manufacturing sector, precisely the jobs
that we most need.

That is why, Mr. Chairman, I have proposed Senate Resolution
109 (S. Res. 109), to give us the chance on the Senate Floor to open
up any Free Trade Agreeinent (NAFTA). If the NAFTA does come
back with final details and in completed form, S. Res. 109 would
allow us to amend it in five different areas, albeit, within a speci-
fied time limit, and with a vote set at the end. This would give us
an opportunity to deal with the shortcomings in the agreement. We
now have 32 co-sponsors of that legislation. I think when the de-
tails are finally known with regard to the NAFTA, our number of
co-sponsors will increase.

Finally, there really is no excuse for us not having the details of
the agreement, and there is no justification for the President to an-
nounce an agreement when the details are still unknown, or, if
they are known, have not been shared with the American people
or the Congress. This secrecy is absolutely inexcusable.. I understand the politics of the NAFTA as much as anybody else.
I think somebody said it right here today. There was a desire to
time this announcement of the NAFTA immediately prior to One of
the Presidential nominating conventions. x )

The fact of the matter is, the trade agreement is serious busi-
ness. This agreement will affect people whose jobs are going to be
lost in this country, and we do not even have the details on it.



There is more secrecy associated with this agreement than there
have been with arms control agreements that this country has been
involved in the past. There is really no excuse for such lack of in-
formation. If this agreement can stand the light of day, then the
details should be put out on the table.

If the details have not been worked out, then let us have an hon-
est statement to that effect. It is my understanding that the
NAFTA is still being sloshed around in terms of the negotiations
and content. Let us at least be honest with the American people
about it. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Senator Chafee, for any comments
you might have.

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

Senator CHAFEE. Thank you very much, Mr. Chairman. I want
to say, Mr. Chairman, I think this is a very, very exciting oppor-
tunity we have got before us, and I see tremendous potential bene-
fits in this agreement-360 million consumers.

Now, some will say that it will hurt some American jobs. Yes,
certain American jobs may be hurt. I do not think we realistically
can expect to have an agreement that will add jobs only to the
United States and do nothing for Mexico.

The point is, however, that the whole will be greater than the
sum of the individual parts. In other words as I foresee it, both the
United States and Mexico will prosper and benefit from this agree-
ment.

One agreement that I expect we will hear raised is the concern
that low wages in Mexico will lure U.S. manufacturers away. The
truth of the matter is, Mr. Chairman, it just plain does not work
that way.

Let me cite a specific example. My State, if you can believe it,
has the lowest manufacturing wage in the United States of Amer-
ica. We have the lowest manufacturing wages in Rhode Island than
in any State in the Nation. Frankly, we always think Mississippi,
at the very least, will be below us, but no, not in this area.

From the logic of the reasoning that jobs flee to low-wage areas,
it would follow that industries should rush to the State of Rhode
Island to take advantage of these low manufacturing wages. But it
does not work that way, regrettably. The unemployment rate in our
State is now higher than the national average.

I am sure that Ambassador Hills will touch upon this and other
aspects of the NAFTA, and I look forward to hearing from her.

In closing, I again want to say that I see great opportunities here
and am very excited about the potential in the agreement that has
been negotiated. Thank you, Mr. Chairman.

The CHAmRMAN. Thank you. Senator Bradley, would you care to
make some comments?

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

Senator BRADLEY. Thank you very much, Mr. Chairman. Let me
welcome Mrs. Hills again to the committee. I am anxious to hear
what she has to say. As I understand it, that document to your left



is the text of the agreement, so we probably will have to wait till
tomorrow to be able to ask more specific questions.

But it seems to me that the issue of the United States-Mexican
Free Trade Agreement is both an economic and a social issue. In
terms of the economic questions that occur to me, first does this
agreement enhance our ability to compete in an increasingly com-
petitive world? With the growing strength of Japan and Germany,
with the kind of distant galloping hoofs of China in the back-
ground, will this agreement give us a better chance to compete in
that world economy?

Second, there is the question of jobs. Does this, on balance, in-
crease or decrease the number of jobs in the United States, and
does it increase or decrease good jobs in the United States, higher
paying jobs in the United States?

And then, of course, as in any agreement that deals with more
open trade and increased competition, this agreement yields some
losers. What are we prepared to do to ease the adjustment process
for those who will lose their jobs or need retraining or relocation,
some additional boost for a new start in a new place, in a new job.
It seems to me, that these are the three economic questions.

In the social area, although we talk about this agreement pri-
marily in terms of the economy, with a country with which we
share a 2,000 mile border that has a population in which 50 per-
cent of the people are under the age of 15, our relation has social
implications as well.

If Mexico does not grow, if jobs are not created in Mexico, there
is only one place a lot of that generation is going to head, and that
is north. And that offers potential destabilization in our own coun-
try.

And then, finally, there is the question of diversity. Mexico and
the United States are two different cultures with different cultural
roots. And the ability for us not only to harmonize our economy but
also to get to know each other better in a cultural sense augurs
well, I think, for a world that has to cooperate more, even though
diversity persists, and, in some places, intensifies.

I am anxious to read the agreement. I have read some of the
summary and I hope that we will, in the course of these 4 days of
hearings, have a chance to take a close look at your work.

If it is consistent with the quality of your work as I have known
it, it will be very high. I look forward to the next 4 days of hear-
ings, and also to working with you to try to understand what the
agreement means for America.

The CHtAIRMAN. Thank you, Senator.
Senator Symms, for any comments you would like to make.

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

Senator SYMMS. Thank you, Mr. Chairman, and welcome, Am-
bassador Hills. I thank you for all of your efforts and work that
have got you here today to explain NAFTA. And I find this also a
very exciting opportunity, and I think it can work out to serve
America's interests, and North America's interests very well.

Mr. Chairman, underlying the debate over NAFTA is the ques-
tion of what makes a nation's industries internationally competi-



tive and its citizens wealthier. And, from this committee, you will
hear no shortage of explanations.

The most common explanations for creating national wealth are
trade surpluses, cheap, and abundant labor. And the most popular,
government industrial policy in the form of protection, subsidies,
and export promotion. And I would have to agree that, perhaps in
the past, these arguments had validity, because, until recently,
American-owned companies meant the employment of American
workers. Imports were always made by foreigners in foreign-owned
companies.

But, Mr. Chairman, this is no longer the case. These old expla-
nations, perhaps, of most trade theory since the time of Adam
Smith, are inconsistent with the latter part of the 20th and 21st
century commerce.

In the last few decades, we have witnessed a change in the na-
ture of international trade with rise of multi-national corporations.
Businesses not only export, but they compete abroad with their for-
eign subsidiaries. The issue of competitiveness, national wealth
and jobs gets a little confusing.

For example, if we try to protect Chrysler from imports, how do
we treat a Chrysler LeBaron that is made in Mexico, or a Mazda-
626, or a Subaru that is made in the United States?

The economists and businessmen will tell you both of these situa-
tions create jobs, increase national wealth, and enhance inter-
national competitiveness. Only special interests will tell you other-
wise.

But can these new multi-nationals co-exist with the older politi-
cal establishments? I think, Mr. Chairman, it is evident that the
new global marketplace has created friction with a Congress that
is reluctant to change its outlook.

Ratification of NAFTA should not be so controversial. And I say
that guardedly, because we all have certain areas with political
constituencies. In my case, the big question in my State about
NAFTA, is sugar. Other Senators have other issues.

But, given the shape of the U.S. rade that has existed with Mex-
ico since the mid-1980's, anyone objectively viewing NAFTA knows
that any losses will be few and they will be more than offset by
the gains.

Since 1986, U.S. companies have easily set up shop in Mexico
and freely exported back to the United States. Further, Mexican
goods exported to the United States enjoy an incredibly low tariff.
My colleagues' concerns over companies rushing to Mexico, and
Mexican goods flooding into the United States, Mr. Chairman, in
my view, are 6 years too late.

What the NAFTA is really about is, do we recognize the change
in the nature of business and reap the benefits, or do we still pre-
tend that international trade is the same as it was during Adam
Smith's era and lose out to the Europeans and the Japanese and
others who are moving forward to take advantage of the opportuni-
ties? While most of my colleagues realize the internationalization
of the United States and the world economy, a few are still unwill-
ing to recognize that change.

If I cannot convert you-and I say this to my good friend from
Michigan-maybe Robert Reich, Bill Clinton's economic adviser,



can. And I will quote him, "Few American companies and American
industries compete against foreign companies and industries. Be-
coming more typical is the global web.

Its financial capital in the United States-[higher-end] produc-
tion facilities spread over Japan, Europe, North America-tlower-
end] production facilities in Latin America, Southeast Asia---inves-
tors in Taiwan, Japan, Germany, and the United States-battle
lines no longer correspond with national borders."

Now, that is Bill Clinton's economic adviser I am quoting. It is
my belief, Mr. Chairman, that government's role should be limited
to permitting the development of professional and high-end manu-
facturing jobs.

Legislation that attempts to keep low-skill, low-paying jobs in the
United States will not only discourage the development of higher-
skilled jobs, but it will depress the standard of living for all.

Mr. Chairman, there is a 200-year-old saying that I believe ap-
plies very well to this debate: A true principal, if adhered to, has
a self-adjusting power. A false one requires constant bolstering and
every quack has its nostrum.

I think Ambassador Hills deserves great praise for the endearing
effort and the persistence and tenacity that she has pursued to-
wards this agreement, and we owe her the opportunity to make the
case, work out the small details and questions that some of us may
have.

I understand, being in politics and having been in it for 20 years,
that these are realistic things; I think she is very well aware of it.
But I believe, as Senator Chafee said a minute ago, this provides
an enormous opportunity for the United States, for Mexico, for
Canada, and for the whole world's trading economy for more
wealth for more people. I look forward to working with you on it.

The CHAIRMAN. Thank you, Senator. Ambassador Hills. We share
the high regard for you, and your tenacity, and your work, and
your willingness to counsel with this committee. We are pleased to
have you here and are looking forward to hearing your testimony.

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

Ambassador HILLS. Thank you, Mr. Chairman, and thank you,
members of this committee. I am pleased to have this invitation to
appear before you to talk about the historic North American Free
Trade Agreement. I have submitted a written statement for the
record, and, in the interest of time, I would like to just summarize
some key points.

The CfLARMAN. That will be done.
[The prepared statement of Ambassador Hills appears in the ap-

pendix.]
Ambassador HILLS. But, first, in view of some of the opening

comments, let me say a word about the process involved in these
negotiations. These negotiations have involved the most extensive
congressional and private sector consultations ever undertaken in
any trade negotiation.

Since the negotiations commenced, we have held 333 congres-
sional briefings with 18 congressional committees; over 350 brief-
ings for our private sector advisers. In addition, we have briefed



over 300 trade associations, held public hearings across this coun-
try, and we have responded to hundreds and hundreds of letters.

Without exception-any exception-since we began tabling pre-
liminary texts last December, they have been made available to
every member of Congress and to our private sector advisers that
number 1,000.

In every instance, without exception, before negotiating texts
were tabled, our negotiators consulted with all committees of juris-
diction. Members and staffs of this committee, Ways and Means
Committee, the House and Senate leadership were invited to all
sessions to discuss the proposed text to be tabled.

And, as a result, House Ways and Means Chairman, Dan Rosten-
kowski, publicly stated this past June that the administration had
been "relentless" in keeping "Congress informed and that Congress
could not fault the administration for secrecy."

In keeping with our commitment to inform you fully and prompt-
ly of the progress of these negotiations, we announced their comple-
tion on August 12, within hours after we had reached an agree-
ment.

The substance of the deal was released on the same day to the
public in a 44-page summary that was trilaterally agreed, and,
hence, devoid of national bias. We could not release the bracketed
working draft text that existed on August 12 because it reflected
the negotiating positions of the three governments, not the deal
that was reached.

As often occurs at the end of a negotiation of this breadth and
complexity, the negotiation substantially outpaced the legal draft-
ing. And that is not unusual either for trade negotiators, or, for
that matter, legislators.

It is often the case in this committee and in others that you
reach an agreement, the world knows that you have reached an
agreement, without your having the final legislative language be-
fore you.

Since August 12, we have had lawyers from the three countries
committing the deal we reached on August 12 to writing. Theirs
has been a task of legal drafting, not of negotiating.

And, as a result of their efforts, we were able to release yester-
day to the public the entire 1,078 pages of text of the agreement.
And that text, coupled with the more than 1,000 pages of tariff
schedules, which were released on September 4, reflect the deal
reached and described on August 12.

The legal review will continue to ensure the legal accuracy, clar-
ity and consistency among the provisions and the chapters.

I am proud of the process that we have followed in these negotia-
tions; I am proud of the frequency and the frankness of our con-
sultations; and I am also very proud of the substance of the agree-
ment, to which I would now like to turn.

When the President launched these negotiations 14 months ago,
he promised an agreement that was in the best interests of the
American worker and farmer, consumer and exporter, and he has
delivered on that promise, and more.

This is an historic agreement and Americans in every State and
in every occupation can claim and share in it benefits. It is an



agreement for both blue collar and white collar workers; for factory
and office workers; and, for store clerks and farm hands.

Here is why:
This agreement makes America more globally competitive. It

links the United States to our first- and third-largest trading part-
ner, Canada and Mexico, to create one of the largest and richest
markets in the world, with 360 million producers and consumers
and $6 trillion in annual output.

This agreement will generate new, higher-paying jobs for Ameri-
cans. More than 600,000 Americans now owe their jobs to our ex-
ports to Mexico. this number is expected to swell to over 1 million
by 1995 with NAFTA. Over 1.5 million Americans already owe
their jobs to our exports to Canada. This agreement will not only
create more mobs, but better jobs, for we know that workers in ex-
port-related jobs earn 17 percent more per hour than the average
American wage.

This agreement will help Mexico grow, which has a high payback
for us: 70 cents of each Mexican import dollar is spent on U.S.
goods and services. Economic growth will not only make Mexico a
better customer, but also a stronger and more stable neighbor, eas-
ing pressures for illegal immigration. The lesson of history is clear:
of opportunities do not go to the people, people will go to the oppor-
tunities.

This agreement will be of particular benefit to small and me-
dium-sized companies that are experiencing the fastest export
growth. Unlike big companies, small and mid-sized forms do not
have the resources to locate a second office around high trade bar-
riers. With trade barriers removed, U.S. firms need not move to
Mexico to sell to Mexicans.

This agreement does more to improve the environment than any
other trade agreement in history. It maintains U.S. strict environ-
mental, safety, and health standards; allows us to enact even
tougher standards; and encourages our partners to strengthen their
standards.

Finally, it safeguards U.S. workers by ensuring a smooth transi-
tion to free trade over 15 years.

Never before has a trade agreement offered such a balance of
economic growth, opportunity, worker benefits, and environmental
sensitivity. For example:

In the basic realm of business, approximately 65 percent of U.S.
industrial and agricultural exports to Mexico will be eligible for
duty-free treatment either immediately or within 5 years.

U.S. autos and light trucks will enjoy greater access to Mexico,
the fastest-growing major auto market in the world. With this
agreement, Mexican tariffs will immediately be cut in half on light
trucks and passenger cars. Within 5 years, duties on three-quarters
of U.S. auto p;ts to Mexico will be eliminated.

Mexican "trade balancing" and "local content" requirements,
which have effectively kept out U.S. exports of U.S. vehicles and
parts, will be entirely eliminated in 10 years.

Strict rules of origin will restrict benefits of the auto provisions
to North Americai-made products. To obtain the preferential treat-
ment, autos must contain 62.5 percent North American content;



considerably more than the 50 percent required under the United
States-Canada Free Trade Agreement.

In telecommunications, this agreement opens Mexico's $6 billion
market for U.S. equipment and services which are the most com-
petitive in the world.

In textiles and apparel, this agreement opens another $6 billion
rnar 'et on day on, abolishing quotas and eliminating tariffs on our
key export interests to our two largest export markets-which, :y
the way, in 1991, totaled over $1 billion in exports and supported
40,000 jobs.

In agriculture, the agreement immediately eliminates Mexican
export licenses and phases out Mexican tariffs, and thus opens up
our fastest-growing market for farm products.

In financial services, for the first time in 5Q years, Mexico's
closed markets will be opened, allowing U.S. banks, securities
firms, and other financial companies to establish wholly-owned
subsidiaries and be treated the same as local firms.

In the area of energy and petrochemicals, th(! agreement sub-
stantially enlarges market access.

Finally, in land transport, the agreement will permit U.S. truck-
ing companies, for the first time, to carry international cargo to
Mexican states contiguous to the United States by 1995, and gives
them cross-border access to all of Mexico by the end of 1999.

We also negotiated rules and procedures to guarantee that we
reap the benefits of these new opportunities. For example, the
agreement contains rapid, fair, and effective dispute settlement
mechanisms; the highest level of intellectual property protection
yet achieved in any bilateral or multilateral agreement; and rules
to ensure that our investors are fairly treated.

Although the agreement does not change U.S. trade laws that
protect American industry from unfairly dumped or subsidized im-
ports, it substantially improves the ability of U.S. firms to chal-
lenge unfair Mexican decisions involving dumping or subsidized
sales in the Mexican market.

These extensive market-opening provisions and the rules de-
signed to support them will generate new export opportunities for
our entrepreneurs, and new jobs for our workers. As a result, we
believe that adjustment pressures on the U.S. economy will be
minimal.

Yet some have raised fears that U.S. firms will relocate en masse
in Mexico because of lower-wage labor. But the fact is, that labor
rates are only one determinant of plant location. If wages were the
only factor, many less- developed countries would be economic
super-powers.

Businesses base their investment decisions on a range of factors
that determine productivity, such as the quality of infrastructure,
availability of capital, interest rates, access to technology, edu-
cation of work force, and, based on all the factors, on average, U.S.
workers remain at least five times more productive than their
Mexican counterparts in the manufacturing sector and 25 times
more productive in the agricultural sector.

To those who ask, "how can we compete against lower-waged
Mexican labor?" the answer is, "We are already competing, and
successfully so." Our trade balance has swung from an almost $6



billion deficit in 1987 to a projected $7 billion surplus this year.
Moreover, impQrts from Mexico account' for less than one-half of 1
percent of U.S. GDP, and over half of those imports today come in
duty-free.

By tearing down Mexico's tariffs, which are two and a half times
as high as our own, this agreement will level the playing field, not
flood it.

But, to assure a smooth transition, this agreement includes:
lengthy transition periods of up to 15 years for the lowering of U.S.
tariffs in our most sensitive sectors; safeguards to protect U.S.
workers and farmers against injury or threat of injury from im-
ports; tough rules of origin to ensure that only North American-
made products obtain the benefits of free trade; and an elimination
of Mexico's duty drawback program and its export performance re-
quirements, thus preventing Mexico from becoming an export plat-
form or "pass-through" for products from countries outside of North
America.

In addition to these sound adjustment provisions within the
agreement, the President is committed to providing worker adjust-
ment assistance.

Last month he announced a new comprehensive Worker Adjust-
ment Program, Advancing Skills through Education and Training-
a $10 billion program, a 5-year commitment, that will help train
our workers so that they can benefit from these new opportunities.

The Pres;dent's plan nearly triples the current level of expendi-
tures for worker training. Of the $2 billion a year, $1.3 billion is
allocated to States without regard to the cause of worker disloca-
tion, and, hence, these monies could be devoted to this agreement.
The remaining $670 million is available for workers affected by
this agreement. I understand that Secretary Martin will be testify-
ing before this committee and can go into the details of this new
program.

Just as the North American Free Trade Agreement has focused
constructive attention on labor issues, so, too, has it focused con-
structive attention on the environment.

At first, some saw this agreement as a threat to the environ-
ment; the possible creation of a pollution haven. But, as our Envi-
ronmental Review concluded, that is simply not so. Mexico's 1988
environmental law is patterned after ours, and, its regulations in
some areas are even stricter.

President Salinas has made enforcement a priority, shutting
down over 1,000 polluting firms in the past few years. And this
agreement will ease congestion at the border, generate new re-
sources to protect the environment, and make more readily avail-
able services and technology to address environmental concerns.

Indeed, the North American Free Trade Agreement goei further
than any previous trade agreement in addressing environmental
concerns and in actively promoting environmental protection.

Specifically, it embraces the notion of "sustainable development"
and explicitly maintains our right to enforce our tough health, safe-
ty, and environmental standards.

It allows the parties, including States and cities, to enact even
tougher standards, and it preserves our right to enforce our inter-



national treaty obligations to limit trade in controlled products,
such as endangered species.

In addition, the investment provisions support our environmental
goals by discouraging countries from lowering environmental
standards to attract investment, and permitting parties to impose
stringent environmental requirements on new investment, just so
long as they are not discriminatory.

These environmentally sensitive provisions in the agreement-
and there are many others-are complemented by an extensive pro-
gram of bilateral cooperation with Mexico, including an integrated
border plan, developed pursuant to the President's May 1 commit-
ment.

As momentum has built behind this agreement, our cooperation
with Mexico has intensified. Indeed, the United States and Mexico
will shortly sign a new bilateral environmental agreement estab-
lishing a "Joint Committee for the Protection and Improvement of
the Environment."

The scope of this agreement will extend beyond the border region
and will strengthen our collaborative efforts to combat pollution
and improve enforcement of environmental regulations.

To support these activities, President Salinas has increased his
enforcement budget from less than $7 million to $77 million, and
allocated $460 million, over the next 3 years, to the Border Plan.

In turn, President Bush's fiscal year 1993 budget includes $241
million for border clean up; 70 percent greater than the 1992
amount. Unfortunately, Congress has not only failed to pass the
funds requested, it has cut them drastically, by $98 million in the
House, and $120 million in the Senate.

At the same time Congress was cutting the President's budget
request for border clean up, some have suggested that we levy a
tax on across border trade to raise the funds for environmental im-
provement. We are opposed to that idea.

The purpose of this North American Free Trade Agreement is to
lower barriers, not to raise taxes, and to do so would defeat the
very purpose of the agreement-to generate growth, and jobs, and
wealth, to treat with the environment.

The successful conclusion of the North American Free Trade
Agreement is an historic achievement for U.S. trade policy, which,
over the past 4 years, has contributed significantly to our Nation's
economic growth.

Far more foreign markets are open today to U.S. business than
45 months ago. As a result, last year, the United States became the
world's number one exporter, with a record of $422 billion in ex-
ports.

Export gains have meant more business opportunity and more
jobs across all sectors. Since 1988, all 50 States have expanded ex-
ports to the world, on average, by 72 percent.

The surge in exporting has generated almost $120 billion in
added output for American companies and farms, and has sup-
ported 1 million new jobs.

And I believe that we have built the success together. Since I
have been at USTR, we have worked with you, Mr. Chairman, and
the members of this committee, and with other congressional lead-



ers, to establish clear trade objectives and then o engage in tough
international negotiations to achieve those objectives.

We want, and we intend, to continue to work just as closely with
you and the members of this committee, in drafting the implement-
ing legislation for the North American Free Trade Agreement. Our
goal is to make this continental growth package a reality for the
benefit of all Americans.

And, again, I thank you for this opportunity to testify.
The CHAIRMAN. Thank you, Madam Ambassador. When we are

talking about a draft or trying to get to a completed text, I have
not bad an opportunity to read that 1,000 pages.

But my staff has taken a preliminary look at it, and they find,
in at least two provisions thus far, that you have it bracketed,
"subject to review." And they are: one, a list of items on which each
country may take exceptions to national treatment, covering tariffs
and other trade barriers, and, two, the list of service sectors ex-
cluded from the NAFTA coverage.

Now, both impress me as pretty basic issues, and that apparently
is something that has not been finalized. Would you explain it to
me?

Ambassador HILLS. I cannot locate the bracket that you are re-
ferring to, but if you give me the page, I may be able to give ref-
erence. I have a list of the brackets, and I have personally looked
at them. And let me tell you that, in each instance, they are tech-
nical issues.

Either we are looking for definitions coming in to be translated
and we are seeking to verify references to programs, that will be
added to the definitions, or clarifications. But these are not going
to change the substance of the agreement.

The CHAIRMAN. Well, let us get to that. Subsequent to the an-
nouncement of an agreement, I understand there was still the
question of government procurement for Mexican contractors, that
you had $1.5 billion set aside for that purpose. And then the debate
began as to whether that was a fixed $1.5 billion, or whether it was
a percentage of Mexican government procurement for the future,
starting at $1.5 billion.

And if, for example, that was increased by the inflation factor,
in a period of 10 years that $1.5 billion would have been over $5
billion. In a period of 20 years, that would have gone to over $21
billion. That is not just a technical difference. How did that come
out?

Ambassador HILLS. That was not left open.
The CHAIRMAN. That is what I am asking you.
Ambassador HILLS. That was definitely not left open.
The CHAIRMAN. Well, it was left open after the August 12 date,

or whatever that date was, as I understood you. And the question
was trying to determine what the final effect would be. How was
it finally settled?

Ambassador HILLS. First of all, let me correct something for the
record, Mr. Chairman. That figure was $1 billion in real terms, and
hence it was always indexed for inflation.

The CHAIRMAN. So, it was affected by a growth factor.
Ambassador HILLS. "Growth factor" is something of a misnomer.

There was an agreement prior to the 12th that the figure would be



indexed for inflation. That was not left open. I think what you are
referring to is the base figure in procurement.

The CHAIRMAN. That is wrhat I said, if I did not make that clear.
Ambassador HILLS. No.
The CHAIRMAN. Base figure in procurement for Mexican contrac-

tors.
Ambassador Hiiis. Let me just clarify two things. There are two

issues in the agreement. both of which were clarified before the
end. One, a non-specific set-aside for the Mexicans, like our small
business set-aside.

The CHAIRMAN. That is right.
Ambassador HIiLS. We agreed on a sum certain, and that sum

certain was agreed to be indexed for inflation, as our other set-
asides are so affected. That was not left open. The question I
thought that we discussed was whether the base year for procure-
ment would be 1990 or 1994.

The CHAIRMAN. 1994.
Ambassador HILLS. And that was the alleged dispute that was

mentioned in the newspaper; the report was totally false. That
issue was closed up before the 12th. It was 1994 on August 12. Was
and is. You raised another issue just now, and the text has been
handed to me so I can answer your question.

The exception in Article 301, Market Access National Treatment,
and 309, Import-Export Restrictions. There is a bracket subject to
review. That is because this annex lists each country's reservations
and exceptions to national treatment and the rule against import
and export restriction.

And each country is currently checking the exceptions listed by
the other two countries to verify them aAd be sure that the res-
ervation that they are listing are 1kgally correct and compliant with
our agreement.

The CHAIRMAN. I can recall in \phone conversation you had with
me, as I understood you, that the,,lawyers were still debating the
question of whether it was 1994 or' hc other year that was chosen.

Ambassador HILLS. It was just th opposite that I was trying to
convey to you, and I am sorry if I wAs so inarticulate. I was in Eu-
rope when this issue was raised. My notes and my recollection
were clear: it was 1994, apd-t-.Jwas trying to give you assurance
that the 1994 was not an open issue, but had been solved.

The CHAIRMAN. But my understanding from you is, the other
side thought it was an open issue. ",.ou, in your mind, thought it
was closed, but that is when you have two people negotiating. The
difference in opinion becomes material.

Ambassador HiEws. Well, there is going to have to be a check on
the basis of a negotiation as we are drafti;tg the document. That
does not mean that the issues are left open. But look at the size
of the document compared to the summary that we were able to de-
scribe.

I mean, by comparison with the text that we have given to this
committee, we had an 33-page outline in the Canadian Free Trade
Agreement. There is no secrecy or lack of clarity here.

The CHAIRMAN. Let me tell you, I have not charged you with se-
crecy, and I have not charged you with lack of communication, be-
cause I think you have worked very hard at that, and I have corn-



plimented you on it. But when you get lawyers on both sides argu-
ing on definition, I think there is a question of whether it has been
resolved.

Ambassador HILLS. I think it is the same thing that goes on in
the legislative process where you have reached a deal. You send
your lawyers out to draft the legislation. They will have to come
back to you to verify whether you have agreed with certain issues.
We have an agreement. The lawyers are not negotiating, they are
drafting. But, clearly, they are going to have to seek guidance from
time to time.

The CHAIRMAN. Well, we have a difference of opinion on that one.
Senator Packwood.

Senator PACKWOOD. Madam Ambassador, as you are well aware,
we are short of logs and lumber in this country. We import lumber.
We do not cut enough trees to make enough lumber to satisfy our
needs, and therefore we put a restriction on the export of logs off
of public land some years ago. When we agreed with Canada on the
Free Trade Agreement, we grandfathered that provision; no argu-
ment between Canada and ourselves on that.

During the negotiations with Mexico, however, that
grandfathering was, for the moment, forgotten, as I understand it,
inadvertently. There was a fear, therefore, that we would be ex-
porting logs out of this country when we do not even have enough
to take care of our own mills, and there clearly is a provision in
GATT that you can ban the export of raw materials if they are in
short supply, or if it is done to conserve natural resources. We are
certainly doing that, also.

Have you reached an agreement that will grandfather our log ex-
port provisions in this Mexican Free Trade Agreement?

Ambassador HILLS. Yes.
Senator PACKWOOD. Perfect. Excellent. Glad to hear it. Secondly,

I am not quite sure what happened on the cultural exemption. You
know the problem we had with Canada in our movie industry and
our publishing industry.

I cannot quite figure out what has happened with adding Mexico
to it, and whether any difference has been made now in the North
American Agreement vis-a-vis Canada in cultural exemptions.

Ambassador HILLS. The rule for the North American Free Trade
Agreement is national treatment. It is the best intellectual prop-
erty protection agreement that we have ever achieved in any bilat-
eral or multilateral agreement.

Senator PACKWOOD. And that is uniform throughout the three
countries?

Ambassador HILLS. That is uniform throughout the agreement.
The Canadians have taken a cultural derogation, just as they took
a cultural derogation in the Canadian Free Trade Agreement. We
have not given it, but have made clear that we do not recognize a
cultural derogation.

Senator PACKWOOD. You mean, for Canada.
Ambassador HILLS. Correct.
Senator PACKWOOD. Between Mexico and the United States there

is none.
Ambassador HILLS. There is none.



Senator PACKWOOD. Now, what has Canada done vis-a-vis Mex-
ieo in their cultural derogation, the same thing they have done
with us? Have they reserved that kind of protection?

Ambassador HILLS. Yes. They have simply said to the parties
that they are taking a cultural derogation. We, for our government,
have said, if we suffer any economic harm as a result of their exer-
cising any rights pursuant to that cultural derogation, we reserve
the right to retaliate. And that is precisely what we did in the Ca-
nadian Free Trade Agreement.

Senator PACKWOOD. But vis-a-vis Mexico and the United States,
there is no cultural exemption working either direction.

Ambassador HILLS. Correct.
Senator PACKWOOD. Thank you. I have no other questions, Mr.

Chairman.
The CHAIRMAN. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman. Ambassador Hills,

I would like to talk to you for a few minutes about the lack of envi-
ronmental provisions in this agreement. As we both know, there is
a convergence between environmental and trade matters recently,
for a whole host of reasons-the world is getting smaller for a lot
of reasons, including advances in technology-and also the greater
concern in this country, as well as in other countries, about envi-
ronment.

It seems to me that we had-and still do have, because this
agreement is not at all to the point where it is going to be ratified
or rejected yet; it will not be until next year-an opportunity to
break new ground with respect to environmental matters.

I would just like to ask you why the administration did not-at
least as I take it-in a meaningful way follow up on what I under-
stand to be Canada's proposal whereunder, if a country were to
lower its environment standards to attract investment, that that
would be actionable by the charging country to the degree where
it could snap back tariff reductions. Now, I understand that the ad-
ministration's response is, well, that is too narrow. And the admin-
istration has now gone forward with this joint declaration, and so
forth.

However, that administration response has, as I understand it,
virtually no enforcement, as the Canadian proposal would. That is,
there were very strong, definite enforcement provisions in the Ca-
nadian proposal.

Canada's worry might be that the United States might weaken
Clean Air Act provisions, or the United States, under the Quayle
Competitiveness Council, might weaken environmental standards.

My response to that is, well, it is good, sometimes, to help other
countries do what they know that they should be doing-that is,
not weakening their environmental provisions.

Why did the administration not follow up on the Canadian pro-
posal to try to make it more workable, particularly with a view to-
ward meaningful enforcement provisions so that we would not be
in the position where countries could willy nilly lower their envi-
ronmental standards in order to attract investment?

Ambassador HILLS. First of all, this agreement, Senator, does
break new ground. It is the greenest trade agreement that has ever
been negotiated. Secondly, the Canadian proposal only dealt with



Acts of Council, and, on the basis of our consultations, our States
were distinctly not in favor of having, as you put it to have others
enforce our laws. They were distinctly unenthusiastic, as were a
number in the Federal Government.

In the investment provisions, we did, however, renounce the
right of any country to lower their environmental standards in
order to attract investment and provide for consultation in the
event there was alleged transgression.

And we believe that that is the best way to approach this issue,
as we do not think that there is a real concern that there will be
a lowering of standards. However, it is a grounds for consultation
to be brought before the Trade Commission that will administer
this agreement. And we believe that this country, this Congress,
and our States, want to enforce their own laws.

Furthermore, we believe that it would not be a good precedent,
that it would be an invitation for other countries, perhaps Europe,
to decide that they would follow suit and seek to have snap-back
tariffs, countervailing duty actions, where they felt that their envi-
ronmental measures exceeded ours. In short, we felt that that was
not a good public policy, and, on consultation, the majority of peo-
ple agreed with us.

Senator BAUCUS. Well, I do not want to quibble with you. But it
is not fair to use Europe as an example because we ar hot ad-/
dressing whether Europe has higher environmental stan rds cb /
pared with American. That is not the issue. The issue is he degree
to which we can use the Canadian proposal as an opportunity to
build upon new ways to enforce transnational environmental provi-
sions.

It is my impression, frankly, that the administration, in a rush
to conclude an agreement, did not pay nearly the amount of atten-
tion that it should have to the Canadian proposal to try to work
out the differences, work out the bugs.

Now, as we all know, the agreement does allow States to have
stronger health and safety provisions, and that is fine andgood.
And the States may have a legitimate complaint with the Ofinadian
proposal, but it seems like, in a rush for conclusion, the adminis-
tration did not flesh this one out. It is clear to me that there is fer-
tile ground. It is a good opportunity for much stronger environ-
mental provisions with enforcement tools.

Now, this joint declaration that you talked about, as I under-
stand it, has virtually no enforcement tools. I mean, the joint dec-
laration, the matter is referred to the joint body, and they may
make a decision on something, but there are no enforcement mech-
anisms. Am I correct on that?

Ambassador HILLS. Where we have a consultation and we have
a serious issue, we address it in a serious way. But let me say to
you, you twice mentioned today that we rushed to conclusion.

I can tell you that we did not rush to conclusion. Trade negotia-
tions tend to have a momentum of their own. This one has taken
14 months, that was predated 4y roughly 6 months of notice given
to this body, and a long debate on fast track.

In fact, trade negotiations reach a pinnacle rather like the top of
a bell curve, and optimally they should be concluded at the top. Be-
cause when you stay at them too long, they begin to erode. But



there was no rush here at all. And if you, perhaps, recall, you and
I met about 6 weeks before the conclusion of this agreement with
a group of environmentalists and had a lengthy discussion on this
very issue.

Following that meeting, I consulted very broadly and came to the
conclusion-as you and I have subsequently talked-that having
others attack our laws would not be a good public policy, for a
number of reasons.

And my reference to Europe is because trade agreements are
often used as precedents and are copied, and we did not think this
would be a good precedent in a trade agreement.

Senator BAUCUS. Well, I appreciate that, Madam Ambassador.
My time is up. But these are ideas that I did impress upon you,
as other groups have impressed upon you. And, again, I can only
reach my own independent judgment and conclusion that it seems
like these were given short shrift. You did listen, but did not seem
to be taking the next step to see how we can work with them to
make them work.

Ambassador HILLS. Well, I think we have a lot of provisions in
this agreement that try to address upward harmonization, for ex-
ample, which is part and parcel of what you are trying to achieve.

We have provisions for sustainable development, and we have
protected the right of a country to put rigorous conditions on new
investment--environmental conditions-so long as they are willing
to apply those conditions in a non-discriminatory fashion to their
native population, as well as to the foreign population, we have no
objection.

So, we think that we have a very good agreement and provisions
within the four comers of the agreement that deal with the envi-
ronment. And, of course, you will hear a lot from Administrator
Riley about the parallel discussions that we have had which I think
are quite remarkable.

Senator BAUCUS. Well, I do not want to take any more of the
Senators' time. I thank you very much. Thank you, Mr. Chairman.

The CHAIRmAN. Senator Durenberger.
Senator DURENBERGER. Madam Ambassador, I guess I am fortu-

nate. I represent a State that is right up against the Canadian bor-
der. It is a pretty large State; it has got 4.5 million people in it,
and most of them perceive themselves as being part of a much larg-
er world. So, there is a lot of just a basic sympathy to fair trade
agreements.

And, I must say, between the 12th of August and today we had
a 12-day State fair, which was almost 2 million people from all
walks of life walking through there..

And I got an awful lot of comments, one way or the other, from
people who have either been anticipating this, did not believe it
was going to come this early, and who generally would like to be
optimistic, except that they are guarded because they have not
seen the fine print, and the lawyers, and all the rest of that sort
of thing. But I want to convey that to you.

Second, we are right up against the Canadian border. We have
a sensitivity to what happened in the United States-Canada agree-
ment. And, from all I can tell by listening to people, including
spending a week fishing up on the border, with one or two excep-



tions-one of which I want to talk about-the Canadians think
they got the raw end of the deal, that we did a pretty good job in
negotiating the United States-Canada agreement some time ago.

Third, I heard a number of people observe that perhaps the same
thing, even to a greater degree, may have happened to the Mexi-
cans. In their anxiety to have some kind of a Free Trade Agree-
ment that they will find that, in the short-term, some substantial
disadvantage to Mexico, as well. So, it does bother me to hear us
expressing our concerns for this in rather narrow terms.

I was amazed to find that a lot of my dairy farmers generally
support it. But it is from the dairy farmers that I found out that
Mexico is by far the largest importer of U.S. dairy products.

I mean, what would we do for dairy if we did not have Mexico,
they tell me. And they wish that Mexicans would import a little bit
more low-fat dry milk right now because it would help the market
a little bit.

But you cannot take pictures. Cows do not give milk into bottles,
so you cannot take pictures of it like you can of Willow Run, or
someplace like this.

I mean, it does not get to the bottle or the carton until some-
where else down the line. But I have got to tell you, there are a
lot of cows out there being milked for the benefit of a lot of people
in other countries as well, including Mexico.

When you do represent a constituency which has got the kind of
broad interest that I have, it is much larger to have some con-
fidence that, in the short-term, you are going to have some disloca-
tion, if you will. But, in the long-term, there is a tremendous bene-
fit for both sides.

I must tell you, the most difficult time that I have had is one
that will be commonly experienced by a number of people on this
committee, and that is the United States-Canada wheat relation-
ship. We did not deal with that issue in its totality with we did
United States-Canada.

A lot of people thought that it might get dealt with in its totality,
price transparency, some of the subsidies on trans-Canada ship-
ments, and so forth. We thought it might get dealt with in this par-
ticular round, but it did not. And when we ask about it, we are
told, that is going to be done in connection with the GATT.

And so, we are sort of asking ourselves, is that likely, and, if so,
why have some of the major, major issues that relate to United
States-Mexico/Mexico-Canada/U nited States-Canada--particularly
with regard to wheat-why were they not dealt with at this par-
ticular time.

I have in front of me some of the impact of Canadian-what
some people would call-predatory pricing in the Mexican wheat
market for the year 1991-1992, and it almost blows your mind how
much more the Mexicans have imported from Canada in the last
year than from the United States.

So, can you tell me why that issue did not get dealt with with
greater specificity in this particular round, and, if so, what are the
prospects for dealing with it in the future?

Ambassador HILLS. Senator, the North American Free Trade
Agreement provided substantially increased access for wheat to
Mexico from the United States. We have had a dispute with Can-



ada with respect to the transparency of export sales through the
Canadian Wheat Board and how they are pricing their wheat sales.

And we have consulted with them, and, indeed, initiated a dis-
ute settlement procedure. The panel is due to rule in December.
o, that is under way. The two governments have differing points

of view, and it will be resolved in the course of the dispute settle-
ment process that was set forth in the Canadian Free Trade Agree-
ment.

Senator DURENBERGER. That same does not apply to rail subsidy
issues, does it?

Ambassador HILLS. There are two issues involving bail subsidies.
Senator DURENBERGER. They do.
Ambassador HILLS. That is part of the wheat problem.
Senator DURENBERGER. And you believe that both of these issues

are going to be settled, or are they going to be clarified by this?
Ambassador HILLS. They will be resolved by the panel proceeding

that had already been initiated under the dispute settlement mech-
anism of the Canadian-United States Free Trade Agreement.

Senator DURENBERGER. All right. Thank you.
The CHAIRMAN. Thank you. Senator Danforth, for any comments

you might have.
Senator DANFORTH. Madam Ambassador, please tell me where I

am missing something in the debate on this Free Trade Agreement.
It is said that the United States is now exporting jobs to other
parts of the world, including to Mexico, and that the North Amer-
ican Free Trade Agreement would escalate this process of exporting
good U.S. jobs to Mexico.

I had thought that the trade barriers in Mexico were higher bar-
riers than the trade barriers in the United States and that, to the
extent that we seek parity between our country and Mexico, in-
stead of exporting jobs, we will be preserving jobs. But this point
has been made with such insistence by people who are opposed to
the ageement, maybe I am missing something.

Ambassador HILLS. No, Senator Danforth, you are not missing
anything. In effect, I have often said we have a one-way Free Trade
Agreement with Mexico. Our tariffs, on average, are below 4 per-
cent. More than half of Mexican goods come in to the U.S. duty
free. What we are trying to do is get down very high trade barriers
that our exporters face in trading into Mexico. Mexico's tariffs are
250 percent higher than ours.

They have an import licensing regime that covers 25 percent of
our agriculture; they have a licensing regime that covers even the
sale of used computers and the like. And they have export perform-
ance requirements that mandate that they export a certain per-
centage of product before they can import-for example, two cars
before they can import a car.

That means that we literally have had export opportunity
blocked, and, for every billion dollars' worth of exports, we gain
jobs. You are absolutely right.

More importantly, these barriers to trade have been a real re-
striction on small and medium-sized businesses that are the largest
generator of jobs in this country. While the multinationals could lo-
cate in Mexico-some of the auto companies have in order to tap
that market of 80 million-plus consumers-smaller businesses can-
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not. And they simply have had that very rapidly growing market
cut off from them.

So, you are right. By reducing trade barriers-and that is what
this agreement seeks to do-we will increase our exports and gen-
erate jobs-new .obs-and better paying jobs. Because our jobs con-
nected to export'! pay, on average, 17 percent more than the jobs
in our overall economy.

Senator DANFORTH. Now, I represent an auto producing State. I
was astounded by the figure that Senator Riegle had that 70 auto
plants of the Big Three auto companies have been located in Mex-
ico. What is this going to do to the U.S. auto industry, are we going
to be further hurt by the Free Trade Agreement?

Ambassador HILLS. I believe not. And the reason I believe not is
because the auto industry has had to locate in Mexico to tap into
the Mexican market.

Now, by eliminating export performance requirements-that is,
the export and import balancing-and by eliminating the local con-
tent requirements-that is, the mandate to use Mexican content in
the building of vehicles-the auto industry will be able to locate
production where they will. It may be suggested that they will im-
mediately locate in Mexico for the lower labor rates.

But, in fact, American workers in the auto sector are about two
times more productive than Mexican workers in the auto sector.
And I am told that the differential in quality of infrastructure
makes that proposition of relocation less attractive.

I am further told that, because we have excess capacity here in
North America and the auto companies do not have a lot of capital
to build new plants, that it is predictable, and they say themselves
that relocation is not in their future.

Senator DANFORTH. If an auto manufacturer is going to locate in
Mexico because of low labor rates, that auto manufacturer can do
that right now. Can it not?

Ambassador HILLS. Absolutely.
Senator DANFORTH. Is there anything different in this proposal,

in this agreement, that would encourage auto manufacturers, or
anybody else, for that matter, to locate in Mexico because of cheap
labor? There is no impediment now for locating in Mexico because
of cheap labor.

Ambassador HILLS. Correct.
Senator DANFORTH. This does not remove impediments that now

exist, because the impediments do not exist now.
Ambassador HILLS. That is absolutely true. There are no impedi-

ments to relocation for any industry. And, in fact under this agree-
ment, there are now encouragements not to relocate because, in the
past, they had had to relocate if they wanted to sell into the Mexi-
can market. And those impediments will be removed.

Senator DANFORTH. Thank you.
The CHAiRMAN. Thank you. Senator Grassley, for any questions

you may have.
Senator GRASSLEY. I believe during the times you have met with

us, you have explained that you expect-at least midwestern agri-
culture--for this agreement to be very beneficial.

And I want to make a point and compliment you for helping us
answer questions in regard to a newspaper article in the Des



Moines Register August 23 that says, "Impact of Trade Accords.
Report says farm income would drop in Iowa. Overall agriculture
income would be reduced by up to 6 percent," the study concludes.
And then it refers to a report done by the Dallas Federal Reserve
Bank.

Now, I think what you have helped us find out is that this Dallas
Federal Reserve Bank report was not even referring to NAFTA or
GATT, it was referring to the hypothetical, if, in the entire indus-
trialized world there was absolutely no barriers to exports at all,
what might have happened to agriculture.

So, I want to point that out just in case there is some fear here
about what it does for agriculture. But I think you have made very
clear that you expect this to be very beneficial to agriculture-at
least midwestern agriculture: grains, wheat, et cetera.

Ambassador HILLS. Yes.
Senator GRASSLEY. Now I want to go on to a non-agricultural

point, and then back to some agricultural issues. We have also had
some concern in my State because we do a lot of household appli-
ance manufacturing.

And you have responded to a point I have made via a letter on
this letter, but I have a specific question to ask of you-and this
is in regard to the phase out of tariffs if something is manufactured
in Mexico and comes into the United States-whether or not you
would be willing to renegotiate Mexican tariffs an major appliances
so that they would fall into the 5-year category, or into some other
rapid phase-out arrangement.

And this is directly related to the fact that we have a 10-percent
tariff on what is coming into the country, 20 percent of what is
going into Mexico, and, over the long phase-out that is in the
agreement, whether or not that is not going to be terribly det-
rimental to America, and maybe even encourage some companies
that might go across the border to then have the benefit of lower
wages, plus lower tariff coming into this country.

Ambassador HILLS. Actually, Senator, we have negotiated, on ap-
pliances, a range of tariff reductions. On microwave ovens, it is im-
mediate elimination. It is 5 to 10 years on refrigerators and freez-
ers. I cannot here give you the staging for tariffs for each appli-
ance.

But the United States already has given Mexico a zero duty in
most of those areas. We do not believe that the Mexican tariff that
exists today and which will be phased down is going to be an incen-
tive for U.S. manufacturers to move to Mexico. We have a surplus
in our appliance trade. We actually have been building a surplus
in this area in our trade with Mexico, notwithstanding the duty
that exists.

What we have done is to lock in the current Mexican applied
duty and then reduce it, because, of course, without the agreement
Mexico has the right to raise those tariffs to 50 percent. They are
not bound under the GATT.

We have a growing U.S.-manufactuied goods surplus with Mex-
ico, notwithstanding our very low tariff. Actually we see this phe-
nomenon in many, many tariff lines because our average tariff is
incredibly low with respect to most goods coming from Mexico into



the United States. We do not think that Iowa's exports to Mexico
will suffer.

As I think I may have pointed out in my letter, manufactured ex-
ports account for 95 percent of Iowa's sales to our North American
Free Trade partners. And, since 1988, they have gone up by 64 per-
cent.

Senator GRASSLEY. Well, then, let us leave it this way. Maybe we
misread what it does, and we will take a look at it again and get
back to you if we have any concerns.

One criti sm of the United States-Canadian Free Trade Agree-
ment is tha our meat products must meet tougher standards than
Canadian ert products exported to the United States. What
mechanism will be in place to ensure Mexican meat products
being impo ted into the United States meet the same food safety
standardsA s U.S. products?

Amba.,ador HILLS. The rule will be national treatment. That is,
there cannot be discrimination.

Seriator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Riegle.

/ Senator RIEGLE. Thank you, Mr. Chairman. Madam Ambassador,
/there was an indication that I had gotten that somewhere in the

NAFTA there is a provision-I do not know if it is in writing or
if it is an oral understanding being reduced to writing-that would
allow for the cancellation of duties owed by Honda under the Cana-
dian Free Trade Agreement (CFTA).

This relates to the Honda dispute about shipments into the Unit-
ed States that did not meet the content requirement of 50 percent
North American made parts. I understand that, as part of working
out provisions that generally fall into the rule of origin area, that
it may well be thaL we are letting the Honda case and Canada off
the hook on this issue under the CFTA. Is that true, or not?

Ambassador HILLS. That is false.
Senator RIEGLE. Is there nothing to it whatsoever? There is abso-

lutely no understanding or provision relating to the Honda case?
Ambassador HILLS. There is no understanding. What we have

negotiated in the North American Free Trade Agreement is a clear-
er rule of origin than we had in the Canadian-United States Free
Trade Agreement.

The new rule will be the net cost of production, rather than di-
rect costs of manufacturing. There have been in the past quarrels
over what is a direct cost and what is not a direct cost.

We had hoped that after we had put in place the North American
Free Trade Agreement because these rules of origin are clearer,
that the implementing legislation specify that the new rules apply
to any entry that has not been finally liquidated, and that rec-
ommendation is simply to clear up outstanding disputes.

If the new rules were to apply to the Honda dispute, if they were
then not liquidated and if they qualified under the new rules-and
I am not at Customs and I do not know-then it is possible that
the dispute would be resolved. My understanding is that Honda
has not yt paid any duties.

Senator RIEGLE. No, they have not.



Ambassador HILLS. And, so, it would not be a cancellation of or
a giving back of duties. But it is conceivable that this new rule
could be applied to resolve an old dispute.

Senator RIEGLE. Well, that is helpful. Let me go just a little bit
further then. Is the change one where the rule of origin will now
involve a shift from net cost to direct cost?

Ambassador HILLS. No. No.
Senator RIEGLE. No. Is it the other way around?
Ambassador HILLS. Yes.
Senator RIEGLE. So, we have gone from direct cost to net cost for-

mula for the rule of origin on autos. Was there any discussion that
you are aware of when the change in formula was being done,
which made reference to the outstanding Honda case?

Ambassador HILLS. Not that I am aware of. Well, let me clarify
that. There certainly was a discussion of the lack of clarity that we
had in the old direct cost rule, and I personally talked to people
connected with Customs of the problem of two reasonable minds
disagreeing as to what is a direct cost of manufacturing.

Senator RIEGLE. So, you do not know as you sit here now, one
way or the other, about the effect of the new rule of origin on the
Honda case if it is still unresolved. Will you apply the new meas-
urement techniq,,e to the Honda case? Your testimony today relays
that you do not know one way or the other whether this new rule
absolves Honda of that adverse finding in the case.

Ambassador HILLS. Well, I do know that, by itself, the passage
of the North American Free Trade Agreement would not absolve
Honda, as you say.

I do also know that it would be my recommendation-and I hope
the administration's, although I don't think there's been an admin-
istration position on this-that we would apply a clearer rule rath-
er than a cloudy rule to resolve any outstanding disputes.

Senator RIEGLE. Well, I want to take a look at the difference be-
tween the two calculations. What I would want to find out-and
you are phrasing your answers very carefully, as you should-is if
there is any relationship between the change in the basis of cal-
culation of the rule of origin and resolution of the outstanding
Honda issue, which is a very sore point of contention, as you may
well know. I gather you do not know one way or the other, in terms
of the fine details of this issue.

Ambassador HILLS. Well, I do riot want to mislead you, Senator.
It is not a question of resolving it, it is a question of having a clear
rule of origin. We can not administer these trade agreements with-
out good, clear rules of origin.

If governments and all parties in commerce cannot understand
them, and we are creating disputes because of a cloudy or unclear
rule of origin, then i certainly would want to get that clarified.

Senator RIEGLE. Well, there was no doubt in the mind of the U.S.
Customs Service. The Customs Commissioner sat exactly where
you are sitting, and there was absolutely no doubt in the mind of
the Customs officials on the Honda North American content issue.
Now, Honda has a disagreement; our Customs officials have been
very clear in their ruling.

But they have not applied the penalties that are required here,
and I am concerned that, in effect, by changing the basis of calcula-



tion in the name of a better regime, we have taken Honda off the
hook.

Is your answer to me that you do not know one way or the other
whether the change in the rule of origin will have that effect on
the Honda case? In addition, is it your view that the application
of the NAFTA rule of origin for autos depends on whether the
Honda case is still outstanding at the time the NAFTA is passed
by the Congress.

Ambassador HILLS. It also depends on whether we have a new
rule or origin, which will depend on whether we have a North
American Free Trade Agreement.

Senator RIEGLE. Well, we will come back to this rule of origin
issue at another time.

The CHAIRMAN. Thank you. Senator Chafee.
Senator CHAFEE. Thank you very much, Mr. Chairman. Madam

Ambassador, I would like to ask you the following. There is a good
deal of concern voiced throughout this hearing about what happens
if we adopt the agreement. I would like to explore with you what
might happen were we to reject the agreement.

Every day we watch what is happening in Europe. I do not know
what the results of the upcoming French referendum on the
Moastricht Agreement will be. But, clearly, Europe is moving to-
ward greater integration; there is no question about it. And so, we
soon will see within the EC an integrated purchasing group of
some 300-plus million consumers.

In light of these events, I am asking you what might happen if
we were to reject this agreement? Where would we be then in the
global marketplace, and in terms of global competitiveness? Some
are telling us about the possibility of a down side if we go forward
with an agreement. But I would like to hear from you: what is the
down side if we do not have a North American agreement?

Ambassador HILLS. Senator Chafee, I think we miss an oppor-
tunity to become more globally competitive. Mexico is our fastest-
growing export opportunity. Seventy percent of the growth to our
economy today comes from our exports, so we certainly should fer-
ret out every rapidly growing export opportunity, and Mexico is at
our back door.

We also miss the opportunity to have growth throughout North
America. That will make ts globally less competitive, and we miss
the opportunity of seeing a neighbor grow economically, becoming,
thereby, a better customer, and more stable. One of the best ways
to control illegal immigration is to have legally created jobs in Mex-
ico.

So, for a host of reasons, I think that this is a very good oppor-
tunity for our Nation. And I think historians would turn around a
decade or so from now, if we miss the opportunity, and really shake
their heads and wonder what we were about.

Senator CHAFEE. I agree with you. I think that is well said. Let
me also ask you about some concerns expressed here that Mexico
is a low-wage area, and, therefore, that they are going to take all
our jobs away. Now, if I understand the statistics you gave, cur-
rently we run a $7 billion trade surplus with Mexico.

Ambassador HILLS. Correct.



Senator CHAFEE. Well, if they have all of these low-wage workers
down there who are working at low wages, why do we end up with
a trade surplus with them?

Ambassador HILLS. Mexico has lower wages than we have, but
we are more productive, and we sell to a lot of developing coun-
tries. Our wealth in this country and our economic growth are
hinged on our ability to export to all countries. What we are trying
to do with this Free Trade Agreement is to garner to ourselves
greater opportunities to export. This agreement will bring down
trade barriers that prevent us from having as much opportunity to
sell as we would have but for the barriers.

Mexico is a poorer country, but it buys a lot from us. It is our
third-largest trading partner, and it is growing. The rate of growth
of United States sales to Mexico is much faster-twice as fast, in
fact-as the rate of growth of our sales throughout the world.

Mexico, today, yes, it is poor, but it buys 35 percent more per
capita from us than does the far more affluent European Commu-
nity. So, it makes sense for us to try to get those markets open so
that we can be competitive and generate better paying jobs for our
people.

Senator CHAFEE. I would like to ask you another questioil. There
is always considerable attention paid on the benefits or the dangers
that await our manufacturers and our workers in the event of a
trade agreement with another country. But there should be equal
attention paid to the potential benefits of an agreement that awaits
our consumers.

In other words, if our consumers can import some desired prod-
uct at a lower price, presumably they can benefit. I assume that
there are going to be some imports from Mexico that are going to
benefit our consumers in that consumers are going to be able to
purchase those products at a lower price than would otherwise be
true. Is that correct?

Ambassador HILLS. Absolutely. There will be an opportunity to
purchase a broader range of goods at a lower price, and it will be
beneficial to our companies who are consumers in and of them-
selves. The agreement will be beneficial to investors as well, be-
cause collaborative production is very much a part of our globalized
economy.

We have many, many companies that tell us that, because of an
investment they have made in Mexico, they have been able to ex-
pand their gross sales, and, therefore, their U.S. work force, as
they have become more competitive in a cost sense than they were
before their investment in Mexico.

Senator CHAFEE. Thank you. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. Carla,

could you tell us what is your latest assessment and sources for
that assessment of net job creation?

Ambassador HILLS. There have been a number of studies that
have been undertaken to develop the economics. About 12, I think,
were covered in the ITC symposium that evaluated the studies that
had been conducted over the past several years.



And the ITC found that there was a "surprising unanimity" in
the fact that there would be an increase of output in this Nation-
GDP, employment, and real wage gains.

Last spring, Brookings did an analysis. I believe they looked at
30-40 studies, and they found, too, economic growth, jobs and an
increase in real wages.

The Institute of International Economics has made a projection
based upon their in-house analysis, and they, too, come to the con-
clusion that there will be about 325,000 jobs created.

There have been studies at UCLA that have found that urban,
unskilled and rural wages will increase as a result of this agree-
ment, primarily because of the decrease of illegal immigration, re-
sulting in fewer people seeking the lower skilled and rural jobs.
But there are a number of studies, and we would be happy to share
them with you.

Senator BRADLEY. So, the tentative conclusion by all of these
studies is that there will be more economic growth, more jobs cre-
ated than lost, higher-wage jobs created, and the most difficult
areas served with more job opportunities, including urban Amer-
ican and poor rural America.

Ambassador HILLS. Yes.
Senator BRADLEY. Could you tell me, what is the dispute settle-

ment mechanism that is embodied in the agreement, and what is
your level of confidence that it will actually work?

Ambassador HILLS. The agreement provides for panels, not un-
like the Canadian Free Trade Agreement. And, in order to have a
lack of bias, it requires that the disputants pick from the panelists
of the other two countries. The resolution should be in 8 months.
And we think that it is an improvement on the current dispute set-
tlement mechanism that we have in the United States-Canada
Free Trade Agreement. There is an additional dispute resolution,
and that is through investor-state arbitration.

We were, in this agreement, able to negotiate an investor State
arbitration mechanism, which we welcome, that protects the inves-
tor in event of monetary damage, where his rights that he would
look for from the agreement are abused: right to repatriate profits;
expropriation; lack of national treatment, and the like.

Senator BRADLEY. So, that if there is a disagreement over na-
tional treatment, what happens? Could you go through the steps,
one, two, three, four, so that people could clearly understand that
there will be a resolution of any dispute?

Ambassador HILLS. In a government to govern ment dispute, we
would request consultation in the first instance. And if that did not
work, we would seek a panel and the panel would make its deter-
mination. Under the rules that we have negotiated, the resolution
should be final in 8 months.

Senator BRADLEY. If an exporter to Mexico felt that the internal
court proceedings of Mexico had not been fair to that particular ex-
porter, does he have any recourse at all under the agreement?

Ambassador HILLS. If that exporter is accused of dumping or of
having its goods subsidized-and that is a common complaint-
after resolution of the issue at the administrative level, at the
equivalent of our Department of Commerce and the ITC, the entre-
preneur would have a choice of going to a panel-a panel that



would serve as an appellate body rather than going to a court with-
in either of the other two countries.

Senator BRADLEY. I know that the environment is not your area,
and I assume we are going to have Mr. Riley up here at some point
to talk about that, but you did talk about parallel negotiations.

Might you share with us the prospects of improving the Mexican
environment, and, therefore, the threat that that may or may not
pose to the United States absent an agreement with Mexico, and
one with am agreement with Mexico?

Ambassador HILLS. I think that what we have done in the envi-
ronment is one of the grand stories of this negotiation. The parallel
discussions with Mexico have literally blossomed.

We have not only a master plan for the border where enforce-
ment is strengthened by focusing on the border-through coopera-
tion initiatives to reduce pollution and cooperative enforcement-
we have already brought cases where the two governments have
worked together.

But that has expanded so that there is now, I am told, soon to
be an agreement for a bilateral joint committee for the environ-
ment that will ^cover all of both nations, not just the border. And
here again, it will focus on pollution prevention, strategies on en-
forcement, pesticides; important issues to Americans.

Director Reilly has called a meeting of the three environmental
ministers for September 17. He has invited me to participate in the
meeting. To my knowledge, this is one of the first meetings where
the three environmental ministers and trade ministers will be talk-
ing together.

And I think that, were we to vote down the North American Free
Trade Agreement, it would have h very damaging effect on the kind
of cooperation that we have been able to engender through the
course of these negotiations. Plus, of course, we would lose the ex-
traordinary provisions that are contained in the agreement on the
environment. ',

I simply cannot understand how a good environmentalist can
sa&, I would vote against the agreement because you did not get
enough, or you did not get what I wanted for the environment,
when the agreement is laced with environmental protections. The
new focus and the parallel discussions are just leagues better than
when we started this negotiation some 2 years ago.

Senator BRADLEY. Thank you.
The CHAIRMAN. Senator Symms.
Senator SYMMS. Thank you, Mr. Chairman. And thank you, Am-

bassador Hills, for your answers thus far. Mr. Chairman, before I
ask my question I wanted to get into on NAFTA, I would liKe to
insert four questions for the record on a subject that is not directly
related to NAFTA, with respect to intellectual property rights, if I
might.

The CHAIRMAN. Without objection.
[The questions appear in the appendix.]
Senator SYMMS. They are only indirectly related, and that is why

I will not tie up the committee with them now. I think that it helps
us to keep on the record answers of the enforcement of our current
trade laws to pass new trade agreements. We have discussed that
many times.



But the question I wanted to get to, because I believe, as I said
earlier, that the potential for this trade negotiation and the cul-
mination of the agreement to NAYTA, can1 be very helpful to all
sectors of the American economy, including agriculture. It just so
happens that I come from a State where sugar is a very important
crop; it generates a lot of revenue for the State.

And before this agreement ever got out, I was quite interested
to see that other people-maybe they had information that I did
not have-were making all kinds of statements-particularly the
Beet Growers' Association in Idaho-about how terrible this agree-
ment would be for sugar producers.

That was before there was any information about what was in
the agreement was made available t0 my office, or any of the other
congressional offices. And, as you said earlier, while the lawyers
were still trying to write the agreement, there was no information
out.

Could you give us-and I have a little fact sheet here on what
is in the sugar agreement-a kind of direct answer that you would

ve to a beet producer in Idaho, or a cane producer in Louisiana,
exas, or Florida, how this will impact their situation in the com-

ing years, and how you would foresee that it would impact them?
Ambassador HILLS. The agreement will reduce the Mexican tar-

iff, and Mexico is a net importer of sugar. It is a 15-year reduction;
15 percent over the first 6 years, then a straight-line reduction over
the next 8 years.

Mexico will harmonize its border protections with ours before the
year seven, so we will have a common tariff. We have negotiated
a tariff rate quota with the Mexicans, and, from year one to six,
their quota is what it is today, 7,000-plus metric tons. If they be-
come a net exporter, they have the opportunity during that period
of time to export up to 25,000 metric tons. And, in years 7 to 15,
if they are a net exporter, they could export up to 150,000 metric
tons.

Senator SYMMS. To the United States.
Ambassador HILLS. Yes. At the present time, they are not a net

exporter. We do not see-and our consultants did not see-that
they would easily become such. The consumption of sugar in Mex-
ico is growing very, very rapidly as their population increases. We
are also a net importer of sugar.

Senator SYMMS. Do you nave the figures there of how much
sugar we import net today?

Ambassador HILLS. Worldwide?
Senator SYMMS. Yes.
Ambassador HILLS. I do not have those with me.
Senator SYMMs. Well, we are talking in terms of 3 or 4 million

metric tons. Is that correct? In that range.
Ambassador HILLS. No. Our current quota is 1,231,000 metric

tons.
Senator SYMMs. Five or 6 million, maybe.
Ambassador I-LLS. I know within the past 3 or 4 years we have

been the major suppler to Mexico of its sugar, and it has been over
a third, I believe. 38 percent sticks in my mind. During the 1990-
91 marketing year, we exported 250,000 metric tons of sugar to
Mexico.



Senator SYMMS. All right. That will be fine.
Ambassador HILLS. But our worldwide imports, because we are

a net importer of sugar, are, I believe, over 1 million metric tons.
Senator SYMMs. All right. But the point is, the 150,000 tons

which could grow over about a 6 or 7-year period at 10 percent a
year, so it could easily double to, say, 300,000 tons, even that is
not a huge amount of sugar. Is that not a fair statement?

Ambassador HILLS. I believe that is fair statement.
Senator SYMMs. There has been an awful lot of unrest from the

agricultural community in the State about that, and I am just try-
ing to find out. I have got this sheet, and I appreciate your answer.
I would like to get, if you have it, someone who could give us what
the STR would anticipate the long-range view would be of the U.S.
sugar producer with the ratification of this agreement.

Ambassador HILLS. I would be pleased to get that. I am sure we
can obtain that from the Department of Agriculture.

Senator SYMMS. All right. Thank you.
[The information follows:]

EFFECTS OF NAFTA ON THE SUGAR INDUSTRY

Summary Under the NAFTA, the United States and Mexico will gradually reduce
barriers to sugar trade between the two countries and harmonize border protection
with the rest of the world. During the 15-year transition period, any additional ac-
cess to the U.S. market beyond Mexico's current 7,258 metric ton quota will be con-
ditioned on Mexico becoming a net surplus producer of sugar. Mexico is currently
a large net importer of sugar. The United States has exported substantial refined
sugar to Mexico in recent years and the sugar re-export program will remain in
place.

Current Policies and Proposed Changes. Mexico eliminated its 3ugar import per-
mit requirement system in late 1989 and instituted a variable levy system on sugar
imports. The government announces a target internal price each month, which is
adjusted to stay at about 18.7 cents (U.S.) a pound. The variable levy is adjusted
to bridge the gap between the target price and world price. This price support sys-
tem will work only when Mexico is a net importer, which has been the case in re-
cent years.

The United States maintains a quota and tariff on over-quota amounts of sugar.
Any imports over a country's quota allotment face a second tier tariff of $0.16 per
pound, raw sugar. The United States also has re-export programs under which
sugar can be imported, refined, or further processed, and then re-exported without
being subject to a quota or a tariff. These programs will remain in place under the
NAFTA.

In the first 6 years, the United States will reduce its second-tier tariff on sugar
from Mexico by 15 percent and during years 7-15, both U.S. and Mexican tariffs
will be reduced linearly to zero. By the end of year 6 of the transition, Mexico will
align its tariff regime that applies to the rest of the world with that of the United
States, and phase out this tariff on imports from the United States by the end of
year 15.

Mexican sugar exports to the United States will be subject to several conditions
relating to its net surplus production status. The NAFTA provides for Mexico's cur-
rent access of 7,258 metric tons of raw sugar, duty-free. But during the transition
ernod,any additional duty-free access above this amount is limited to no more than

'exicos projected net production surplus of sugar. In additicii, for the first 6 years
of the agreement, duty-free access may not be more than 25,000 metric tons, raw
value.

In year seven of the agreement, the maximum duty-free access quantity becomes
150,000 metric tons, raw value. In each subsequent year of the 15-year transition
period, the maximum quantity of Mexican sugar allowed duty-free access will be in-
creased by 10 percent.

However, beginning in year seven the United States shall provide duty-free access
to the full extent of Mexico's projected net production surplus for that year if (1)
Mexico has been a net surplus producer for any two consecutive marketing years
(including years one through six of the agreement), or if (2) Mexico has been a net



surplus producer dung the previous year and is projected to be a net surplus pro-
ducer in that year. If Mexico is not ultimately a net surplus producer in that second
year, the appropriate quantitative restriction on duty-free access is applied in the
subsequent year.

Current Trade Patterns and NAFTA Effecls. Mexico has consistently filled its
sugar import quota allocation from the United States, but it has been a large net
importer of sugar from the United States and other suppliers. In 1990/91, Mexican
sugar imports were 1.4 million metric tons. Imports in 1991/92 dropped to about
275,000 tons as the Government of Mexico raised tariffs to limit imports and draw
down stocks. With stocks down sharply, 1992/93 imports are projected to approach

1 million metric tons, raw value. Approximately 20 percent of these imports is ex-
pected to come from the United States.

Under the NAFTA the United States will continue using the sugar re-export pro-
grams to ship refined sugar to Mexico at the MFN duty-rate. Income growth in Mex-
ico will expand its demand for sugar and will also encourage a shift to more highly
refined sugar.
[Office of Economics-United States Department of Agriculture. September 1992.1

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Ambassador, a number of Senators have

raised the question of com pliance with agreements and with stat-
utes. Senator Baucus raised a matter of environmental concerns, in
particular; Senator Bradley, the general question of compliance.

And the question I would -like to hear from you, yet again, is,
with what degree of confidence, and I would think even propriety,
do wve enter a Free Trade Agreement with a country that has not
got a free society? Since we last talked on this, the Freedom House
survey of freedom in the world, political rights, and civil liberties,
has come out. Freedom House is the oldest, and, I think, the most
respected survey in these matters in the world. They have been at
it for about a half century, now.

And, in the section on Mexico, it begins, "Mexico: Free trade,
unfree politics." It then says, "Overview: Although President Sali-
nas has carried about a remarkable opening of the Mexican econ-
omy, Mexico remains the most authoritarian state in Latin Amer-
ica outside of Cuba." They mention the Presidential election and
say, "With most Mexicans believing he actually lost the election to
Cardenas, Salinas was inaugurated."

The presidential election in Mexico is not something where the
votes are accurately counted; it has not been since they began hav-
ing them on a regular basis, which was a great achievement in
1928, I believe.

On the judicial system, there is this: "Although it is nominally
independent, the judicial system is weak, politicized, and riddled
with corruption." And it goes on to say of the broadcasting media:
"Nominally independent ... largely controlled by the government."
This is the pattern with an authoritarian state.

And no one who cares about Mexico--and I hope I would be
one-would disagree that the Party of the Institutional Revolution
was certainly an improvement on the chaos that preceded it. But
that was a half century ago. More. Three-quarters century ago.

How do you respond to that when we are reaching an agreement
that will involve trust on both sides with a government that Free-
dom House would describe as the equivalent-a little bit to this
side--of Cuba?

Ambassador HILLS. I think, in fairness, President Salinas de-
serves a lot of credit for the democratization that has moved for-
ward under his administration.



Senator MOYNIHAN. No one would deny that. Not I.
Ambassador HILLS. There have been a number of positive steps.

Since he came to office, the opposition has gained electoral power
and non-governmental groups have-

Senator MOYNIHAN. J think in one State, for the first time in 75
years, an opposition party has been allowed to take office: Baja
California Norte.

Ambassador HILLS. True. But, here, the President did promise
an honest election and he delivered an honest election. In August
of 1990, the Mexican Congress passed an electoral processes and
institutional Federal code, creating an independent and impartial
electoral tribunal.

A year later, the President changed voter registration procedures
in order to combat and eliminate electoral fraud and open up the
political system.

In August of 1991 he introduced his electoral reforms, some re-
quiring constitutional changes. When there was a dispute over the
honesty of an election recently, he annulled the disputed guber-
natorial election won by his party and called a new election.

And, recently, July 12 of 1992, the gubernatorial and State con-
gressional elections were held in two of the states. The opposition
won one, and his party won another.

Senator MOYNIHAN. Well, could I just say, Ambassador, that you
very carefully do not address-I am not saying you are avoiding,
but in the little time available-we still have not heard about the
judiciary.

It is a pattern of authoritarian states to have magnificent laws.
Will anyone ever forget the Soviet constitution of 1936? It was
drilled into me in New York City in the 1930's. They guaranteed
you everything, but they did not provide anything.

I mean, what do we think about political culture? I mean, a cor-
rupt political culture. Would you want to live in a country with bet-
ter laws than Cuba? I doubt it. But when you find a country filled
with good laws, you often find the jails are filled with good men.

Ambassador HILLS. Let me suggest that you raised several
things. Politics: I would only further point out that a team went
from the Carter Center in Atlanta and found that there had been
amazing opening of the Mexican electoral system.

Senator MOYNIHAN. All right.
Ambassador HILLS. On the judiciary, I tend to think that these

freedoms in the social and political side go hand in hand with the
economic freedoms and that, by bringing down trade barriers and
allowing entrepreneurs in Mexico to have choices and to gain in
wealth, will only strengthen the stability, the growth, and the de-
mocratization that has already taken place, in an administration
where, clearly, it has demonstrated that that is its desire to do so.

Senator MOYNIHAN. Thank you. May I just say that stability is
what they have got. They have had the stability of one party that
has won every election since 1928, with the exception of Baja, Cali-
fornia, once.

Ambassador HILLS. And Chihuahua, on July 12, 1992, you have
two.

Senator MOYNIHAN. Two. Thank you.



The CHAIRMAN. Let me state, as one who was born and reared
on that border, that it is not just an economic revolution taking
place in Mexico, I think that there is a political revolution that is
taking place. And it is going to take some time, but it is incredible
how fast it is moving

Talking to Pedro Aspe, the Finance Minister, and having him tell
me that they had successfully prosecuted three Mexicans since
1921 for income tax evasion up to 1988-three, since the time of
the revolution-but since 1988 they have successfully prosecuted-
and he told me this about a year, year and a half ago-at that
point some 382 Mexicans. People are starting to pay their taxes.

I watched them take the Customs force, which had all kinds of
problems with Morlida. Darned if he did not fire the whole Cus-
toms force and put a whole new group in there. Amazing changes
taking place in Mexico today.

Talking about the environment, listening to Ms. Hills speak of
that. There is no question in my mind that we would not have seen
the kind of progress without the pressure. People like Senator Bau-
cus and others on this committee felt very strongly about the envi-
ronment. The leverage was there because they wanted an agree-
ment. But what an incredible response we are getting.

Again, on that border, to watch what is taking place and the
changes in the Mequiladoras, that are going to be forced on the
part of the Mexican Government. I am just delighted with the
changes. I have seen plant after plant close down.

I have seen the refinery in Mexico City close down because of the
pollution there. And you are talking about thousands of workers at
a time of high unemployment. That takes political courage. That is
impressive.

I wanted to ask you a couple of questions, Madam Ambassador.
You talked about clear rules of origin, and I am delighted to hear
you say that. But, once again, when you talk about enforcement,
what do we have on this side and that side in order to see that
those rules of origin are carried out? What is NAFTA proposing,
anything in that regard?

Ambassador HILLS. We have confidence in our Customs Service
and their ability to administer the rules of origin. And this negotia-
tion involved the very close workings of 10 agencies and depart-
ments, and Customs was right there.

So that I feel comfortable that these rules, which are not only
strict so that the benefits flow to the countries of North America,
but that they are clear and they can be administered.

The CHAIRMAN. One of the others that I have heard from, and
you have, is the question of the cultural exemption for industries
in Canada. I have been advised that this new agreement may ex-
pand that some in going into intellectual property in addition to
services and investment.

If that is the case, what kind of a problem does that give us with,
for example, the French, who feel so strongly in that regard, or for
the British, when we get into GATT negotiations, demanding that
type of an exemption?

Ambassador HILLS. It is true that the North American Free
Trade Agreement is broader than the United States-Canada Free
Trade Agreement. We did not have an intellectual property chapter



in the United States-Canada agreement, primarily because of the
Canadian insistence on their cultural exceptions. In the North
American Free Trade Agreement, we have some noteworthy
achievements with respect to copyright, compulsory licensing, and
patents. And so how we do have the intellectual property rules
apply to -Canada, and I think that is quite beneficial to our
softwear, pharmaceutical industries, among others.

I do not think the fact that they have taken the same cultural
derogation, literally word for word, that they took in the Canadian
agreement, creates a problem for us in other trade agreements.
Mexico has taken a derogation for oil.

If we negotiated in another forum with another party, we will
not give a derogation for oil. Canada has taken its cultural deroga-
tion. And, if we negotiate in another forum-you mentioned the
Uruguay Round-there is no cultural exception in the text now
that Mr. Dunkel has proposed.

The CHAIRMAN. As of now, and I hope it stays that way.
Ambassador HILLS. We would not agree to any cultural deroga-

tion.
The CHAIRMAN. Let me ask you another one, then, while I have

time here. The congestion on the border is an incredible problem,
in trying to get traffic across, coming in both directions. And we
have bolstered the Customs force and INS, but we still have a
problem.

And trying to get the kind of cooperation amongst the agencies-
and I wrote you a letter concerning a possible commission, and I
know that we have all kinds of committees and all kinds of com-
missions on that border.

We have got the International Boundary and Water Commission
and all the rest of them. But somehow, somewhere we ought to
have someone that can speak with authority to make these folks
work together on these problems, and that is my concern.

I would guess, since you have taken some time in answering my
letter-not that you do not have other things to do--that you were
not very excited about my suggestion.

Ambassador HILLS. Actually, my notebook shows that an answer
went out to you, Mr. Chairman. And if it has somehow missed you,
I can duplicate it. It went out several days ago, or some time ago.
But suffice it to say that I agree with you. I think that we are
going to have to give attention to the border.

The CHAIRMAN. You should probably have sent it to that ranch
out in Wyoming where I was trout fishing.

Ambassador HILLS. I can give you the exact date of it.
The CHAIR:4aN. Well, fine. We will find it, then. But you might

tell me if you
Ambassador HILLS. September 4, it left our office. I had hoped

that it was hand-delivered. But, if not, I apologize. And I referred
in that letter to a number of bilateral institutions that were deal-
ing with the problem that you have rightfully identified. The bilat-
eral Commission on Bridges and Border Crossings has multiple
agencies, meets with the Mexicans, and is chaired by State. They
meet quarterly on a binational basis. The Southwest Border Cap-
ital Improvement Program-that is a GSA Customs program



The CHAIRMAN. Madam Ambassador, I know we have got a whole
bunch of them. I said that. I predicated my statement on that.

Ambassador HILLS. Right.
The CHAIRMAN. It is trying to get someone in charge to coordi-

nate these things. That is the problem.
Ambassador HILLS. Well, I think we can look at that and see

whether all these institutions have a common thread. Perhaps
there is another and more effective way to deal with the congestion
problem.

The CHAIRMAN. Thank you. Senator Pryor is not here, and he
has asked that I put in the record a number of questions and ask
you to respond to them, please. Without objection.

[The questions appear in the appendix.]
The CHAIRMAN. Senator Packwood, for any comments you might

have.
Senator PACKWOOD. Madam Ambassador, much of the conclu-

sions we come to, I fear, are often anecdotal rather than broad-
based factual. So, I will give you an anecdotal one, and then I am
curious about relative labor cost in different industries and this
fear that they are going to flee south.

There is a company in Oregon called ADEC, and it manufactures
dental equipment. It manufactures the chair and everything that
goes with the chair. I think they have become the largest manufac-
turer in the United States.

The old principal company went bankrupt, went out of business.
Whether they have a bigger competitor or not, I am not sure. But
it is a company with hundreds of employees, founded maybe 25-
30 years ago. In fact, as a quick aside, a cute little thing, it was
founded in a quonset hut.

Recently, the employees bought the quonset hut and presented it
to the owner who is still there. It was being used as a pigsty and
it is now sitting on the campus of this place and he doesn't quite
know what to do with it exactly. He says it is not good enough for
a museum and not big enough to move, but he felt very touched
by the gesture of the employees.

He said their floor labor costs were about 6 to 7 percent. I re-
member John Young, of Hewlett-Packard, testifying that 6 percent
was his floor labor cost; not his research and development, not his
overhead and management that you would keep here no matter if
you moved your entire factory to Singapore. This company has 18
percent of its sales overseas. Does well in Japan, does well all over
Asia, does well in Mexico. I asked him if he thought of moving to
Mexico and he said, well, we looked at it.

But, very frankly, unless we are faced with a situation where we
must be inside the market in order to sell-and that, in our case,
did not hold-it was not worth going to Mexico for that.

And at the very time I am walking around the factory, in comes
a German group. The German distributor is there with eight or
nine of the distributors subfactors, independent contractors. He
comes over twice a year. The owner said, yes, we have our different
distributors here with some regularity. They manufacture, every-
thing that they sell in the world in Newburg, OR. They are doing
well, and they do not plan to move.
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Are tlere businesses whose labor costs are so inexorably high-
not 6 or percent, but 30, 40 or 50 percent; I do not know of any
modern businesses that have labor costs that high-that this could
conceivably be an enticement to go to Mexico? And what is the auto
industry's floor labor cost? Not their research and development, but
their floor labor costs. Do you know, as a cost of production?

Ambassador HILLS. Those will vary, depending on the industry.
Senator PACKWOOD. Well, I assume so.
Ambassador HILLS. And I am sure we can get some data for the

record from the Department of Labor. Suffice it to say that there
is no impediment to a company that feels that they can be more
profitable to move to Mexico now than later. The Free Trade Agree-
ment has no effect on that.

What the Free Trade Agreement does is to remove trade barriers
so that we can trade across the border, and so a company that does
not want to move in order to tap the size of the Mexican market
can stay home and trade rather than to relocate.

Senator PACKWOOD. Which is exactly what this dental company
has done. Whether it is unique or not in what it makes, I am not
sure. A dental chair seems to me to be a dental chair, with all of
the accouterments that go with it, although we all probably close
our eyes to it when we are in the process of using it. But, if we
do not hax this agreement--I heard what Senator Chafee was say-
ing--if these companies wanted to go, they will go now.

And if Mexico has worse environmental laws and standards by
far, all this agreement does is try to help them bring those stand-
ards up. If we do not have any agreement, they may never bring
the standards up. They will try.

But it would seem to me, the incentive to flee would be worse
without the agreement than it is with the agreement for any com-
pany. For those companies that have higher labor costs, the incen-
tive is greater now than if you get the agreement.

Ambassador HILLS. I agree.
Senator PACKWOOD. Thank you. I have no other questions.
Senator RIEGLE. Mr. Chairman, I wonder if Senator Packwood

would yield just for one moment on his point. I will not extend the
time here because I know it is late in the afternoon.

There is another element to the NAFTA that has not entered
into our discussion, namely, the enticement of producers from other
countries to come into Mexico. A new investment environment and
a Free Trade Agreement will enable other countries and their man-
ufacturers to set up facilities, employ Mexican workers, take ad-
vantage of the low-cost and other economic efficiencies in the Mexi-
can market. Non-NAFTA countries will be able to use Mexico as a
launch pad from which they will export into the United States, or,
for that matter, into Canada, but particularly in the United States,
which is a very attractive ma, ket.

So, it is not just the question of investment options that one in
Canada or the United States might see in a Mexican situation, but
it is also a invitation, really, for the rest of the world to take ad-
vantage of the situation and use it as a way to penetrate our mar-
ket.

Now, obviously, those interested in investing in Mexico have got
to do it within certain operative constraints. Nevertheless investing



in Mexico is a very attractive opportunity. The actions of non-
NAFTA interests is one of the things that would happen in connec-
tion with the integration of a Third World economy into a modern,
industrialized economy.

Senator PACKWOOD. It might. But I was intrigued with the state-
ment of Hyundai the other day when they closed their New Jersey
facility and are going to unload all their cars in Portland-although
it appeared on the map that they still had an unloading port in
southern California. They also had something in Florida or Geor-
gia, and six Southeast States. But we will serve 43 States out of
Oregon.

The Hyundai USA president was asked, why are they closing the
New Jersey facility? He said, one, is speed. He said, we can get the
cars to our dealers about 2 weeks earlier taking them right off the
ship, running them right on the train.

He also said inventory is very critical, and a 2-week delay is a
lot of cash flow. I would think that very company, if they were to
take their entire facility and move it to Mexico, would be even
worse off in terms of the infrastructure and the moving. It isn't just
the cost.

Here is Hyundai, which is an overseas company, and they could
just as well have built this entire facility in Mexico. They built the
one in Portland about 4 or 5 years ago and are now consolidating.
They could just as well, I suppose, could have built it in Monterey,
or someplace else.

But they chose to build it in the United States, even though
there is no serious impediment to taking the cars into the United
States from Mexico. The infrastructure was a key factor in their
thinking.

The CHAIRMAN. Senator Grassley, do you have any comments?
Senator GRASSLEY. I want to get back to agriculture a minute,

if I could. It is my understanding that we can export $2.5 million
metric tons for corn, and after we have exported that much for any
additional, we face a 215 percent tariff.

Now, it is my understanding also that U.S. competitors will only
need to obtain import permits. There was some discussion between
the United States and Mexican negotiators that indicated that if
this situation developed, then Mexico would go back to issuing im-
port permits to all suppliers, including the United States.

Are there any written assurances to that effect? Also, what guar-
antees does the United States have that we would not be discrimi-
nated against? And then, also, if this situation occurred, would this
be in violation of the GATT provisions on Most Favored Nation?

Ambassador HILLS. My understanding is, we have a tariff rate
quota that gradually increases over 15 years, after which there is
no restraint. The tariff over the quota is actually 215 percent; the
quota grows at 3 percent a year, compounded; and that that tariff
comes down to zero over 15 years. There would oe no violation of
the GATT provisions because the objective is free trade. This is the
mechanism whereby Mexico rid itself of licensing.

Our corn producers ho had an uncertain market, having to ob-
tain a license. And, by -onverting the licensing to a tariff rate
quota and then proceeding to get rid of the quota as it got rid of
the over tariff, opens up the corn market.



Senator GRASSLEY. All right. I do not question those results. But
if, when we meet that 215 percent poipt-, other countries are going
to be able to just use an import permit. And if that is the situation,
then does that not put them in a more favorable condition than the
United States?

Ambassador HILLS. We are not concerned about that, as we think
that we are the major supplier of corn to Mexico. We believe that
any alternate supplier will be plagued by the licensing program
that we have faced.

Senator GRASSLEY. All right. If I could, it might be a more prob-
able scenario in a case where Mexico might have a drought and
needed to import larger amounts of corn. Would, under those cir-
cumstances, foreign competitors have an advantage in this case
more than we would have for U.S. suppliers?

Ambassador HILLS. I would think no. The competing supplier
would have to get a license. It may very well be that we could sup-
ply all of the need and increase our supply. But I would have to
ask the Department of Agriculture to fill in the blanks there.

Senator GRASSLEY. All right. Well, if there is anything different
than what you just told me, communicate it in writing. Otherwise,
I am satisfied.

Ambassador HILLS. Fine.
Senator GRASSLEY. On another question, still dealing with corn,

but a derivative, there are many products being developed using
corn starch as a base. These new uses for corn are not identified
in this agreement. How will the tariffs and quotas be determined
for new products that come onstream after the agreement is
signed?

Ambassador HILLS. Senator, are you talking about our selling the
new products, or selling corn to Mexico and it converts them to a
new product?

Senator GRASSLEY. No. Our selling the new products.
Ambassador HILLS. These new products -would have their own

tariff line, if that were appropriate. You would have to identify the
product. We have 9,000 tariff lines.

Senator GRASSLEY. So, it would not have anything to do with the
fact that they have a corn base, starch from a corn base.

Ambassador HILLS. No.
Senator GRASSLEY. All right.
Ambassador HILLS. If it had been so substantially transformed-

and we call that substantial transformation-it would have a dif-
ferent tariff line.

Senator GRASSLEY. Mr. Chairman, I am done with my question-
ing.

The CHAIRMAN. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I sure like that label

he just gave to you.
The CHAIRMAN. Well, it has a nice ring to it. [Laughter.]
Senator RIEGLE. I wish we could have that fully apply. Let me

ask unanimous consent to put four items in the record.
The CHAIRMAN. Yes, of course.
Senator RIEGLE. I will just enumerate what they are.
Senator GRASSLEY. Well, I did not mean to do that. [Laughter.]
Senator RIEGLE. That was a good piece of work, I might say.



The CHAIRMAN. I will tell you, no apologies are necessary.
[Laughter.]

Senator RIEGLE. Two of the articles relate to a discussion we
have had here today. One, is entitled, "Hyundai Chairman Sees
NAFTA as Positive for South Korea." This is from the Journal of
Commerce, and I would like make it a part of the record.

Then, there is another article in this same vein out of Business
Week, "Why Some Asian Companies are Gung Ho about NAFTA."

, And this relates to the export platform issue that I spoke about.
Also, I would like to include in the record a briefing paper by the

Economic Policy Institute on the adverse economic effects and job
loss from the NAFTA. They include in here, among other things,
one estimate done by an outside group that indicates, in reference
to the earlier discussion of American job losses, "A possible job loss
of as many 900,000 jobs in the United States by 1999." And they
put the reasoning in here for that estimate.

I would also ask that an article out of the Journal of Commerce
from some months ago indicating that the Government of Mexico
was spending $100 million to lobby this Free Trade Agreement into
enactment, also be included in the record.

I must say, the Journal of Commerce even looked askance at that
kind of very expensive lobbying effort, as do I. But I think it is an
important part, unfortunately, of what is going on behind the free
trade agreement.

Let me also make some comments with respect to the issue
raised by Senator Bradley on whether or not there would or would
not be jobs lost. In addition to this report I cite the fact that the
Bush administration is now saying it is going to spend $10 billion
over 5 years for worker retraining, is evidence that this administra-
tion expects an awful lot of workers to have to be retrained, and
a lot of workers to be displaced by this trade agreement. It is evi-
dent that these two things obviously are tied together.

Senator RIEGLE. But let me go directly back to the North Amer-
ican content issue for autos that we were talking about earlier,
Madam Ambassador. As you know, Canada currently has an Auto
Pact in place. We tried to get rid of this pact in the Canadian-Unit-
ed States Free Trade Agreement. The auto pact requires that 50
percent of the content of an auto that is sold in Canada must actu-
ally be made in Canada.

It is my understanding that Mexico has the equivalent of Can-
ada's content requirements. It is called a National Value Added Re-
quirement, which is at 36 percent. We have no such domestic con-
tent requirement for autos here in the United States. However, this
idea has been talked about from time to time.

As I understand it, what you have said today is that you have
negotiated a 62.5 percent North American content requirement for
autos, within the context of the three nations, that is to be phased
in over the next 8 years. So, that is the ultimate goal. It starts at
a lower percentage and builds up to 62.5 percent in the 8-year of
the agreement.

We have been trying to get Canada to get rid of its 50 percent
domestic content requirement. The Canadians have not been will-
ing to do that. I, quite frankly, question whether Mexico will give



its domestic content requirement up either, because they see the
Canadians effectively maintaining their restrictions.

Conceivably, under this Free Trade Agreement, a car could be
sold in the United States, which has been made in either Mexico
or Canada, and does not have to have any of its content made in
the United States. Is that not correct?

Ambassador HILLS. Unlikely.
Senator RIEGLE. Well, I did not say whether it was likely or not.

I asked, is it possible? Clearly, according to the way the rules of
origin under the NAFTA will work, a car that is made either in
Canada or Mexico, could be sold in the United States, and not have
one dollar's worth of U.S. content.

Ambassador HILLS. Yes. The answer to your question is, yes.
Your facts, however, that you lead into the question are incorrect.
Canada's Auto Pact, on average, we are told is 15-20 percent Cana-
dian; that U.S. auto suppliers supply 80-85 percent of the content.

And we do have a tough rule of origin, but we do not make it
country specific. And that is because we want our North American
auto companies to become more globally competitive by being able
to rationalize their production.

Senator RIEGLE. Well, we could have a long dispute here today,
in terms of how the Auto Pact works in Canada. And that really
is not the critical issue, with respect to how the NAFTA rule of ori-
gin for autos would work.

What I am concerned about is that we are setting up a situation
where we are going to have producers on either side of us: Canada,
with its circumstance; Mexico, with an entirely different. Third
World wage structure and environmental protection structure, and
such. And they are going to be able to build cars, or anything they
want, and ship them into the United States. And it is possible that
these products will not have one dollar's worth of American work
content in that product. There is absolutely nothing that guaran-
tees this here, no guarantees that this will not occur. You yourself
have just acknowledged this.

And I think what happens is, when people hear the 62.5 percent
content figure for the three nations that are combined in this trad-
ing unit, they automatically assume that some part of that busi-
ness, or some part of the content, or the build-up of the product,
will come from the United States and be done by U.S. workers.
But, there is absolutely no guarantee that one dime's worth of any
of these-assembly and manufacturing or actual parts will actually
be done by American workers. Should we not have something in
that areas? Especially because the Canadians have something in
these areas and the Mexicans have something in these areas. Why
should we not have something in the manufacturing and compo-
nent areas for autos and auto parts?

Ambassador HILLS. It is the very thing we are trying to phase
out by this agreement. We are trying to get rid of those things that
make our companies less competitive. And, although we have a
strong rule of origin regionally, we have tried to work to deal with
the concerns you have. For example, the export platform, which is
what you are really alluding to.

Senator RIEGLE. That is part of the problem.



Ambassador HILLS. By getting rid of export performance require-
ments that encourage a fourth company to go to our southern or
northern neighbor for the sole purpose of exporting and getting a
bonus for doing so. The local content requirements. Those will be
phased out. And that means that the sourcing will be on the basis
of competition. We believe that that will help our companies, and
our companies believe it will help them.

Senator RIEGLE. Well, of course, Madam Ambassador-and we
will finish, because the bell has gone off-I understand why the
companies want to do this. They are fighting to lower their costs
wherever they can. They are trying to improve their profit margins.
The auto companies, particularly, are under tremendous stress.
They have lost about $10 billion over the lpst 3 years. The prices
of the stocks of all three are at very depressed levels. They are
under tremendous pressure to out-source wherever they can, to
Mexico or to Timbuktu.

They are trying to reduce their operating costs, get rid of the
health care costs and so forth that are very high here in the United
States-and they are doing it every way they can. They are driven
by market forces. That does not mean their actions are good for
America. That does not mean the auto industry's policies are good
for our work force.

Ambassador HILLS. But the economics-
Senator RIEGLE. If I may just finish. Well, with regard to the eco-

nomics, you seem to rush right over the fact that last month in
America, in 1 month, we lost 167,000 jobs. 97,000 of those jobs
were industrial-based jobs, good jobs, high-skill, high-wage jobs
that this country desperately needs. I can just tell you, as we start
to analyze the NAFTA document which we have just gotten today,
we will consider the quantity and quality of American jobs. There
is a lot in the agreement, and I appreciate the hard work that you
and others have done to produce it. The fact that we may disagree
on both the substance and the general philosophy is separate from
this point. The fact is, we desperately need jobs in this country-
jobs which we are losing them everyday.

To pit our workers against workers in Mexico who are earning
$1 an hour or less with very little in the way of workplace protec-
tions, under a system like Senator Moynihan points out where you
really do not have the same legal system, nor legal safeguards that
we would need to have, there is a tremendous jeopardy to our work
force. There will be tremendous jeopardy to our work force without
safeguards against flaws in the Mexican economic, social and legal
systems.

That is what this study that I have just cited by the Economic
Policy Institute indicates. I think, quite frankly, that the President
was forced to concede that somehow or another he is going to come
up with $10 billion-he does not say how-for displaced workers,
because this agreement is going to displace a very large number of
American workers. That is why you are asking for the money to re-
train the workers.

Ambassador HILLS. If I could just respond to some of your sug-
gestions.

Senator RIEGLE. Yes, please.



The CHAIRMAN. Yes, please do, Madam Ambassador. Then we
will close the hearing.

Ambassador HILLS. First of all, the question is, does the North
American Free Trade Agreement make us worse off, as far as
workers go in the auto industry? And, without a question, it makes
us better off-

Senator RIEGLE. Well, we disagree on that.
Ambassador HILLS [continuing). Because it restricts the export

platform by phasing out the local content requirements, by getting
rid of the need to sell two autos into our market before we can sell
one auto into their Mexican market, and through a tight rule of ori-
gin. And, that, we can demonstrate to you, and I would look for-
ward to trying to do that.

Senator RIEGLE. I have looked at that data. We just disagree on
that point.

Ambassador HILLS. You cited a report. But I would like to get
on the record the AFFL funded Economic Policy Institute. That
was not an analysis done by the Economic Policy Institute, but,
rather, they quoted a study done out at UCLA and they have
quoted it to show that the notion that the North American Free
Trade Agreement would cost U.S. jobs.

But the report that they rely upon does not show that there
would be loss of jobs. To the contrary, the study that they cite
shows that there would be a net increase of 317,000 jobs.

What the report that they rely upon does show is that 1.6 million
would-be Mexican immigrants forego jobs in the United States and
stay home, occupying jobs in Mexico, as the North American F ree
Trade Agreement increases Mexican standards of living and re-
duces pressures for immigration.

I simply wanted the record to show what this report that is mis-
cited by the Economic Policy Institute does show.

Senator RIEGLE. Well, it will be in the record here. People will
be able to read it for themselves. It is a 32-page summary. It is
well documented. People can look at that, look at your statement,
and make their own judgment.

The CHAIRMAN. Well, Madam Ambassador, we have had you tes-
tifying for almost 3 hours. We are very appreciative of the commu-
nications that you have had with this committee. We cannot fault
you for that and we know how diligent you have been in your objec-
tives. We are most appreciative of your attendance. Thank you.

Ambassador HILLS. Thank you very much, Mr. Chairman.
[Whereupon, the hearing was adjourned at 4:55 p.m.]
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SENATE FINANCE COMMITTEE TO EXAMINE LABOR ISSUES BEHIND NAFTA, SENATOR
BENTSEN CONCERNED ABOUT DISPLACED WORKERS

WASHINGTON, DC--Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, announced Labor Secretary Lynn Martin will testify at a hearing Thursday
on the North American Free Trade Agreement.

A representative froni the General Accounting Office will also answer labor-relat-
ed questions.

The kiearing, second in a set ies of four the committee will hold on this issue, will
be at 9:30 a.m., Thursday, September 10, 1992 in Room SD-215 of the Dirksen Sen-
ate Office Building.

"A key factor in determining whether the North American Free Trade Agreement
will serve our national interests is the impact the agreement will have on jobs in
the United States," Senator Bentsen (D., Texas) said. "I will not support an agree-
ment that does not create jobs in this country. Nor can we turn a blind eye to any
dislocations that might occur because of free trade."

"For that reason, I have asked Labor Secretary L nn Martin to brief us on the
labor aspects of the NAFTA. In particular, I want to learn the details of thc Admin-
istration's proposal for a new worker adjustment program. I want to find out how
that program will work and how the Administration intends to fund it, " Bentsen
said.

President Bush announced a new program August 24th called Advancing Skills
through Education and Training Services (ASETS), and proposed to fund the pro-
gram at $2 billion a year as a capped entitlement.

"I have also asked the General Accounting Office, which has, at my request, stud-
ied the operation of the two principal worker adjustment programs, to brief us on
their findings and give us their views of the Administration's new proposal, " Bent-
sen said.

The two principal current worker adjustment programs are the Trade Adjustment
Assistance program (TAA) and the Economic Dislocation and Worker Adjustment
Assistance Act (EDWAA). TAA, which has been authorized through September 1993,
provides extended unemployment insurance, training, job search and relocation al-
lowances for workers wlio lose their jobs because of import competition. EDWAA,
Title II of the Job Training Partnership Act, was created in 1988 and is a general
program that provides funds to states for local services to assist workers dislocated
because of a mass layoff or permanent plant closing.
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OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S.
SENATOR FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE

The CIMRMAN. This hearing will come to order. If you would
please cease conversation and take seats, we will get under way.

Fifteen months ago, as we started the debates on the North
American Free Trade Agreement, there was a great deal of discus-
sion as to whether there was going to be a net loss of jobs to the
United States. There were comments that we were going to have
a net addition of jobs, and good jobs.

When I decided to support fast-track extension, I did so believing
that a properly negotiated agreement would give us a net increase
of jobs in this country. If I had not believed that, I would have op-
posed the negotiations. I certainly would not have worked as hard
as I did in trying to get that fast-track authority through.

Now we have a draft agreement from the administration. I still
have not had a chance to read the 2,000 pages in detail. There are
still some fears that we might lose jobs, despite all of the economic
analysis that tells us that a good NAFTA will create more Amer-
ican jobs than it will cost.

The reality i, we know there are going to be some lose*" as a re-
sult of NAFTA. Not every industry, not every farm worker is going
to win in the competition with Mexican workers. Most will, I be-
lieve, but not all. So, our government has to recognize that reality.
and it has to deal with it responsibly. That has been a guiding
principle in American trade policy for the last 30 years.

It was President Kennedy who first proposed trade adjustment
assistance when he launched a new round of global talks back in
1962. Kennedy favored free trade because he knew it would benefit
the United States as a whole; that, as competitive as we are, we
would come out a net winner.

But he also understood that a country had to do something for
those who suffer in the move to open competition, and he saw trade
adjustment assistance as an essential part of that trade policy. Ad-
justment assistance is just as much an essential part of our trade
policy today as it was 30 years ago.

That is why, when I was working to extend the fast track, I
stressed to the President that we needed a firm commitment from
the administration to work with the committee and the Congress
on an effective program to meet the challenge of a Mexican agree-
ment.

We got a promise and an action plan from the President in May
of 1991. That commitment was important to winning congressional
approval for the extension of the fast track. Now it is time for us
to try to figure out the details of that program so that it can be
put into legislation to implement the NAFTA. Without that,
NAFTA would be a dead letter next year.

Two weeks ago, the President put forth his proposal for dealing
with workers that a dislocated by the NAFTA. Today we have the
Secretary of Labor with us who will hopefully tell us more about
that proposal.

I would be particularly interested in hearing if the administra-
tion has any more specifics on how it intends to pay for that pro-
gram. Because, without telling us specifically how it is going to be



paid for, it could end up only as a campaign promise. I think we
all understand that.

We also have the Generai Accounting Office with us today. Over
a year ago, I joined Chairman Rostenkowski in asking GAO to take
a look at the two worker adjustment programs that are operating
today, TAA, and the Economic Dislocation and Worker Adjustment
Assistance Act.

Today, the GAO is going to tell us what they found in that study.
And hopefully we will fiso benefit from their advice on what makes
for an effective worker adjustment program. We will be looking for-
ward to that. I defer to Senator Packwood for any comments that
he would like to make.

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

Senator PACKWOOD. Mr. Chairman, thank you. I am delighted to
have Secretary Martin with us today. As I understand it, what the
President is suggesting is phasing out Trade Adjustment Assist-
ance, the act, and phasing out the Economic Dislocation and Work-
ers' Adjustment Act and coming up with an overall job training act,
the acronym of which is ASSETS, which, I think, probably, is a
good name.

I am very interested in this for a variety of reasons in addition
to trade, and Chat relates to displaced timber workers and the En-
dangered Species Act. We will be putting out of work in Northern
California, Oregon, and Washington over about the next 18 months
to 2 years about 35,000 people because of the Endangered Species
Act-by and large, family wage jobs. These are not minimum wage
jobs.

It is kind of hard when you are talking about a worker in
Roseburg, OR, which is a mill town of 10,000 to 15,000. If the big
mill shuts down, there are not any other jobs in that town at that
wage. It would not matter what you were really retrained for in
that town if the jobs are not there. So, you are talking about going
someplace else.

Somebody that is 45 or 50 and has lived in tL - town all of their
live, has married there, and their kids are in hi.h school, and the
fellow's mother and the woman's mother is still alive, and they do
not want to leave the town.

I am delighted at the attitude the administration has taken on
this, which seems to be "this is not the final answer, but here is
our suggestion." That we want to cooperate with the Congress.
That we want to have a meaningful program that will work for
trade and that will work for other employees thrown out of work
through no fault of their own, perhaps by government actions like
the Endangered Species Act, and for the Congress to give us sug-
gestions. I think, with that attitude, we can work toward a good
bill.

I agree with the Chairman that NAFTA will rise or fall on
whether or not there is a good retraining act. Without it, I do not
see any possibility that it will pass. But I am especially delighted
tJaA we are not talking about this worker retraining being limited

-- 1~o just those who are displaced by trade agreements.



And, so, Mr. Chairman, again, I thank you for holding this hear-
ing. Considering that this is going to be a hot issue in this cam-
paign, I think these four hearings that you are going to have are
going to be as critical as any we are doing.

The CHAIRMAN. Thank you. Thank you very much, Senator. In
the order of appearance here.

Senator Roth.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE

Senator ROTH. Thank you, Mr. Chairman. While many of us have
not made a final decision on whether to support NAFTA, including
myself, because we have not had the opportunity to study the total
proposal, there is one thing on which we can all agree, and that
is the need to help dislocated workers make the difficult but nec-
essary transition to new jobs.

In fact, this has always been a number one priority of mine iong
before NAFTA came onto the national agenda. It was in 1978 I
came to the rescue of Trade Adjustment Assistance when the legis-
lation was about to expire.

And although credible studies have shown that NAFTA will re-
sult in a net job increase in the United States, there is also rec-
ognition that some jobs will be lost as we meet the new competitive
challenge of the North American marketplace. An effective worker
adjustment program must go hand in hand with NAFTA.

I recently wrote to Secretary Martin on the vital importance of
moving swiftly to implement the President's NAFTA commitment
on worker adjustment, and emphasized four key objectives that
must be met in crafting a NAFTA-related worker adjustment pro-
gram: effective retraining and job search assistance; sufficient in-
come support for those in training; full worker coverage in terms
of eligibility; and adequate funding. I look forward to hearing Sec-
retary Martin's testimony on these objectives.

And, while I applaud the initiative as a constructive first step,
I am concerned about the proposed elimination of TAA, as well as
the lack of detail on how the new $10 billion program will be fund--
ed.

I anticipated the funding problem last year when I called for the
negotiation of a small and temporary fee on goods traded with
Mexico. I regret that this approach was not pursued, because I be-
lieve that those who gain from trade should be willing to help those
who feel its pain.

As a believer in liberal trade policies, I say, let the free trade
purists be damned. I do not believe it is too much to ask consumers
who get the advantage of buying goods at a lower price to pay a
small fee to help workers who lose their jobs make the transition
to new employment.

I am glad to see Mr. Gephardt adopt my approach, although he
would go much further than I think is desirable. I strongly believe
that any such fee should be temporary and limited to helping out
impacted workers.

Congress endorsed my approach more broadly in the provision in
the 1988 Trade Act which required the administration to seek mul-
tilateral agreement on a small import fee for the specific purpose



of funding worker adjustment programs. If we had pursued this ap-
proach more vigorously in GATT, we would be in much better
shape today on funding a NAFTA adjustment program. Perhaps it
is not too late to do so. Ag

Aside from the funding question is the fundamental issue of
what the substance of a NAFTA worker adjustment program
should be. We must ensure that any NAFTA adjustment program
cover workers impacted by production shifts and plant relocation to
Mexico.

Our current trade adjustment assistance program does not cover
these workers. This change is crucial, as one of the great concerns
with NAFTA is that it will open the door to plant transfers. Hope-
fully, this is not the case, but where it does occur, these employees
should be covered. This was addressed in the legislation that I in-
troduced last year with Senator Moynihan.

In closing, I thank the Chairman for convening this important
hearing, and I look forward to hearing the testimony. Thank you,
Mr. Chairman.

The CHAiRMAN. Thank you. Senator Moynihan.

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

Senator MOYNIHAN. Mr. Chairman, just briefly. I very much
want to endorse what Senator Roth has said, and our legislation
has been there, but, to make a point to the Secretary of Labor that
I think is relevant and important in terms of what the Chairman
said.

The Trade Expansion Act of 1962 which led to the Kennedy
Round of negotiations, I was one of the persons that negotiated the
preliminary agreements for that legislation. I was then Assistant
Secretary of Labor for President Kennedy. Historically, the south-
ern States had been supportive of freer trade, lower tariffs.

They had changed with the advent of a large textile industry
down there, and needed, in effect, quotas, before any general trade
legislation could pass that would lead to a general lowering of tar-
iffs.

We had to negotiate what became the Long-Term Cotton Textile
Agreement, and long term, indeed. It is still in place, Mr. Chair-
man, 30 years later. Those Southern mill owners, with their non-
union plants, are very carefully looked after 30 years later, as the
Secretary knows. Right?

The trade unions of this country supported President Kennedy in
this measure. They knew there would be jobs lost. By definition, a
trade agreement moves resourdbs this way or that way, and some
jobs are lost. All they asked" was trade adjustment assistance for
the jobs that their government negotiated away. That was all they
asked.

And President Kennedy said, of course, that is absolutely fair.
And he gave it to them, and they supported that bill in the Ken-
nedy Round in the era of trade expansion that he was still trying
to keep alive.

But, within 10 years, the U.S. Government began to break its
word to the trade unions. Trade adjustment went down, it went
aside, it disappeared. Last week, President Bush proposed to abol-



ish it again. And you wonder why the AFL-CIO is not so sure of
the good faith of its government.

I mean, I was present at the creation. I was there in Geneva ne-
gotiating the Long-Term Cotton Textile Agreement, which gave the
mill owners what they wanted, and the workers got nothing. And
the AFL-CIO was solemnly promised help for their workers-they
are not owed anything-they just were asking help for people who
lost work. And that promise was broken by a succession of Amer-
ican governments, not by one. But I do not wonder that they are
suspicious, fearful, and worried. And I hope you would address that
question, as the Chairman has indicated he hoped you would to.
Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much. Senator Baucus, for any
comments.

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

Senator BAUCUS. Thank you very much, Mr. Chairman. Mr.
Chairman, as you know, I have long been a. supporter for free
trade. In fact, I worked hard to win support for the administra-
tion's request for fast-track negotiating authority for the North
American Free Trade Agreement, otherwise known as NAFTA.

That is because, in general, I believe that -free trade does pro-
mote the interests of American business, American farmers, Amer-
ican workers. Free trade creates export opportunities for American
exporters and also allows consumers to choose from a wider selec-
tion of goods. It basically works.

But we cannot ignore the down side of free trade. Free trade also
means imports, and some industries are not likely to survive in-
creased competition. Some workers do lose their jobs.

During the consideration of previous trade agreements, the Con-
gress moved to address the down side of free trade, we established
the Trade Adjustment Assistance Program, as outlined so elo-
quently in its historical perspective by Senator Moynihan.

The purpose of TAA is to provide training and income support to
workers who lose their jobs because of free trade. It is that simple.
This would allow those workers to find new jobs in growing indus-
tries and to share the benefits of free trade.

To most, the concept behind TAA is very attractive. But the Bush
Administration and the Reagan Administration were diehard oppo-
nents-opponents-of TAA. Every year since 1982, the administra-
tion has eliminated all funding for TAA in its budget request. The
program has survived only because of consistent support from the
Congress. The administration has supported replacing TAA with
another program that provides workers with far fewer benefits.

I was very pleased 2 weeks ago, though, when President Bush
announced that he planned to press for a 5-year worker retraining
program; a program apparently designed to address the needs of
workers displaced by NAFTA, as well as those who lose their jobs
for any other reason.

But, given the administration's long record of opposing TAA, I
was somewhat skeptical. Certainly, as the President's recent deci-
sion to use Export Enhancement Program funds to support Amer-
ican wheat exports also demonstrates, election-year pressures can



force the administration to change its position. But I am still skep-
tical of the administration's commitment to real and effective work-
er retraining.

When I learned that the President had not proposed any way to
raise the $10 billion needed for the program, I became even more
skeptical. Worker retraining is critical if the United States is to
maintain a competitive economy.

We must ensure that our working men and women do have the
skills necessary to compete. But retraining programs are expensive,
and in times of tight budgets, it is the height of hypocrisy to pro-
pose a new program without explaining where the required funds
will come from.

I and others in the Congress have proposed paying for worker re-
training, as well as environmental protections, with a temporary
fee to be levied on trade and new investment between NAFTA part-
ners. This fee should be small-quite small, perhaps one-half of 1
percent-and phased out over a short. period-perhaps 5 years. I do
not see how such a small fee could have an appreciably negative
impact upon trade.

ut the administration has refused to even consider such a fee
as part of NAFTA. It has often been said that there is no such
thing as a free lunch; certainly this is true when it comes to worker
retraining.

The administration cannot support retraining, but at the same
time reject all approaches to funding the program that have been
proposed. There is much that is sound and reasonable in the Presi-
dent's new retraining proposal. But until he explains how the pro-
gram is to be funded, the proposal is, frankly, not worth the paper
it is written on.

And I think I speak for many Senators when I say that I will
note vote for the NAFTA until a fully-funded worker retraining
program is in place. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Senator Breaux, for any comments
you might.

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

Senator BREAUX. Thank you, Mr. Chairman. I want to particu-
larly thank the committee for continuing to keep all of the Finance
Committee members informed of this agreement. I know that this
hearing and the following hearings will really indicate the Chair-
man and members' desire to know as much about the agreement
as we possibly can before we are called upon to cast our vote on
it.

I think that the fact that we have a $10 billion proposal from the
administration ii~licates that we may have a $10 billion problem
with NAFTA. I think there is no question that, were we not consid-
ering a free trade agreement with Mexico, that we would not have
the administration here today offering a $10 billion retraining pro-
gram for American workers. The coincidence is just too great to
conclude anything other than the fact that there seems to be a $10
billion problem with the North American Free Trade Agreement.

That is why we are holding this hearing, that is why the admin-
istration is pursuing this proposal. They are recognizing, by their



own testimony, that this agreement has the potential for causing
a $10 billion problem for American workers.

Now, I think that the administration's proposal is a step in the
right direction, but I am concerned by the fact that we are going
to be pursuing an effort at this time which could potentially create
a $10 billion loss to American workers. And that is what we are
considering from the administration, a proposal to fix a problem
that may not occur unless Congress pursues the NAFTA agreement
and approves it.

Now, I have always had my constituents, as every member has,
that say, look, I am for free trade, but I am not for a free trade
agreement that is an export jobs agreement. And there is a legiti-
mate concern by businesses and by American workers that they are
not going to be able to compete against a country which has lower
environmental standards, which has lower worker safety stand-
ards, which has fewer requirements from a health insurance stand-
point and a safety standpoint, than this country.

There is no question that there are some companies in this coun-
try that are going to pick up and leave and go where they c:n
make greater profits. There is no question about that. I think our
job is to look at the NAFTA in total, look at it in balance, and con-
clude whether, in balance, it is good for the American people and
American workers in industry, or whether, on balance, it is not.
And I have not come to that conclusion yet. I still have an open
mind on it. I want to be for a free trade agreement.

But I am very concerned about the NAFTA's effect on American
workers and on industries in this country which may just pick up
and leave because it is easier to produce a product over there be-
cause of lower standards.

I think the fact that we are considering a $10 billion job training
program offered by the administration indicates a $10 billion prob-
lem. But the real question is, training for what? Rehabilitating
workers to do what? If the job is gone, the fact that we are retrain-
ing them, I think, does not solve their problem. And I think that
those are the questions we need to hear the Secretary answer
today, and we are delighted to have her here. Thank you, Mr.
Chairman.

The CHAIRMAN. Senator Chafee, for any comments you might
make.

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

Senator CHAFEE. Thank you very much, Mr. Chairman. I want
to welcome Secretary Martin here. How nice it is to see her. Mr.
Chairman, I strongly believe that NAFTA represents an oppor-
tunity for tremendous potential benefits to this Nation of ours, and,
likewise, to my State of Rhode Island, where many have examined
this agreement and are enthusiastic about it.

I might say that in our State, we have about 35,000 jobs related
to the jewelry industry. And the jewelry industry believes that,
with the reduction of the Mexican tariffs that currently exist, that
there is great opportunity for expansion of that industry within our
State.



Now, I think we have also got to recognize that, inevitably, in
any trade agreement, there is going to be a down side, as the Sen-
ator from Louisiana pointed out. If we are going to be selling a lot
more to Mexico under the agreement, obviously, for the agreement
to have any value to Mexico, they are going to be selling more to
us likewise.

So, there is going to be some dislocation of existing jobs, regret-
tably. But at the same time, I strongly believe that-as I men-
tioned the other day-the whole is going to be greater than the
sum of the parts; that Mexico will flourish, we will flourish, and
we both will be better off. But there is going to be a dislocation,
and, of course, that is what we are looking forward to hearing the
Secretary address today.

As I understand the proposal of the administration, it is not lim-
ited to retraining of workers who lose their jobs as a result of the
NAFTA. I am interested in this. For example, in our State, we are
undergoing considerable trauma right now due to the decline in the
defense industry.

It was great while it lasted. We just could not get enough work-
ers for Electric Boat at the height of the submarine building effort
in the mid-1980's. But now, that is disappearing.

So, I am anxious to understand and learn about the opportuni-
ties that this retraining is going to provide for others than solely
those affected by the NAFTA. Senator Packwood is interested in
those displaced by the Endangered Species Act; I am interested in
those who are displaced by the decline in defense expenditures.

I want to thank you, Mr. Chairman, for holding this hearing, and
I look forward to the testimony of our witnesses.

The CHAIRMAN. Thank you. Senator Grassley, would you care to
make some comments?

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

Senator GRASSLEY. I think the point is that NAFTA is a jobs pro-
gram. Unless it is different than any of the other free trade agree-
ments, of which has increased employment, in America, than some-
body ought to show me. Those other free trade agreements, without
a doubt, increased the number of jobs, and better jobs-20,000 jobs
created for every $1 billion of additional foreign trade.

Export-related jobs pay 17 percent more than jobs that are non-
export related in America. So, it is going to create more and better
jobs because of the expansion of our production, and, also because
there is going to be less illegal immigration in this country.

I think that we need to make those points, and, yet, understand,
as Senator Chafee just said, there are going to be some adjustment,
and, consequently, we have to make preparation for it. And Sec-
retary Martin, your responsibility is to carry out the President's
promise that he made when fast track was granted. And he has
committed himself to that by announcing a program now, and a)l
we have to do is deliver on that promise.

As long as our performance is commensurate with our rhetoAi(L'
we have got nothing to apologize for and we will move forward into
a new world. Two years down the road, NAFTA will be history in
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the sense of a political discussion. And probably it would not be a
political discussion if this were not a political year-

When Ambassador Hills testified earlier this week, I stated that
we have a major responsibility to be prepared to enter the 21st cen-
tury, and I think that freer trade is one way of doing that. We have
to be prepared to meet the challenges that face us in the areas of
being com petitive.

Some of these areas deal with educational excellence, techno-
logical superiority, and productivity and training to meet our re-
sponsibilities for the American workers, for the good of our econ-
omy, and the good of our National security that comes from being
in a competitive global environment.

So, I am pleased that you are here today, Secretary Martin, to
explain how we can train our work, force for a better tomorrow, not
only for themselves, but for the benefit of our entire Nation. As for
each one of us, I am reminded of a commercial that Lee Iacocca
made. Ie looked into the camera and he said, "To survive and re-
main competitive in this world, you must either lead, follow, or get
out of the way." We are now at a point in this body where we need
to either lead, follow, or get out of the way.

Today, our work force is looking to each of us to provide them
with both the training to remain competitive in a global economy,
and a safety net when their jobs may be lost or dislocated because
of foreign imports.

I am told that in 1991 we spent $187 million, of which only $65
million was for training, the other was for income support. We did
this under the Trade Adjustment Assistance Program.

Another $526 million has been funded for the EDWAA program
in fiscal year 1992, and the President's proposal calls for $10 billion
over the next 5 years; that is $2 billion annually. I am also led to
believe that the private sector is spending at an annual rate of $40
billion on training.

As we look at the various options of either the Trade Adjustment
Assistance Program, the Labor Department's EDWAA program, or
the President's Advancing Skills Through Education and Training
Services Program, we must do so with an eye towards an ever-ex-
panding global economy, acceleration of technological changes, and
a work force in our industrial service and agricultural sectors that
must be prepared to meet the challenges of the 1990s and the next
century. Economic security for workers of all ages will require in-
creasing skills, knowledge, and educational opportunities if we are
to meet this challenge.

Today, one in five, or approximately one in two-tenths million
workers are permanently dislocated each year due to plant closings
and large layoffs, and this includes workers whose jobs are lost due
to international trade, defense down-sizing, and environmental pro-
tection as well.

There is no point in really pressing blame, it is just a point of
getting on to job retraining that is caused by the philosophy of both
political parties to help these workers in all these categories,
whether they be. industrial service or agriculture, keep pace with
the global economic changes taking place. We must begin reviewing
immediately not only Federal programs that we have in place, but
new proposals, such as the one that the President has put forward,



to meet th6 ever-increasing demands placed on the American work
force.

So, I look forward to this hearing and the other tw% that remain
to get all of the points on NAFTA on board. Because we all agree
that, whether it is the environment, whether it is unemployment,
or whether it is just the issues that are involved with the specifics
of NAFTA itself, the agreement that is in paper on 2,000 pages, we
have agreed to move forward and get it all out on the table and
get these issues settled. It is just a job that has to be done.

The CHAIRMAN. Good timing.
Senator GRASSLEY. Very seldom am I lucky enough to do that.
The CHAIRMAN. Madam Secretary, you have been listening to the

concerns of the members of this committee, and we are very
pleased to have you here to try to address them in your statement.
Then, of course, we will be asking you questions. Thank you very
much. If you would proceed.

STATEMENT OF HON. LYNN M. MARTIN, SECRETARY, U.S. DE-
PARTMENT OF LABOR, WASHINGTON, DC, ACCOMPANIED BY
DELBERT SPURLOCK, DEPUTY SECRETARY, U.S. DEPART-
MENT OF LABOR; MS. SHELLYN McCAFFREY, DEPUTY
UNDER SECRETARY FOR INTERNATIONAL AFFAIRS, U.S. DE-
PARTMENT OF LABOR, FRAN McNAUGHT, ASSISTANT SEC-
RETARY FOR CONGRESSIONAL AND INTERGOVERNMENTAL
AFFAIRS, BURTON FISHMAN, DEPUTY SOLICITOR; DOTTIE
STRUNK, ACTING ASSISTANT SECRETARY FOR OCCUPA-
TIONAL SAFETY AND HEALTH; ROBERTS JONES, ASSISTANT
SECRETARY FOR EMPLOYMENT AND TRAINING; AND JU-
DITH SOTHERLUND, DEPUTY ASSISTANT SECRETARY FOR
EMPLOYMENT STANDARDS, WASHINGTON, DC
Secretary MARTIN. Thank you, Mr. Chairman, and members of

the committee. It is always a pleasure to appear before you. It is
a pleasure to be here, and I consider it an honor to be before this
particular committee, to listen and, especially in those areas that
affect the Department of Labor, to try and begin the dialogue and
the consultative process that we all know must occur as NAFTA
moves forward, and that, I think, has to take place between the ad-
ministration and not just this committee, but other committees of
the House and Senate.

I usually do not come with a huge group of people, but today I
did. Not for support-although that is always warranted-but be-
cause I believe that the depth of your questions might well deserve
answers from the people most directly involved in the negotiations,
and those who have very specific expertise. Because, like you, I find
this a serious matter when it affects America's working men and
women.

So, joining me today is the Deputy Secretary of Labor, Delbert
Spurlock, to my right, who had, as one of his responsibilities as
Deputy Secretary, much of the negotiation that went on in this
NAFTA treaty. I viewed it as that important that he and I should
jointly work on these efforts.

To my left is Shellyn McCaffrey, the Deputy Under Secretary for
International Affairs. That particular agency within the Depart-
ment of Labor had the NAFTA under its purview.



In back of me are several Assistant Secretaries from the Depart-
ment. This will show you the range of people we've had involved
on this issue. If you want more specificity, we will not just try to
answer your questions today, but get you any additional informa-
tion. Fran McNaught, the Assistant Secretary for Congressional Af-
fairs is behind me and will coordinate this. From the Solicitor's Of-
fice, Burt Fishman is here. He is the Deputy Solicitor.

Dottie Strunk, who is acting as head of OSHA, will be helpful for
those questions that have to do with worker health and safety. Ju-
dith Sutherlund is here for ESA, which deals with wage, and, of
course, with child labor issues.

Also present is Bob Jones, the Assistant Secretary for Employ-
ment Training. And I think many of your questions did have to do
with what kind of training opportunities would be available and
what does this mean for America's working men and women.

All or any of us will be happy, as I say, to have further meetings
and to answer as best we can today those questions which are part
of the advice and consent process. So, again, my thanks. I am here,
let me be clear, in support of NAFTA. But I will try to keep'my
comments brief, and then, with your permission, Mr. Chairman,
submit a more lengthy, fuller statement for the record.

The CHAIRMAN. Without objection, that will be done.
[The prepared statement of Secretary Martin appears in the ap-

pendix.]
Secretary MARTIN. About 18 months ago, Mr. Chairman, Presi-

dent Bush requested from Congress an authorization to enter into
negotiations with Canada and Mexico to create a free trade zone
that would stretch from the Yucatan to the Bering Straits.

The President believes very strongly-and very correctly, in my
view-that the removal of barriers to North American free trade
will spur U.S. exports and create quality jobs for American work-
ers, and eventually will lead to improvement of living and working
conditions for all Americans.

At the same time, we are aware of the difficulties which some
sectors of our economy might experience in making the transition
to a more open and competitive trade environment.

In his May 1, 1991 letter to the Congress, the President offered
a direct and substantive response to these concerns. He made a
commitment to this committee, to the Congress, to the American
people, that he would take specific steps to ensure that the inter-
ests of all American workers-not just the vast majority who would
benefit from the agreement-would be considered and protected as
we move forward to reach an historic accord.

Today, I state to you unequivocally that the President and this
administration have followed through and will continue to follow
through on that commitment. This is reflected in the body of the
agreement itself. It is reflected in the extensive and ongoing bilat-
eral cooperation programs which We have engaged in with the Gov-
ernment of Mexico on labor issues.

And it is reflected in our efforts to develop a worker adjustment
assistance package that will provide assistance and retraining for
those Americans whoneed help because of the changing economy.
I am proud to say that the Department of Labor has taken, per-
haps, an unprecedented leading role in all three of these areas.



The Department of Labor's role in bringing this agreement to-
gether was unprecedented. Concern for the well-being of American
workers who might have adversely been impacted by implementa-
tion of this agreement was the thread linking all of these activities,
and certainly we learn from the historical perspective-which was
so ably provided by Senator Moynihan-what could work, what
would work, and must work, not just for 30 years ago, but for 30
years from today.

The department's role in the actual negotiation of this trade
agreement was substantial. The interests of American workers
were represented directly and consistently through the negotiating
process. The department, for instance, was represented on each of
the 19 NAFTA negotiating groups.

We strongly supported and encouraged efforts to assure that tar-
iffs on import-sensitive American goods would be phased out slow-
ly. Tariffs affecting particularly sensitive sectors of the economy
will be phased out over 15 years; many others will be phased out
over 10 years.

The Department of Labor also strongly supported efforts to as-
sure rules of origin that would guarantee that the benefit of
NAFTA tariff cuts would go to North American-made products. The
62.5 percent North American content requirement for automobiles
is a substantial improvement on what was negotiation in the Unit-
ed States-Canadian Free Trade Agreement, and will mean jobs for
America's auto workers.

Moreover, a Department of Labor team took the lead in negotiat-
ing the agreement's safeguards chapter, which is, perhaps, the
most crucial of all with respect to the issue of guarantees"for Amer-
ica's workers.

In his May 1, 1991 report to Congress, the President promised
that the agreement would allow us to respond quickly and effec-
tively to any sudden injurious increase in imports from Mexico or
Canada once the NAFTA would take effect.

The safeguards agreement we negotiated not only meets this re-
quirement, this commitment, but it exceeds it. It will permit a tar-
iff snap-back to pre-NAFTA levels for up to 4 years should in-
creased imports constitute a substantial cause, or even a substan-
tial threat of serious injury to any domestic industry.

Sharing the concerns of many that NAFTA not lead to increased
immigration of foreign workers, the President also provided that
we would not make any changes in our immigration policy or laws,
with the possible exception of technical changes, to facilitate tem-
porary entry of professionals and managers, as was done in the
Free Trade Agreement with Canada. The Department of Labor took
the lead in negotiating this temporary entry chapter of the agree-
ment.

Mr. Chairman, I can state that the President's commitment on
this issue is fulfilled totally in the treaty. In addition to the very
crucial precautions that were negotiated into the agreement itself,
the President also made a specific commitment that the Depart-
ment of Labor would pursue a bilateral cooperation agreement with
Mexico on labor issues.

This commitment, as you know, is made in direct response to
concerns which were raised about the adequacy and enforcement of



labor standards in Mexico, and the potential impact of those dis-
parities in a free trade environment. This cooperative program of
parallel track activities that we conducted in fulfillment of those
pledges was carried out under the auspices of the United States-
Mexico Binational Commission.

Pursuant to a 5-year memorandum of understanding that I co-
signed with the Mexican Secretary of Labor and Social Welfare,
Secretary Farell, we have conducted a vigorous program of coopera-
tive activities in the areas of worker safety and health, child labor,
labor law, worker rights, and labor statistics.

Let me briefly describe some of them, because they affect all of
the kinds of issues that we are talking about for the American
worker. In addressing the allegations of lax health and safety
standards in Mexico, the Department of Labor and the Mexican
Ministry of Labor and Social Welfare, or STPS-I will call it that
from now on, if you do not mind-made a concerted effort to learn
more about each other's systems or the formulation and implemen-
tation of policies and programs to protect worker safety and health.
Our OSHA and STPS began conducting a comparative study of oc-
cupational safety and health regimes as a foundation for future im-
provements in safety and health standards and enforcement.

The United States and Mexico also conducted a number of con-
crete activities that have served to strengthen Mexico's technical
knowledge of worker safety and health issues, and enforcement
procedures. We have worked with Mexican officials to help them
develop an improved health enforcement program for their work
force, and we have provided training for that enforcement person-
nel.

We have provided relevant information. We have provided tecu-
nical assistance to help reduce the instance of chemical source inju-
ries and illnesses, which I know interests Senator Breaux.

We have engaged in an extensive exchange of technical, sci-
entific, e-ucational and instructional material regarding occupa-
tional safety and health, and we have worked closely with both
Mexico and Canada to help identify what works in preventing acci-
dents in specific industries.

I am pleased to say that much of the technical assistance and
training has been put to good use by the Mexican Government in
several unilateral initiatives that they have undertaken. We have
worked closely with our Mexican counterparts to obtain a clearer
picture of the incidence of child labor in Mexico.

We placed a high priority in developing strategies and action
that will preserve, protect, and strengthen the health and well-
being of the children )f both countries.

To enable us to better monitor and evaluate the effect of NAFTA
and to gain a clear,3r and more comparable statistical picture of
Mexican wages, pro.Luctivity, and other labor indicators, we are as-
sisting Mexico to improve the quality, timeliness, and international
comparability of its own economic statistics.

In addressing concerns regarding the enforcement of fundamen-
tal worker rights, the United States and Mexico have agreed to co-
operate on activities to further that mutual understanding of how
those basic worker rights will be enforced.



Finally, we have made substantial efforts to better understand
the extent and implication of the substantial portion of the Mexi-
can work force which labors outside of the formal economic sector.
The research we have conducted in this will form the basis for the
development of strategies to bring these workers into Mexico's eco-
nomic mainstream and under the protection of Mexico's labor laws.

Most recently, Secretary Farell and I have announced an agree-
ment on an extended framework for cooperation that will carry
through to 1995. We agreed that the basis had been established
with the formulation of new goals, and even longer term strategies
supported by projects of bilateral cooperation on matters of labor
concern, as well as concrete activities that will bring real, visible-
visible-benefits to workers in both countries.

First, we are creating, for the first time, a consultive commission,
which, on labor matters, will oversee our joint action programs and
provide a permanent forum for the promotion of the rights and in-
terests of working men and women in both countries. It will assure
that labor matters of concern to parties in either country can be
raised expeditiously.

Second, we have begun a new cooperative initiative in the area
of workplace safety. Third, we are initiating several new industrial
hygiene programs. We believe these new initiatives will help accel-
erate the benefits to workers arising from greater economic inter-
change and guarantee the adequate protection of workers with ab-
solute respect for the legislation in force in both countries. Our
record of achievement to date, when taken together with
numerous-

The CHAIRMAN. Madam Secretary.
Secretary MARTIN. Yes.
The CHAIRMAN. I am going to have to interrupt just a moment.

We have a vote under way, and Senator Moynihan has gone so he
can come back early and try not to have too long an interruption.
About how much more time do you need?

Secretary MARTIN. Not very much, especially if I talk quickly.
The CHAIRMAN. You have been talking quickly.
Secretary MARTIN. I know. I am trying. I am trying.
The CHAIRMAN. I am afraid we are going to have to recess, other-

wise we will miss that vote.
Secretary MARTIN. All right. Certainly your votes come first, Mr.

Chairman.
The CHAIRMAN. But it will be a tei,,porary recess.
Secretary MARTIN. I would say about 4 minutes.
The CHAIRMAN. That would just miss the vote for us.
Secretary MARTIN. Please.
The CHAIRMAN. We will recess for a few minutes.
[Whereupon, the hearing was recessed at 10:19 a.m.]

AFTER RECESS

Senator MOYNIHAN. Madam Secretary, the Chairman asked if I
would ask you to continue with your presentation. The cameras are
rolling. We will get to our questions all the sooner, in consequence.
So, if you would just simply proceed. Where were you, if I could
ask?



Secretary MARTIN. Yes. Yes. I was here at the hearing. But, more
than that, on what I have as page 44, but my eyes are so bad, I
do not know.

Senator MOYNIHAN. Now, you only have 25.
Secretary MARTIN. My eyes are so poor, they double up the print.

So, whatever it might be.
Senator MOYNIHAN. We will find you.
Secretary MARTIN. All right. Page 8, perhaps, I am being told. Is

that right? Yes.
Senator MOYNIHAN. Good.
Secretary MARTIN. Page 8, paragraph two, Mr. Chairman. I am

in the last sentence of that paragraph.
Senator MOYNIHAN. All right. Proceed as you wish.
Secretary MARTIN. Are you sure you do not want me to repeat

any part?
Senator MOYNIHAN. Oh. Especially good parts.
Secretary MARTIN. Our record of achievement to date, when

taken together with numerous unilateral initiatives by the Mexican
Government, is already leading to a stronger system of labor pro-
tection in Mexico.

Finally, Mr. Chairman, let me turn to the matter of worker ad-
justment assistance. Last year, the President committed to work
with you and with the House to ensure that workers who might
lose their jobs as a result of such a treaty would receive prompt,
comprehensive, and effective adjustment services through an ade-
quately funded worker adjustment program.

Furthermore, he promised to work with the Congress to, ensure
that the State objectives for a worker adjustment program are met
and adequately funded, and that any needed changes to U.S. laws
to implement such a program should be in place by the time the
agreement enters into force and could appropriately be addressed
in legislation implementing a NAFTA.

Following through on these commitments, the President has de-
cided we will have a new worker adjustment strategy that, (1)
assures that all workers at some risk of losing their jobs-those on
notice and those who have been displaced-have access to a com-
prehensive array of training and support services. (2) Nearly triples
the funds needed to assure these services: $335 million per year,
with an additional $335 million available if necessary. (3) Provides
continuity and surety of funding through capped mandatory fund-
ing. (4) Provides the flexibility to workers to choose what, when,
and where to take training. (5) Provides income support to ensure
that workers who have exhausted unemployment benefits and need
income support can complete their training.

Mr. Chairman, my remarks to the committee this morning have
focused on the Department of Labor's efforts to protect American
workers against the possible adverse effect of any part of NAFTA.
That is only appropriate, given the committee's immediate concerns
and my responsibilities as Secretary of Labor.

In concluding, however, I want to emphasize my belief that a
NAFTA will result in substantial overall benefits for America, and
for the workers of the Unif-d States. In both the short and long-
terms, this agreement will create quality jobs in the United States
and a significant net increase in employment. Virtually all of the



economic studies that have investigated the possible effects of
NAFTA on American labor support this conclusion.

Mexico is already America's fastest growing export market. The
value of U.S. exports to Mexico has tripled over the past 6 years,
from $12 billion in 1986, to $33 billion in 1991. In 1992, the value
of our exports will increase to almost $44 billion. Our trade surplus
with Mexico will stand at over $8 billion.

According to the Institute of International Economics, by 1995,
trade with Mexico will support over 850,000 jobs, a substantial
number of which are in the manufacturing sector. In fact, it is im-
portant to note that currently 85 percent of our exports to Mexico
are manufactured goods, and that the United States' manufactured
goods surplus with Mexico is larger than with any other country
in the world.

The plain truth, is that trade with Mexico provides substantially
more and better jobs for Americans than it could take away. A fully
implemented North American Free Trade Agreement will create
more export and job opportunities, not fewer.

Our task, Mr. Chairman, is to assure that each and every Amer-
ican has an opportunity to share in those benefits. I thank you for
the opportunity, Chairman Moynihan, and the other members of
the committee. It is certainly a pleasure, also, to see Senator Brad-
ley here.

Now, I and my colleagues will be happy to at least attempt to
answer questions that you may have. If we do not have the an-
swers, I assure you, we will get them to you.

Senator MoYNIHAN. Sure. And, as you know, Madam Secretary,
this is going to be an extended process, and it ought to be.

Secretary MARTIN. Yes.
Senator MoYNIHAN. So, there is peipity- of time. Mr. Chairman.
The CHAIRMAN. Go righ'a'head.
Senator MOYNIHAN. I.iad just two questions. One, was termino-

logical.
Secretary MARTIN. Excuse me. I did not hear that. It is what?
Senator MOYNIHAN. Terminological.
Secretary MARTIN. Oh. All right.
Senator MOYNIHAN. Like the "L" word.
Secretary MARTIN. I just did not hear it. Yes.
Senator MOYNIHAN. I find the "E" word, here on page 20.
Secretary MARTIN. Of the testimony.
Senator MOYNIHAN. The "E" word, Madam Secretary. Entitle-

ment. A new entitlement. Does the Vice President know about this
testimony? [Laughter.]

Secretary MARTIN. And he can spell it, too. Yes.
Senator MOYNIHAN. And he can spell it.
Secretary MARTIN. Right. Right.
Senator MOYNIHAN. I will see. We will check it out. [Laughter.]
Secretary MARTIN. What we are looking at here is a capped pro-

gram that would have sufficient dollars, if you are talking about
training, to help American workers over what might be, for some
of them, a difficult period.

Senator MoYNiHAN. May I say, I think it is very appropriate that
you should approach it in this matter.

Secretary MARTIN. We try. We try.



Senator MOYNIHAN. First of all, you say, program funding
through a capped entitlement. On the next page, your word proc-
essor woke up and it became a capped appropriation.

Secretary MARTIN. Well, an entitlement, of course, does not re-
quire an appropriation. This would be done through the appropriat-
ing process.

Senator MOYNIHAN. But it is an entitlement. There is nothing
the matter, I just want to be clear. Are you talking about an enti-
tlement for worker training?

Secretary MARTIN. We are talking about having training avail-
able for American workers who need it. I will let the lexicographers
of this world argue on a definition. I want to help American work-
ers.

Senator MOYNIHAN. Well, you say the Vice President can spell it,
so maybe he has been briefed. I have another question, and it is
a very simple one, but it is a very important one, too.

On page 11, you begin to talk about this first annual United
States-Mexico Labor Law Conference which you are going to be
holding in Mexico City this year. And I think that is good. You do
want to do things like that. But there is something the matter with
the language, Madam Secretary.

Secretary MARTIN. Yes.
Senator MoYNIHAN. You say, we are going to seek a mutual un-

derstanding 9f how each country assures basic worker rights. We
are going to seek to -better understand how each system preserves
and protects fundamental human rights. Now, that language as-
sumes that this is so on both sides, but there are variations. One
has a Napoleonic code, and the other has a common law system,
and so forth. It ain't so. There are no basic workers' rights in Mex-
ico. It is an authoritarian State.

Freedom House, in its 1992 report, says, "Mexico remains the
most authoritarian State in Latin American outside of Cuba." It
says of the judiciary, "The judicial system is weak, politicized, and
riddled with corruption. In many areas, respect for laws by official
agencies is non-existent."

A really straight-out labor leader in Mexico is likely to end up
in jail and in a torture cell. Now, that is nothing you can do about.
Those are the facts on the ground. Why act like they are not there?

Secretary MARTIN. Well, I am sure you are not suggesting that
this Government would support that. You have mentioned fl par-
ticular labor leader in a torture cell. You may know something.
Certainly, that is not something that this government or people
support-torture cells. So, I mean, no one is suggesting that
NAFTA

Senator MOYNIHAN. Read the State Department-
Secretary MARTIN [continuing]. No one is suggesting that NAFTA

would do anything but help workers on both sides. And what we
are speaking of specifically here are worker rights under labor law,
with both nations.

Senator MoYNIHAN. Madam Secretary.
Secretary MARTIN. Yes.
Senator MoYNIHAN. I am dead serious about this.
Secretary MARTIN. Well, so am I.



Senator MOYNIHAN. That is an authoritarian State. The books
are filled with wonderful rights which are not upheld. And we have
some integrity on this subject, and you do. I do not think you
should come before us and say, we are going to have a conference
where we will better understand how each system preserves and
protects fundamental workers' rights. I think you should have a
conference that will decide whether the Mexicans do, and why they
do not.

Secretary MARTIN. Well, perhaps you would criticize the wording
here, andI take full responsibility for any words in the testimony.
But you just stated, Senator, that there are some excellent laws on
the books. We must look at that and try to work forward from that
base.

Senator MOYNIHAN. Cuba has even better laws.
Secretary MARTIN. If I could just finish the sentence. If we could

just talk about enforcement-and that is part of what we are doing;
the Deputy Secretary of Labor has begun work on this-it would
be to advance the cause for the workers in the United States and
Mexico.

Senator MOYNIHAN. Say it that way, and you have a friend in
this committee.

Secretary MARTIN. All right. Well, we will have a conference to
advance the cause of worker rights.

Senator MOYNIHAN. Thank you.
Secretary MARTIN. I will be happy to say that in a sentence. I

think it is a good sentence; a good improvement. I should come to
you for my speeches, Senator. No question about it.

Senator MOYNIHAN. For your statutes, Madam.
The CHAIRMAN. Madam Secretary.
Secretary MARTIN. Yes, Mr. Chairman.
The CHAIRMAN. Uphope that I am not repeating a question asked

while I was out. As I look at this ASETS program, it has some
curbside appeal, with three times the funding for dislocated work-
ers and for training, assistance for all dislocated workers, and some
income assistance during training.

But the administration has been rather quiet as to where the
money comes from. And, as one who is deeply concerned about not
adding to this deficit, who has the responsibility-this committee
does-to raise the funds to pay for these things, are you prepared
to tell us where the money is coming from?

Secretary MARTIN. Certainly, Mr. Chairman. I could not agree
more that it is difficult to set priorities on a Federal level. Like
you, I have been a member of the Budget Committee, and I must
say, I do not envy the job of the Finance Committee or Ways and
Means Committee. That is very difficult.

I would point out, however, that there were $68 billion in pro-
posed cuts included in the 5-year budget the President submitted
for fiscal year 1993, so we obviously feel that the money con come
form a number of different places.

These are 1994 programs. You will have the President's'budget.
You will have the President's budget to look at to say, this is where
the money should not have come from, or this is where it should
come from. That is part of the consultive process.

The CHAIRMAN. Let me understand you then.



Secretary MARTIN.' We would argue that it could come from
spending and does not need new fees.

The CHAIRMAN. Let me understand you then. Are you telling me
that, at the present time, you do not have the sources of the reve-
nue? Is that what you are saying?

Secretary MARTIN. No, I am not. I am saying we do. The sources
for the revenue, we believe, come from the spending side. We do
not need additional revenue. We believe that we can and we will,
find the money within the existing budget caps.

The CHAIRMAN. I am talking about the specifics.
Secretary MARTIN. But that is part of what is required in the

consultive process. The President has provided some suggested
funding sources in his fiscal year 1993 budget. We will take it from
any on that list. If you want to look at others, we look forward to
working with you to achieve that budget.

The CHAIRMAN. But you are not in a position at this time to give
us the specifics.

Secretary MARTIN. Yes. I can regive you that list of $68 billion,
but that is already on the table. It is there.

The CHAIRMAN. Well, the President is also saying that he is
going to do an across-the-board tax cut if he is reelected. If he did
200 per tax return, that would be $755 billion. We are a bit short.
Secretary MARTIN. I understand it is a political year. I like poli-

tics and even the political discussion. As you know, the Secretary
of Labor is not-I do not do the tax cuts.

The CHAIRMAN. All right.
Secretary MARTIN. Although, sometimes I wish I could.
The CHAIRMAN. Then let me get to another question. When you

are talking about this being a capped entitlement, as Senator Moy-
nihan was asking you, I would like to know how that is going to
work.

Secretary MARTIN. Yes, Mr. Chairman.
The CHAIRMAN. What happens if you run out of money on a

capped entitlement? Is it first-come, first-served, or would you allo-
cate the money among the States? How would you do that with a
capped entitlement?

Secretary MARTIN. Well, first of all, I think, at some point, you
have a responsibility. What we have done, Mr. Chairman, is we
have proposed a funding level-$2 billion per year, which we be-
lieve is more than adequate to meet the demand for these services.

With specific respect to NAFTA, we have suggested a funding
level for dislocated worker assistance which would more than ade-
quately meet even the high end job loss projections. So, we believe
that we have built in a substantial safety cushion

Now, on a capped entitlement, as you know, if money would run
out-the tradition has been that first-come, first-served. That is ab-
solutely true. But that is highly unlikely, given the way we've cal-
culated funding for the program.

The CHAIRMAN. Madam Secretary, I have been around a long
time. A lot of those things that should not happen have happened,
and that is why I am trying to figure it out.

Secretary MARTIN. Yes. I understand.
The CHAIRMAN. You are saying first-come, first-served, do you

think?



Secretary MARTIN. Yes. I think that is the way they have worked
in the past. But, again, Mr. Chairman, we literally have set a fund-
ing level which is sufficient to cover the most extensive and expan-
sive job loss estimates that have been credibly projected. Of course,
the program could cost less than $2 billion a year.

The CHAIRMAN. Yes.
Secretary MARTIN. But we thought, coming to the Ways and

Means Committee, especially, and to any committee, that we
should talk about not how little you can get by with, but no matter
what estimates were used, could you serve American workers.

The CHAIRMAN. I hope that works out to be the case.
Secretary MARTIN. Thank you.
The CHAIRMAN. Now, let me ask you another question.
Secretary MARTIN. Yes.
The CHAIRMAN. When you are talking about the ASETS delivery

system, as I understood your testimony, it is modeled after the
EDWAA program. Now, we are going to hear later on, I think, from
the General Accounting Office, some concern about how that sys-
tem has worked.

One of the things I have noted, and what I am told in that study,
is that some of these workers who lose their jobs do not receive
their training for as much as 15 weeks. That gives us a problem.
I am trying to determine what kind of changes might be made. But
what kind of changes might be made to try to address that con-
cern?

Secretary MARTIN. First of all, let me say that I welcome the
GAO report. We will look at it carefully to see if there are things
in it that require change in any current program. Unlike some oth-
ers, I have never minded GAO reports. In fact, I do think they can
be very helpful. So we will look at that.

But our current proposal is based on a couple of things we al-
ready think are wrong with both the TAA and EDWAA program
as we try to get more user-friendly and as we try to 'develop pro-
grams.

Moreover, we have set up a consultive process-and I use that
word because I have gotten used to it with NAFTA-with you, with
the House and Senate. We welcome your input in this process to
make sure there are changes that you think should be in the pro-
gram. That does not mean that the administration should not have
a final say, but we are trying to make sure that Congress is part
of the process in putting this proposal together.

One of the things that we changed that is a current fault in
EDWAA is that the person who needs training gets to pick the
time and place for that training. That responds to a legitimate crit-
icism of EDWAA. What we think we have picked up from TAA is
helping the people who need it through training with income sup-
port.

And I think that is one of the things that the House and Senate
have always liked about TAA. Those who have opposed TAA have
been worried, rightfully, about the waste. We think we pick up the
best of both systems in this new system, but we welcome your
input. There is time to do this, once the President starts that clock
ticking.



I should also add-and I think we will have it for you next
Wednesday-we are working on a legislative outline of the pro-
posal. We are getting that ready and preparing that for members
of the Senate aid th,' House.

The CHAIRMAN. Good.
Secretary MARTIN. This is not meant to be a lack of cooperation,

it is meant to be quite the opposite. I realize that, in a political
year, that sounds a little odd. But, you know, all of us, in the end,
have to represent the American people here. This is too important
to fritter away important time. An election can go on without us
on this one.

The CHAIRMAN. All right. Thank you. Senator Roth.
Senator ROTH. Thank you, Mr. Chairman. As has already been

indicated, Madam Secretary, it is a pleasure to have you here. We
are concerned about how this program is going to be paid for. I
know the administration has not, to date, looked kindly upon the
concept of a temporary fee.

But I would urge you and the others in the administration to re-
examine thatapproa-h because I think there is gre.A merit to the
idea. First of all, it seems to me that you can argue with justice
that it is only equitable, that those who benefit from hberal trade
policies should be willing to pay a little to help those who are ad-
versely impacted.

And we have precedent for support for some kind of a temporary
fee to pay for the trade adjustment assistance. In the trade act of
1988, we contained language which charged the administration
with negotiating a small fee in the GATT. Senator Moynihan and
I, in legislation we introduced last year, proposed that this be the
approach used to pay for any NAFTA worker adjustment program.

So, I think you are going to have some hard decisions to make.
I know the purists argue loudly and strongly that we should not
do it because it violates free trade. But all we are suggesting is
that a very small fee be fixed to pay for trade adjustment to help
those that are suffering. And there are those that are going to be
adversely impacted, as we all agree. Would you care to comment?

Secretary MARTIN. Only, Senator, that I welcome your advice on
that. I assure you, though, that without the fee, we intend-and
the President intends-to make sure that there is worker adjust-
ment and training. But I will certainly take your message on.

Senator ROTH. Secondly, I do want to congratulate you, because
your proposal, of course, does cover all impacted workers, and one
of the groups that have not been covered in the past, are so-called
secondary and tertiary workers.

Am I correct in understanding that, under your proposal, that
not only if a plant is transferred to Mexico--and hopefully that will
be at a minimum-that those employees impacted would be covered
those suppliers of that plant would be covered, and even the sub-
contractors of those suppliers would be covered. Is that correct?

Secretary MARTIN. That is correct. Although, as you know, plants
can now already move to Mexico. I must say, Senator, that I have
always viewed that as one of the arguments against NAFTA that
is hard to understand. Plants can already move to Mexico. There
is no basis to argue that more of them would suddenly get up and
move 2 weeks from now because of a NAFTA, when they would not



have done it 2 weeks before. But right now, those workers would
not necessarily be protected.

Senator ROTH. That is right.
Secretary MARTIN. This is certainly, I hope, a bipartisan move

forward in worker training that we should be able to cross every
party line in supporting. There will be differences that we have in-
dividually, and you will want to have a hand in working out the
specifics of this proposal, and we understand that.

But I think the goal that is set here is one that we can all agree
on. Also, I believe the President's commitment to come to you with
an adjustment assistance plan, and my commitment to carry it for-
ward are clearly being met.

Senator ROTH. Well, whatever the facts are, the perception is
that this could invite plants to move down there. There is some
genuine concern, no question about it.

Secretary MARTIN. Certainly. The concern is real.
Senator ROTH. And, under your proposal, all of these workers,

not only the primary, but the secondary and tertiary are covered.
Secretary MARTIN. Absolutely.
Senator ROTH. I think it is a very important point.
Secretary MARTIN. Thank you, Senator, for bringing it up. You

are absolutely right.
Senator ROTH. Now, as you know,-one of the major benefits of

TAA is the added income maintenance it provides, especially to
those in training. Under EDWAA, the discretion allowed in deter-
mining whether income maintenance, the so-called needs-related
payment, has led to little or none being provided under the pro-
gram. Could you elaborate on how you envision the President's pro-
posal working in this area? Is it closer to the TAA model, or the
EDWAA model?

Secretary MARTIN. It is closer, in some ways, to TAA, in that it
says those who are in need and are in the process of training are
to get the income support.

Let me give you an exatnple. In the Midwest, an area of the
country I am very familiaV with, "hose dollars would be about
$21,600. Anyone under that would get income support. If somebody
had made $150,000, they would not. So, it is based on need, but
it is on reasonable need and it continues while the training is in
process. So, we think it takes what is best from both programs.

Senator ROTH. Well, I think that aspect of TAA is extremely im-
portant.

Secretary MARTIN. Yes.
Senator ROTH. And i do not think it can be over-stressed.
Secretary MARTIN. Right.
Senator ROTH. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Baucus, for any questions you might

have.
Senator BAUCUS. Thank you, Mr. Chairman. Secretary Martin, I

am a little concerned about how this will be fundea. I have the
same concerns that the Chairman has. How can we be assured that
when President Bush, if he happens to be reelected President, is
going to recommend that this program be fully funded? I mean, the
administration has recommended no funding for TAA.

Secretary MARTIN. Yes.



Senator BAUCUS. How can we be assured that they are going to
recommend any funding for this program?

Secretary MARTIN. Well, I suppose some of us probably hope for
his reelection more than others in this room; I recognize that. But
the President made a commitment to bring this program to you,
and he has kept that commitment. I made that commitment, I have
kept that commitment. The President has said it will be in the
1994 budget.

Senator BAUCUS. The $10 billion?
Secretary MARTIN. The $2 billion. It is each year over a 5-year

period.
Senator BAUCUS. $10 billion over 5 years.
Secretary MARTIN. Right. Yes. Right. And he has said it publicly,

and that commitment will be kept. I mean, I suppose you could
say, well, what if, what if, what if. The point is that that
commitment

Senator BAUCUS. Why the change? What, suddenly, has prompt-
ed this change?

Secretary MARTIN. It is an evolution, perhaps, rather than a
change; a recognition that our current programs were not as good
as they should be. It reflects the input of people around this coun-
try. And, more than that, the President understood, as you under-
stand, that this is an important part of NAFTA.

We are only talking about NAFTA today, it is true. But this isf-
and I have to say this for Senator Breaux-an overall training pro-
gram shift. The $10 billion is not just for NAFTA, the $10 billion
is for all training and retraining; three times wbat we are spending
today.

Senator BAUCUS. I understand.
Secretary MARTIN. So, I think it is an evolution.
Senator BAUCUS. Might I ask, what portion of the $2 billion is

NAFTA-related?
Secretary MARTIN. What we are -looking at, the way we have

originally set it up-and, again, we welcome your input-is ap-
proximately a $670 million fund, half of which is NAFTA-related.
But the Secretary of Labor, whomever she or he would be, would
have the flexibility under the President's proposal to move more
dollars into that fund from that other half, which is for other non-
NAFTA related dislocations, such as those which might result from
defense downsizing, or environmental impact.

Senator BAUCUS. Is $350 million the judgment of the administra-
tion of the job displacement value related to NAFTA?

Secretary MARTIN. Pardon?
Senator BAucus. What is the total job displacement estimate of

the administration that is NAFTA-related?
Secretary MARTIN. On NAFTA? Well, the Department of Labor

has used its own study from the University of Maryland which ba-
sically shows no net loss, but a net gain, but changes within cer-
tain industries.

Senator BAUCUS. Not net. I am talking about only those who lose
jobs. This program is for those who lose jobs, not for those who gain
jobs.

Secretary MARTIN. 150,000, we look at that as the maximum. But
I want to quickly add this. That is why I wanted to check. That



150,000 is the highest number used in an objective report, and that
is over a 10-year period. It's the highest estimate of any study with
a claim to objectivity.

Senator BAUCUS. Well, I might say, Madam Secretary, that there
are a lot of estimates as to job displacement.

Secretary MARTIN. That is right.
Senator BAUCUS. There are some that are quite a bit higher than

that, and they are by neutral organizations. Let me get to the fund-
ing again, if I might.

Secretary MARTIN. Well, maybe so. But I am saying that of the
studies we have looked at, and which are credible and objective,
150,000 dislocations over 10 years is the highest projection.

Senator BAUCUS. I am just saying there is a wide variety. The
real question is the funding, how we are going to pay for it. How
much revenue would a one-half of 1 percent fee on goods and in-
vestment across border raise?

Secretary MARTIN. I do not know. We believe we can pay for it
out of current spending; the President has made that commitment.
It will be in the 1994 budget. Others may choose to increase fees,
but we do not.

Senator BAUCUS. Yes. I appreciate that. I am sorry, there is not
a lot of time here.

Secretary MARTIN. Oh. Sure. I am sorry.
Senator BAUCUS. It will raise between $1.5 and $2 billion. That

is what the calculation is.
Secretary MARTIN. For the sake of argument I will accept your

calculation.
Senator BAUCUS. So, the one-half of a percent actually could be

lower, it could be a quarter of a percent. Why is the administration
so opposed to committing itself to a funding source to pay for this
retraining program in order to get the political support from this
country--particularly those workers who may be displaced-for
NAFTA?

I am baffled, frankly, why the administration does not show a lit-
tle more commitment and put its money where its mouth is, if you
will, and at least begin to explore the idea of a significant source
of funding, and a definite source of funding so potenti~dly displaced
workers will know that, in fact, there is going to be a worker re-
training program.

Secretary MARTIN. Well, first of all, there are groups that are not
going to support NAFTA, no matter if you made it 10 percent or
50 percent.

Senator BAUCUS. We are not talking abc.,, that. We are talking
about some good faith people who are kind of wondering, my gosh,
what effect is NAFTA going to have on me.

Secretary MARTIN. Sure.
Senator BAUCUS. And they are worried about their jobs, and they

may be more inclined to go along with this program because they
believe that trade really helps, generally. But they might lose their
jobs. If only they knew they are going to get a retraining program,
it might make a difference.

Secretary MARTIN. I mean, you have answered the question, in
a way, admirably. The commitment is to find the retraining pro-
gram at three times the current level of funding. And, yes, we be-



lieve we can get it out of the spending side. It would negate the
very ideas that we are talking about in NAFTA to start imposing
what, in effect, are new tariffs.

Senator BAUCUS. Well, Madam Secretary, I must say, I hear the
words. I do not yet see the commitment. And I think that I could
speak for a lot of members of this Congress and the Senate in say-
ing that if there is not a greater commitment, we are going to be

-hard-pressed and probably will not support the agreement next
year.

Secretary MARTIN. Well, as I say, the Department's
Senator BAUCUS. We need a more definite commitment.
Secretary MARTIN. Right. The Department has put forward this

most definite commitment-a commitment to this training program
and its implementation, and we come to you with it. This commit-
tee may choose an alternate means of funding. That is true.

Senator BAUCUS. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Breaux.
Senator BREAUX. Thank you, Mr. Cha'man, and thank the Sec-

retary for being with us again. I think the concept of combining the
two. programs is a real positive step. I mean, workers who do not
have a job do not really concern themselves with why they do not
have a job, they just do not have a job.

Secretary MARTIN. Absolutely.
Senator BREAUX. They want to be helped, and they do not worry

about which pigeon hole they fit into in which program in Wash-
ington. So, the combination of the programs, I think, is a good idea.

The concern that I am hearing here-and I would hope the ad-
ministration hears very clearly is how to pay for this proposal? We
do not think it is much more than a hollow promise in a political
year unless the specifics of how we pay for it are clearly on the
table.

Now, your response, Madam Secretary, is that the President has
proposed $68 billion in cuts. That $68 billion has b n spent about
68 times by the President's own proposals that are already out
there. Now, this committee, unoer the Chairman, has specific rules
that say, if I propose a new program, I have to have a specific way
of paying for it.

Second, if I propose a tax cut, I have to have a specific offset to
pay for it. If I just said, well, we will pay for it with $68 billion
in cuts that are out there, I would probably be ruled out of order.
I do not think your program should be ruled out of order, but I am
afraid it will be unless there is a specific way of paying for it. I
mean, the $68 billion has been used to pay for everything the ad-
ministration has proposed. Not just this program, but everything.
It is going to pay for hurricane assistance, which I think is very
important. It is going to be used to pay for this worker adjustment
program. We are going to spend it 68 times.

So, if you find in the committee on both sides of the aisle a little
bit of hesitancy to believe this offer, that is the reason why. It is
not sufficient to say that those cuts that are out there that may
or may not be acted on are what we are going to fund this program
with. I think you have to be more specific on that.



Secretary MARTIN. Well, Senator, on one hand, I want to argue
that the commitment of the Pesident is real, and I do argue that.
I argue that my commitment is also real.

On the other hand, as a former member, I can understand that
you do not always believe the administration. I mean, I always did,
but ha, ha, ha! But, you know, I can understand it.

But there is something here this time that does not generally
happen: it is called timing. You get to see this proposal-funded-
in the President's budget before you vote on NAFTA. If he did not
keep that commitment, if it is not there, if it is not paid for, you
can honestly stand up and say, what happened here; you did not
keep your word. If you had to vote on this tomorrow, and I said,
listen, trust me, trust me, trust me, I can see where you would say,
well, I am not sure I can.

You may have been, up to here, perfectly trustworthy, but this
is too important, I need the proof. But this time, you are going to
have it. The submission of the budget comes so that you will have
those numbers. That does not mean you have to agree with every
art of the budget, but you will know the commitment has been
ept.
So, I can understand, first of all, your questions; I can under-

stand where you and I might disagree on a funding mechanism,
whether you do it by a fee, by a tax, by spending. But you will be
able to see, in the President's budget, this program and how it and
everything else is paid for. It is part of the discipline of the budget
process, within the caps agreed to by the leadership 2 years ago.

Senator BREAUX. Well, is the administration willing to put off a
vote on the NAFTA agreement until after this has been adopted?

Secretary MARTIN. Well, if you look at when you get the budget-
what is the exact date of the budget? January 22nd, I believe. I
could be wrong on that. If you look at when the time starts with
NAFTA, you will not have voted on NAFTA by then. What is the
estimated NAFTA vote? Sometime in June; would that not be
about right, Mr. Chairman?

The CHAIRMAN. I would think so.
Secretary MARTIN. So,'you are going to have had the President's

budget several months prior to that.
Senator BREAUX. Well, I think that you are hearing from both

sides of the aisle the real concerti here, and you know it may be
that the administration will come up with a specific way of paying
for this other than just a nebulous $68 billion of cuts that have
been spent and-re-spent that are out there. I think that is the real
problem with it right now.

Secretary MARTIN. Sure.
Senator BREAUX. I mean, I think it is a good idea to combine the

programs. How much do you save by combining the programs?
Secretary MARTIN. We do not save anything, we triple the fund-

ing. I mean, I am sure we can argue that we save this much, and
we sare this out of TAA, because TAA is basically very inefficient,
and EDWAA has not been as satisfactory as I would have liked.
That is part of the reason for this combination. NAFTA provides
us an extra boost.

But, believe me, the changes we propose in the training and re-
training programs would be necessary and valid with or without



NAFTA. The NAFTA merely reinforces the need for it, because,
like any specific agent, it acts as a greater catalyst.

What we are saying is, that training and retraining are the only.
ways, really, for American workers to get all they deserve from an
economy, and that is why the President has proposed tripling the
resources available through the Department of Labor for this pur-
pose. It is part of the changing Department of Labor.

I will even say this-probably someone will say I should not-
that this is happening, not because of an election, that it is because
of world competition. The way we are changing the Department of
Labor will continue, and I think everyone here knows that.

Senator BREAUX. I was just suggesting that if you subtract the
amount of money you spent on EDWAA and TAA, I mean, is it mil-
lions and millions of dollars?

Secretary MARTIN. Oh, yes. Oh, yes.
Senator BREAUX. So, it is not $10 billion a year.
Secretary MARTIN. Yes.
senator BREAUX. So, you could use a figure less than $10 billion

with the elimination of the two programs.
Secretary MARTIN. Yes. Correct. Correct. That is absolutely true,

Senator.
Senator BREAUiX. Thank you.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. First, Madam Sec-

retary, I would like to comment on some of the questioning here
so that you can get a~view that there is not unanimity up here on
some points being made to you.

First, as regards the temporary fee that has been suggested, I
am very skittish of so-called temporary fees. Temporary fees are
never temporary; pretty soon they are permanent. For example, I
think the telephone tax was meant to be a temporary fee, and, of
course, that stays on, and on, and on. So, Earn-net very enthusias-
tic.

The next point, Madam Secretary, is that I am a little puzzled
by the questions about where the money is going to come from.
Last night, we approved an $86.5 billion appropriations bill, and
nobody asked where that money was coming from. We just appro-
priated it, and presumably we are going to borrow a good share of
it. So, I am somewhat perplexed about that line of questioning.

,A specific example: in that $866 billion bill, there is $1 billion for
a program called HOPE, a home ownership program. There are no
funds earmarked especially for that $1 billion for HOPE. The
money is not going to come from a tax on this or that, it is just,
going to be appropriated. And, regrettably, thaf is the way we oper-
ate around this place. We levy taxes and then we appropriate
money. I should note that I don't think this system is all wrong,.
because I do not think we ought to have specific sources for every
item requiring spending.

So, when you say there is going to be $2 billion a year for 5 years
and that the President is going to put it in his budget, I accept
that. That is what he will do. Hence, I do not quite understand the
l, Jine of questioning about where the money is going to come from.
As I say, it is probably going to be borrowed, like most of the other
money that we appropriate around this place.



Let me turn to the whole subject of training and get some
thoughts from you. I am somewhat discouraged on these training
programs. Admittedly, my evidence is somewhat apocryphal, just
from personal observation rather than looking at a mass of statis-
tics.

But do you think this training works? I know we put a lot of ef-
fort into it and I know we try different approaches. For example,
one of your approaches is to provide $3,000 a year for 2 years for
an individual to go to junior college, or college, in an extended edu-
cation program. That sounds pretty good. Does it work?

Secretary MARTIN. Well, certainly, that is ai hour of things I
would like to talk about. But, very quickly.

Senator CHAFEE. Two minutes.
Secretary MARTIN. We do find that training does work. It works

with certain segments of the community and certain ages more
than others. For example, -workers who have already experienced
the demands of a work environment tend to benefit more from
training programs, whether male or female.

Over all of those lines, in that particular area, training works.
We still have difficulties, however.

Too many of our young people, for instance, obviously are drop-
ping out of school and are not getting the right kind of training
that will involve them-in apprenticeship training or the kinds of
training that we hope will reach that 16 and 17-year-old who, too
often, does not have work experience.

The final thing, Senator, is, bluntly, we are deciding right now
as a Nation if we are going to compete on low skills and low wages,
or high skills and high wages. And it is my belief-and I suspect
the belief of almost every member of the Senate-that we want the
American worker to have high wages. And to have that, you have
to have better skills, and we have to do even better on training and
retraining, and American businesses have to spend more on train-
ing and retraining.

Senator CHAFEE. Well, let me ask you a question. I understand
that in the course of a worker' life, starting now, that he or she
is expected to have something like five different jobs. 7Aim I right?

Secretary MARTIN. That is probably a little low. It may actually
be careers, plus jobs.

Senator CHAFEE. All right. Let us just take five. Now, what I
have observed in my State-and I may be not typical in my obser-
vations-is that if you have a well-educated person, that is, if that
person has completed high school and maybe a couple of years of
junior collegc, that that individual can make these transitions from
job A, to B, to C, to D without added skills. The added skills will
be granted to that person by his or her new employer. Is that accu-
rate?

Secretary MARTIN. More often, that is a trained person. A person
who has had a year or 2 years at a community college often can
make the jumps, but may need catch-up, may need a program that
may not be a full year, he or she might only need 6 weeks to learn
some particular skill. But many of the people we are talking about
do not have a high school diploma, or do not have that additional
2 years.

Senator CHAFEE. Well, I appreciate that.



The CHAIRMAN. Senator, I am sorry. I have to intervene.
Senator CHAFEE. I appreciate that. Thank you. Thank you, Mr.

Chairman.
The CHAIRMAN. The Secretary had told us that she had to leave

at 11:15. I would like to give Senator Riegle a chance to ask ques-
tions, and, at the time he finishes, we will have a recess till Sen-
ator Moynihan gets back. I have to make a vote.

Senator RIEGLE. Thank you, Mr. Chairman. We are also on the
second bells of a roll call. I am told there are 6 minutes left.

Secretary MARTIN. I will be fast.
Senator RIEGLE. I was not able to be present for the opening

statements. However, there are two or three comments I want to
make. One, is that I saw on this morning's AP wire that the num-
ber of Americans filing first-time claims for unemployment rose in
late August for the second week, to a total of 394,000. That is just
for the week ending August 29 and it is an increase of 8,000 from
the previous week.

Last Friday, we had the Bureau of Labor Statistics before the
Joint Economic Committee to analyze this data. 7n addition, you
probably saw this headline story in Saturday's Vashington Post
which said that there were 167,000 jobs lost in the United States
just last month. Of particular interest to you'hnd I is the fact that
97,000 of those jobs lost were industrial jobs, which are some of our
best jobs. These are high-skill, high-pay, high-value-added jobs.

We are seeing a continued drain of these jobs. We just had a
hearing in the Banking Committee on the condition of the auto-
mobile industry and we have got very serious problems in that in-
dustry. Even though the industry has made some significant gains,
the financial pressures it is under are very great.

In the automobile industry alone, Ford, Chrysler and GM have
already located over 70 plants in Mexico. Now, this is without a
free trade agreement. At the same time, we are seeing auto plants
close in Michigan, and I am quite sure that there are comparable
plants closing in Illinois where the work is being moved to Mexico
as well.

As you may know, Smith-Corona, a typewriter plant in New York
recently announced it was closing and would be moving production
of typewriters down to Mexico. The thing that concerns me is that
I believe we have got a jobs crisis in our country. We have too
many jobs disappearing.

These are not temporary lay-offs, these are plant closings where
people are being put out, and they are not finding replacement jobs
no matter what their skill level, such as a skilled machinist, or a
worker with some other highly technical skill. Even people with
Ph.D. degrees are floating around now and cannot find replacement
work.it is evident that we have a major unemployment problem and

jobs crisis on our hands which the Bureau of Labor Statistics and
the New York Times headline is showing us. Also from Saturday's
news you may know that the Federal Reserve made sort of another
emergency-type cut in the Pederal funds rate to try to get a little
more oxygen into the economy. I am greatly concerned about the
fact that we do not have enough jobs as it is, and I see the lure
of the 50 cent an hour or $1 an hour wages in Mexico as enticing



a much greater shift of jobs out of the United States to Mexico. It
is happening now. I just cited the example of the automobile indus-
try and the typewriter plant that is closing.

So, I am profoundly concerned about the fact that I see the Unit-
ed States-Mexico Free Trade Agreement becoming a major addi-
tional incentive for our plants to move South to take advantage of
the low environmental standards, the low wages, and so forth. As
a result, I think we are going to have an enormous worker dis-
placement problem in this country. I think it is going to go way be-
yond the $10 billion over 5 years, as the President's new plan pro-
poses. I think this plan and its limited funding will be a drop in
the bucket in terms of what is needed.

I am concerned about the fact that, as you yourself indicate,
there is not a dedicated source of revenue even to fund this limited
proposal. I understand your point that funding can come from a lot
of different places, but the fact is, we do not have a dedicated
source of where that $10 billion is going to come from. What I am
finding, in talking to families and workers out in Michigan that are
going through this right now that have lost their jobs, is they are
feeling increasingly desperate because of inadequate worker adjust-
ment programs and a lack of jobs.

Even if they go through a retraining program, there is not nec-
essarily a replacement job for them. I got a letter a couple of
months age from a man in Texas who has been through three
worker retraining programs. Despite the fact that h- also has a col-
lege degree, he still cannot findwork.

So, retraining, by itself, is jtust a slogan if there is not a job at
the other end to which someone can go. Of course, the main prob-
lem we are facing is that the job base is shrinking and not recover-
ing. Therefore, we have a terrible problem with an absence of jobs.

Yesterday, as I understand it, even though I was not there, in
the Ways and Means Committee, apparently Carla Hills indicated
two areas of our economy that are going to be the hardest hit in
terms of job losses in this country by the North American Free
Trade Agreement: the glass industry and the fruit and vegetable
industry. She may have gone beyond that and mentioned other po-
tential job losses. What does the Department of Labor see as the
areas that are likely to be the hardest hit in terms of job losses
here in the United States?

Secretary MARTIN. First of all, Senator, these are the statistics.
This Secretary of Labor has been talking about the creation of jobs
for almost 8 or 9 months. I am convinced that both Presidential
candidates and this whole place-that is all they should be talking
about. We should not be talking about new taxes on small and me-
dium businesses; we should not be talking about new mandates
that are going to end up costing jobs.

I would also like to add-and this is only slightly reassuring; it
is not super reassuring-that, although there was an increase of
8,000 in the number of people searching for work or applying for
UI benefits.

Senator RIEGLE. But those are U.S. Government numbers.
Secretary MARTIN. No, no, no. It is under the 400,000 mark. It

is still lower than it had been on its rolling average. So, again, I
do not say that it is good news, but it is not-



Senator RIEGLE. Regardless of which job loss estimates refer to,
I believe it is cold comfort for the person who has just lost their
job. Do you agree?

Secretary MARTIN. Absolutely. And, as you know, if it is one per-
son, it is too many.

Senator RIEGLE. Well, it is way more than one.
Secretary MARTIN. But let me tell you, first of all, on autos,

particularly-
Senator RIEGLE. Tell me where the jobs are going to be lost. That

is the bottom line in which I am interested.
Secretary MARTIN. The auto industry is concerned. But, as you

know, Senator, a lot of auto had already moved because there is
a domestic content law in Mexico. That will be removed from
NAFTA.

Senator RIEGLE. Let me just say one thing.
Secretary MARTIN. Sure.
Senator RIEGLE. I must go and vote or I am going to miss the

vote.
Secretary MARTIN. All right.
Senator RIEGLE. Do you know that, under this Free Trade Agree-

ment, a car can be built in Mexico sent to the United States, and
not have $1 of U.S. content in that car? The fact that autos will
be able to have Japanese content in them, but are not required to
have $1 of U.S. content, is of concern, especially from a job-loss per-
spective.

Secretary MARTIN. Right now, to sell a car in Mexico, there may
not be a dollar of U.S. content. That will change it.

Senator RIEGLE. I know. But presumably we are going to have
an agreement that makes that better. However, it does not solve
that problem for our auto and auto parts industry.

Secretary MARTIN. Well, I would also tell you that everyone does
agree that, in terms of auto parts-which affects Michigan and Illi-
nois, as you know, disproportionately--there is going to be a surge,
not a loss.

Senator RIEGLE. Well, I do not agree with you. I realize that is
the puff statement that is given by the administration. I do not see
that out auto parts industry will be the big beneficiary you predict.

Secretary MARTIN. No. I mean, you camnot-
Senator RIEGLE. We have got nearly a $30 billion trade deficit

right now just in autos and auto parts with the rest of the world.
That is the case today.

Secretary MARTIN. Well, but look at Mexico for a minute. We
have an $8 million trade surplus in manufacturing alone, and those
jobs pay 17 percent more than average jobs.

Senator RIEGLE. I know you do not want me to miss the vote.
Secretary MARTIN. You can oppose the treaty, but you have got

to face the fact that it is going to produce jobs.
Senator RIEGLE. I know you do not want me to miss the vote.
Senator BRADLEY. I do not want you to miss the vote either,

since I am next to ask questions.
Senator RIEGLE. What I have not heard is your prediction as to

which U.S. industries will lose jobs. I have heard a lot of informa-
tion in your response. However, I have not heard the answer to my
question. I would appreciate it if you would answer my question.



Secretary MARTIN. Well, we think overall there is a job gain. We
think that the job gain can be in

Senator RIEGLE. I know. But where are the losses going to be
and what will be the total number of displaced U.S. workers. If you
would, please be direct ond honest in answering my question.

Secretary MARTIN. You want a list of what six industries?
Senator RIEGLE. Yes. Well, could you tell me which industries

will be adversely affected by NAFTA? You are the Director of the
Department of Labor and therefore, should know this information.

Secretary MARTIN. We will get that to you.
Senator RIEGLE. From where do you see the job losses coming?
Secretary MARTIN. We will get to you, looking at the 21 economic

surveys that have been done. We will get to you what are esti-
mated to be the six major areas of loss. We will be happy to get
that to you.

[The information requested was not received at press time.]
Senator MOYNIHAN. Thank you, Senator Riegle. Thank you, Sec-

retary Martin. The Secretary will have to leave shortly.
Secretary MARTIN. I had to leave 10 minutes ago.
Senator MOYNIHAN. The last questions will be from Senator

Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman.
Secretary MARTIN. And I am sorry, Senator Bradley. You were

here, and so was I. I apologize for any inconvenience.
Senator BRADLEY. That is all right. We will try to do this quickly.

I thought that Ambassador Hills really gave excellent testimony
the other day.

Secretary MARTIN. She is very good.
Senator BRADLEY. And I think she made the very clear point that

the United States-Mexican Free Trade Agreement would result in
a net creation of jobs and they would be higher wage jobs, and that
it would also get at some of the harder areas of higher unemploy-
ment because of the decrease of illegal immigration. So, I thought
that she made a very cogent and strong case in support of the over-
all economic framework for a free trade agreement.

No one disputes, however, that there will be individuals who lose
their jobs because of the agreement. The unknown is how many
jobs, and where will they be, and what will an administration do
to try to effect an easier transition for those workers. And that is
where your position and your program is really critical.

You mentioned a number, that you would set aside $350 million
for NAFTA alone?

Secretary MARTIN. $335.
Senator BRADLEY. I think that is what you said.
Secretary MARTIN. Well, what we have done is established a

$670 million fund that can be moved at the discretion of the Sec-
retary. One half is NAFTA, the other half is non-NAFTA. But you
could shift funds into or out of the NAFTA account if there is a
need. You would have the flexibility to adjust to meet the situation.
Whoever the Secretary of Labor may be-she or he-would have
the flexibility to shift funds if we had the congressional authoriza-
tion to do so in the legislation that would be proposed.

Senator BRADLEY. In terms of the total job dislocation, you men-
tioned a number that is different from some of the numbers that



I have seen. The Institute of International Economics, for example,
is at the low end of the numbers that I have seen, when it says
about 112,000 dislocated workers. The high end is really several
million. The number that I have seen most frequently used is
roughly around 700,000 who would actually lose their jobs. Is that
number

Secretary MARTIN. Well, the highest number that we have seen
with-and I hope I am not misquoting them, and I will certainly
check-is the AFL-CIO number. And, again, I cannot speak to
their methodology on it because we have had a difficult time find-
ing out what it is. Their number is 500,000. So, I do not know
where these millions are coming from. They oppose the treaty, so
we feel fairly confident that they are using that-

Senator BRADLEY. But the number that you use in order to for-
mulate the adjustment programs

Secretary MARTIN. Right. We have looked at numerous objective
studies on NAFTA's economic effects. Of these the highest job loss
projection came to 150,000. Even though w( -nay not think it would
be that high, or you may not, we have offered a proposal which
could meet the need even if it was that large.

Senator BRADLEY. Do you have the AFL-CIO's figure there,
again? I mean, where does it say it is 500,000?

Secretary MARTIN. The paper I have with me is the University
of Maryland study that we did at the Department of Labor that we
contracted for, and I have that. I do not have the AFL-CIO study
with me. But here is the quote. It said, "Some half a million jobs
by the end of the decade." So, it is not even a per-year

Senator BRADLEY. But what is that from?
Secretary MARTIN. The AFL-CIO issued a news release showing

projected job losses at some half a million jobs for the end of the
decade, 83,000 job losses each year, and 55,000 workers needing
adjustment. Now, that is their numbers.

Senator BRADLEY. The study that I have seen is much, much
higher than that.

Secretary MARTIN. Whose study, might I ask?
Senator BRADLEY. The AFL-CIO study. Now, one of the things

that I would just like to get at is how much money you actually
need to do this.

Secretary MARTIN. All right. May I say this, Senator. If we dou-
ble the numbers that the AFL-CIO used as their worst case sce-
nario, it is still less than we are asking for in the training and re-
training bill to provide assistance and retraining services.

Senator BRADLEY. You see, I think we might be talking about ap-
ples and oranges. I think the number that you are referring to that
comes from the AFL-CIO is net. It is net job loss, which means you
take all those who have lost their jobs and you balance that against
all of those who gain jobs, and the net figure is 500,000. Now, what
I am trying to get at is, if you have a very much larger number
of workers who lose their jobs, that is the group that you have to
work with, not the net number.

Secretary MARTIN. Yes. I understand.
Senator BRADLEY. You ha're to work with the group of people

who lose their jobs.



Secretary MARTIN. I understand that. I think there is also a sec-
ond part of confusion here. There is a tendency to talk about those
workers over a ten-year period, and occasionally what you are talk-
ing about in terms of appropriating is in a 1-year period.

Even using, not the net, but the total number of dislocated work-
ers-because that is the number we work from, not the net-the
$2 billion/$10 billion over five-year program retrains, using the
highest numbers available, everyone that would need or could use
retraining. That is part of the program already. We knew that
would be. It is important to me, it is important to you. That al-
ready is in the package. It covers not just the net number, it covers
the total number dislocated.

Senator BRADLEY. And which industries are going to be the hard-
est hit?

Secretary MARTIN. Well, Senator Riegle asked some of the ame
thing. Textiles, as you know, has great concerns. I said whaV we
would do is give you a list of six to eight industries that, for what-
ever reason, have some extra special protections. What Ambsador
Hills and others have done is, within the agreement itself, those in-
dustries which would have the most severe impact have extra pro-
tections within the treaty itself.

So, I will give you those industries, too, but will also, if you wish,
give those industries not specifically mentioned in the treaty, but
using the economic data from these various studies, what is pre-
supposed from that. We would be happy to get you that.

Senator BRADLEY. The industries where there is the greatest job
loss.

Secretary MARTIN. Yes. We will get you that.
[The information requested was not received at press time.]
Senator BRADLEY. Well, I think this is important.
Secretary MARTIN. Yes. I do, too.
Senator BRADLEY. Because in the earlier testimony the number

you used was 150,000 dislocated workers.
Secretary MARTIN. Right.
Senator BRADLEY. And that you had a $350 million minimum

fund there for job retraining.
Secretary MARTIN. $335 million.
Senator BRADLEY. That Eanounts to about $2,300 a worker. Now,

is that what you are proposing to spend on each worker?
Secretary MARTIN. No. What each worker gets is up to a $3,000

skills training grant a year for 2 years which allows her or him to
get the kind of education and training that that person needs and
requires.

Senator BRADLEY. Right.
Secretary MARTIN. We also add to that for those who may need

a support system similar to the TAA program support system, but
only to those who need it rather than universal support. Those dol-
lars were put together, for a consolidated program of retraining
and transition assistance to dislocated workers including impacts
related to NAFTA, at an annual funding level of $2 billion in a $10
billion, 5-year program.

Senator BRADLEY. Well, I must say, I am not really clear on how
the program works and who is actually supposed to be covered by



this $2 billion program. Because, as I understand it, it is to cover
all those who are affected by NAFTA. Is that correct?

Secretary MARTIN. That is correct.
Senator BRADLEY. Does it do anything with defense workers?
Secretary MARTIN. Yes. What it does now-yes. Go ahead.
Senator BRADLEY. About 300,000 defense workers. Right?
Secretary MARTIN. It makes funds available for dislocation, what-

ever the cause. If you total it, it is $2.0 billion per year-which is
about three times what is now available. You could be dislocated
because of NAFTA, because of defense, because of technology.
There could be a multitude of reasons not specifically NAFTA relat-
ed, but that, too, would be part of the program. In other words, we
do not segregate workers for why they may have lost that job, but
get the training to her or to him regardless of that.

Senator BRADLEY. So, since 1985, 1 think it is, there have been
about 4.3 million workers dislocated. So, essentially those workers
would all be eligible for this kind of help?

Secretary MARTIN. Experience has indicated to us, Senator-and
that is what we used to define the final numbers-that, although
there may be 4.5 million workers, not all 4.5 million need or want
the training. We used conservative estimates and used the num-
bers that have stayed pretty consistent over the last few yeats
about the numbers by industry, who would require training arid
who would not. That is how we reached this.

It is my clear understanding and the department's that these
numbers have even more than a margin of error in them to retrain
virtually every American worker who would apply for such retrain-
ing with NAFTA. I must apologize. I must go. I had reached the
agreement I could leave at 11:15 before. I am so sorry about that.

Senator BRADLEY. I thank you for staying and allowing me to
question.

Secretary MARTIN. Of course. Well, your courtesy is much appre-
ciated.

Senator BRADLEY. I appreciate it.
Secretary MARTIN. And I must tell you, again, these excellent

people who have been doing a great deal of the work are also here
to continue to answer questions if you so choose, Mr. Chairman.

Senator MOYNIHAN. It was a pleasure, of course, once again, to
have you here, Madam Secretary. I have a question in writing con-
cerning international labor conventions, which we will send you.
And, with great appreciation for a spirited morning, and if you are
late, it is because we did not want to let you go.

Secretary MARTIN. It is always a pleasure to be here.
Senator MQYNIHAN. Thank you very much.
Secretary MARTIN. Well, sometimes a bigger pleasure than oth-

ers. But this i!3 a pleasure. Thank you.
[The responses to written questions were not received at press

time.]
Senator MOYNIHAN. No, sir. We will not trouble you further

today. We ard going to give you a lot of questions, and things like
that.

Secretary SPURLOCK. I look forward to it, Senator.
Senator MOYNIHAN. Thank you, Mr. Secretary. Our next witness

is Linda Morra, who is Director of the Education and Employment



Issues section of the General Accounting Office. The GAO, ever
faithful to our commands, has prepared a study-a very able, ex-
emplary study, as it always does-en the dislocated workers and
the comparison of assistance programs that have been in place, and
are in place.

And I am going to ask that our guests arrive and depart quietly.
There is always a little shuffling when we shift subjects. And we
will move to the non-partisan, objective analysis of the General Ac-
counting Office on this subject. Ms. Morra, you have brought Mr.
Rogers with you.

Ms. MORRA. Yes, I have.
Senator MOYNiHAN. We want to welcome you, sir.
Mr. ROGERS. Thank you.
Senator MOYNIHAN. Would you proceed? We do not control the

somewhat tumultuous events on the floor this morning. I will be
here, and pretty soon I will disappear and somebody else will. But
your testimony is important to us, Would you just proceed exactly
as you wish?

STATEMENT OF LINDA G. MORRA, DIRECTOR, EDUCATION
AND EMPLOYMENT ISSUES, GENERAL ACCOUNTING OFFICE

Ms. Mompulk. Thank you, Senator. We are pleased to be here today
to discuss how to help workers who lose their jobs because of busi-
ness closures or permanent layoffs. The two major programs to
help dislocated workers make the transition to new employment
are: Trade Adjustment Assistance, or TAA, and Economic Disloca-
tion and Worker Adjustment Assistance, or EDWAA.

In 1990, these programs provided training and employment as-
sistance to over 300,000 workers. TAA assists workers who lose
their jobs due to increased imports, while EDWAA provides serv-
ices to all workers regardless of the reason for dislocation.

Our study-which was done at the request of Chairman Bentsen
and Chairman Rostenkowski-of EDWAA and TAA shows that
both have shortcomings that hamper their ability to help dislocated
workers. Reaching workers before or at the time of lay-off increases
the chances for prompt reemployment. However, TAA and EDWAA
frequently are slow in reaching dislocated workers. We found that,
in Michigan, New Jersey and Texas, 65 percent of the TAA partici-
pants and 41 percent of the EDWAA participants did not receive
training in the first 15 weeks of unemployment. Delays in the de-
livery of TAA trainihg assistance were generally due to the worker
certification and notification process. EDWAA does not have a cer-
tification process. Yet, assistance for many EDWAA participants is
also slow in coming.

The re-employment potential of dislocated workers is enhanced
when assistance options and independent assessments tailor serv-
ices to the varied skills and interests of workers, and also local job
opportunities. Yet, under TAA and EDWAA, services are often lim-
ited; assessments may be performed by service providers who have
a vested interest in which services participants receive, and, thus,
services may not be tailored to the specific needs of individual par-
ticipants.For example, TAA offers participants classroom training in a va-

riety of occupations, but generally-7does not offer the option of on-



the-job training, or OJT. In some EDWAA projects, participants
may be offered OJT positions, but nothing in the way of basic skills
training.

We found that the availability of additional income support after
workers exhaust their 26 weeks of Unemployment Insurance bene-
fits gives them the option to enter longer-term training. TAA pro-
vides iup to 52 weeks of additional income support, and 84 percent
of the TAA participants in our State analysis enrolled in training
lasting 26 weeks or more.

Senator MOYNiHAN. Ms. Morra, I very much regret this. But I
am going to have to go arid vote, too. So, the committee will have
to stand in recess. Do not move. Do not go away.

Ms. MoRRA. I will not.
Senator MoYNiHAN. And we will be back to get the remainder of

your very important testimony, and this very important study.
Ms. MORRA. Thank you. \
Senator MOYNIHAN. We are going to get some facts on this sub-

ject.
Ms. MORRA. Thank you.
[Whereupon, the hearing was recessed at 11:42 a.m.]

AFTER RECESS

The ChAIRMAN. We will commence the hearing again. Ms. Morra,
I apologize to you for the interruptions. This is a difficult way to
run a hearing. But, if the continuity of thought is not interrupted
too much, I would appreciate your continuing.

Ms. MoRRA. Thank you. We were talking about the need for addi-
tional income support after workers exhaust their 26 weeks of un-
employment insurance benefits. We ha,e found that the availabil-
ity of additional income support after workers exhaust their 26
weeks of Unemployment Insurance benefits gives them the option
to enter longer-term training.

TAA provides for up to 52 weeks of additional income support,
and 84 percent of the TAA participants in our three-State analysis
enrolled in training taking 26 weeks or more. In contrast, under
EDWAA, participants do not generally receive additional income
support, and only 31 percent were enrolled in training lasting 26
or more weeks.

Neither TAA or EDWAA require States to collect sufficient infor-
mation on who is served, the services provided, and how partici-
pants fared after completing the programs. Participant progress
and program performance cannot be adequately assessed.

The President has proposed replacing TAA and EDWAA with a
single comprehensive program that serves all dislocated workers,
regardless of the reason for their dislocation. This could eliminate
confusion about program eligibility and simplify the delivery of
services. The availability of skills grants and income support could
also allow workers more flexibility in choosing the type of retrain-in they desire.l4any questions about the proposal, however, remain to be an-

swered. It is unclear whether assistance provided under the Presi-
dent's proposal will be more timely. As we have seen with EDWAA,
the lack of a worker certification may not speed up delivery of serv-
ices.



Another question is whether assistance provided under the Presi-
dent's proposal would be tailored to the needs of individual work-
ers. For example, would workers who prefer on-the-job training
rather than classroom training be able to use their skill grant for
OJT? For workers choosing occupational training, there is a ques-
tion as to whether the $3,000 annual skill grant will be sufficient
to support the training options selected.

Finally, another question to be answered is whether the Presi-
dent's proposal will require States to provide sufficient information
to assess participant progress and program performance.

Mr. Chairman, I will be happy to answer any questions you may
have on the testimony or on the report that we have issued to you
today.

[the prepared statement of Ms. Morra appears in the appendix.]
The CHAIRMAN. Ms. Morra, I have not had a chance to look at

the report, but i would like to ask you a couple of questions. As
I understood your testimony, you stated that the President's pro-
posal is silent regarding on-the-job training. I am wondering if you
find that on-the-job training works, if it is helpful, if it is some-
thing we should provide.

Ms. MORRA. We know that the more options you have to meet
the individual needs of workers, the better; that is, not all workers
want, need, or desire classroom kinds of training. On-the-job train-
ing is another option that helps meet individual worker needs and
preferences.

will add, however, that the GAO and the Labor IG certainly
have been concerned in JTPA, in general, about abuses in the pro-
vision of on-the-job training.

The CHAIRMAN. Let me have an idea of what those abuses would
be.

Ms. MORRA. Those kinds of abuses are where we have workers
in on-the-job training for a very, very long time when it is doubtful
that a long time is needed to master the skills. Eight months in
a car wash, would be an example. That is the type of abuse that
you can find.

Or workers who, you will fir~d, have already worked in the posi-
tion using the same exact skills as the on-the-job training that they
are then placed into. So, certainly in any on-tbe-job program, you
would want to see some kind of protections so that these types of
abuses do not happen.

The CHAIRMAN. ,.ee there differences between the kinds of work-
ers that are benefitted by TAA and EDWAA?

Ms. MORRA. In our three-State analysis, we found that there are
differences between the workers served by TAA and those served
by EDWAA. In general, the workers being served by TAA are a
harder-to-place population.

The CHAIRMAN. They are what?
Ms. MORRA. A harder-to-place population. They tend to be older,

less educated. TAA also has a higher proportion of females in the
population than to EDWAA

The CHImRMAN. Well, I also understand that the TAA provides
more benefits to workers than EDWAA, perhaps more than AS-
SETS. Are the TAA benefits so rich that they ought to be curbed?

Ms. MotRA. That is a difficult question.



The CHAIRMAN. If it were not difficult, I would not have asked
you.

Ms. MORRA. Some workers do have need for longer-term training,
and TAA provides that; EDWAA does not provide it. TAt' is a more
expensive program because of the provision of the income assist-
ance. TAA enables participants to get longer term training, and
that longer term training can have benefits for those who need it.

The CHAIRMAN. Well, in thinking about your study, would it have
been more helpful, and, therefore, let you exercise better judgment
if we had better information tracking these workers? Are there
things that we should do in that regard?

Ms. MuRRA. I think so. I think that it is important to have infor-
mation to judge participant progress and program performance in
terms of who is being served, what services they get, what the out-
comes of the program are, both short term, and also long ter..i. And
I think, in addition, what you need to be able to do is link your
outcomes and your training to your participant characteristics.

So, in other words, when you are looking at the effectiveness of
a program, you want to know what are the outcomes for all of the
participants, but then what are the outcomes for women, are they
only getting placed in certain jobs, are they getting placed in lower
wage jobs. You need to be able to link the characteristics of the
people participating in the program to the services and to the out-
comes.

The CHAIRMAN. Well, I hear complaints that the assistance is
slow in coming under TA.A and EDWAA. What can be done to ac-
celerate that? I would like to have some thought, from you on that.
Then I also understand that under the ASETS program, workers
could get assistance and training in an industry where dislocations
were taking place, even though that workers, as yet. had not lost
his or her job. What do you think of that?

Ms. MORRA. First of all, providing timely assistance t9 workers
is a problem, both under TAA and under EDWAA. And it-b-oks as
if it could be a problem under the program in the President's pro-
posal.

Under TAA, the problem seems to be the time needed to have
labor certify the workers. That process can take up to 60 days.
Then there is another 60 days that can be taken to actually notify
the worker about whether or not certification has been given. So,
you can have 120 days, 4 months, before a worker actually starts
getting services under the TAA program.

Now, EDWAA does not have that certification, so one might
think-that it would be faster in terms of providing the services to
workers. But, uuder EDWAA, there are still many workers who are
still not receiving benefits 15 weeks after unemployment.

Some of that problem may be that, under that program, you have
rapid response teams who come to the workers and tell them the
kinds of benefits that they are entitled to, but do not actually pro-
vide the services. It is left, in most cases, to the workers to actually
then go to the places where the services are provided.

Workers may be embarrassed about doing so, they may hope thf
they may get another job so that they put off going and getting reg-
istered for additional forms of help until their current benefits have
run out. Those are the kinds of problems that ma; slow workers
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in obtaining timely services. Those kinds of problems look like they
would be there under the President's proposal as well.

The CHmRMAN. I must say that I have seen some instances in
my own State where the Federal Government, the State, and the
company cooperated and moved early before people were dispersed,
fired, that sort of thing. The percentage of successes was far higher
than once they had been laid off.

Senator Symms.
Senator SYMMS. No questions, Mr. Chairman. Mr. Chairman, I

would ask unanimous consent that my statement be placed in the
record.

The CHAIRMAN. Yes, of course. Without objection.
[The prepared statement of Senator Symms appears in the ap-

pendix.]
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Just a question of

you, Mr. Chairman. This is the final witness, obviously, today.
The CHAIRMAN. That is correct. Yes.
Senator CHAFEE. And you have had your questions. Are you

going to ask more after this?
The CHAIRMAN. No, no, no. That is fine.
Senator CHAFEE. All right. If I might, I would just ask a couple

of questions which follow up on the questions I asked Madam Sec-
retary previously. And that is: how effective are these worker train-
ing programs? I have a feeling, which may be inaccurate-and, as
I say, my information really comes from observations I have made
in my own State, both when I was Governor when we were in-
volved with worker retraining and since then-that if you have a
worker who is a graduate of high school, maybe a graduate of a
junior college, he or she probably has an excellent chance of obtain-
ing the training he or she wishes, if a job is available, through the
employer.

In other words, if employers who are expanding need workers
and they put some money into retraining these workers to give
them the skills that they require, does that on-the-job training
prove more useful than a retraining program?

Ms. MORRA. I think that one of the problems is, is that the data
are not there. For TAA and EDWAA, you really do not have the
data to know what is happening. Under TAA, you have no data
coming in on what happens to workers who have gone through that
program.

Under EDWAA, you have some general information. You know
that 70 percent of those who go into EDWAA do get placed. You
know that, on average, they are earning, I think, $7.80 an hour.
You know that when you come back 90 days from that point and
look to see who is still employed in those jobs that some 71 percent
are still employed.

But you do not have enough data to answer the type of questions
that you are asking, like, are those 70 percent the people who are
better-educated? What happens long-term? Ninety days is not very
long. To say that a program is effective, you would want workers
to be employed for more than 90 days after you finish training
them and after they got placed. So, part of the problem is lack of
data with these programs to know how effective they are.
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Senator CHFEE. Well, why is that? It seems to me that these are
not inexpensive programs. What we invest per worker is substan-
tial. Why do we not have better data?

Ms. MORnA. I cannot answer that question. It is currently not re-
quired. There are some changes that are being made.

Senator CHAFEE. That is the responsibility of the Labor Depart-
ment, I presume.

Ms. MORRA. Well, Labor is now, in EDWAA, taking some steps
to obtain the types of data that I am talking about. The JTPA
amendments that have recently been passed require some data. In
addition, Labor is considering requiring more. We think that those
would provide the types of data for EDWAA that I am talking
about. Bob, do you want to add anything to that?

Mr. ROGERS. I was just going to say, the information that is
available on EDWAA is more substantial than it is under TAA.
And I think if the same requirements that are now being proposed
by the Department of Labor were also proposed for TAA, it would
add to the information that you are looking for.

Senator CHAFEE. I suppose the conclusion I am coming to is
something that we all know: education is vitally important for our
people. This accents it. If people are going to have a multitude of
jobs over their career-the Secretary was indicating a minimum of
five-then every effort we can make to keep our population in high
school, and perhaps gain a taste of education beyond that vastly in-
creases that individual's chance to receive a new job 'should he or
she lose a job. I assume I am right in that.

Ms. MoRRtA. Certainly. I think most people would agree WihYQUW
that staying in school and obtaining an education that provides
skills for transitio-Ling into either higher education or the world of
work is critically important.

Senator CHAFEE. But I think we have to be cautious of this word,"obtain the skills," because, as I see it-at least as I look at it at
home-the general education one comes out of a high school with
does not involve specific employable skills.

Maybe familiarity with computers, which is a skill, is included in
there, for example. But, yet, with an educational background, the
employers are willing to take new employees on, figuring they can
train them on what they want them to do rather quickly. Well, Mr.
Chairman, I have not come to any great conclusions.

The CHAIRMAN. Well, this is a tough subject.
Senator CHAFEE. But it just seems to reinforce something that

we all know, it just comes home to us that our population has got
to finish high school, every single one of them, and hopefully take
a little bit of education beyond that. And then they are equipped
to make these employment transitions, whether it is five or six,
that are involved in the future.

The CHIRMAN. Well, Ms. Morra, we are appreciative,(f your tes-
timony, and Mr. Rogers. It is helpful to us. With that, this particu-
lar session will be adjourned. Thank you. K /
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Senator CHAFEE. Mr. Chairman, the topic of next session will be
what?

The CHAIRMAN. The Trade Subcommittee will hold a hearing on
environment next week.

Senator CHAFEE. Next week.
* The CHAIRMAN. Yes. Thank you very much.

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

[Whereupon, the hearing was concluded at 12:03 p.m.]
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Also present: Senators Moynihan, Baucus, Riegle, Packwood,
Roth, Danforth, Chafee, Symms, and Grassley.

[The press release announcing the hearing follows:]
(Press Release No. H-49, September 17, 1992...

BUSINESS, LABOR VIEws OF NAFTA TO BE DISCUSSED, BENTSEN SAYS BENEFITS TO
INDUSTRY, WORKERS "PIVOTAL"

WASHINGTON, DC--Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, announced Thursday that the Chairmen of key advisory committees will tes-
tify at a hearing next week on the North American Free Trade Agreement.
The hearing will be at 9 a.m., Tuesday, September 22, 1992 in Room SD-215 of

the Dirksen Senate Office Building.
"Congress mandated the establishment of private sector advisory committees to

provide information and advice to the President and Congress on trade agreements.
These committees must report to the Congress on whether and to what degree the
North American Free Trade Agreement promotes the economic interests of this
country," said Bentsen (D., Texas).

"This is the pivotal issue in the NAFTA: whether that agreement will provide sub-
stantial net benefits to United States industry and to our workers. For that reason,
I have asked Jim Robinson, Chairman and Chief Executive Officer of American Ex-
press Company and Chairman of the Advisory Committee on Trade Policy and Ne-
gotiations, and Tom Donahue, Secretary-Treasurer of the AFI-CIO and Chairman
of the Labor Advisory Committee, to testify before the Finance Committee," Bentsen
said.

"It is important that we hear what business and labor have to say as the Commit-
tee continues its consideration of the NAFTA."

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

The CHAIRMAN. This committee will come to order. On Friday,
the President of the United States formally advised the U.S. Con-
gress that he intended to enter into a NAFTA agreement. That
means the clock starts ticking. That means for the next 90 days
that we will be examining what is proposed under this NAFTA
agreement. That 90 days has to expire before the President is enti-
tled to sign that agreement.

Friday's notice was accompanied by a new NAFTA text. While
this is not the final language, it is substantially beyond what we
saw on September the 6th when certain areas still contained brack-
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ets that indicated work still had to be done on them. Just as impor-
tantly, the package sent up Friday by the administration included
no fewer than 38 reports on the NAFTA by the official private sec-
tor advisory committees on trade.

Members of this committee will recall that back in 1988 we wrote
into law the requirement that these 'committees submit their re-
ports on the trade agreement not later than the date on which the
President notifies us of his plans. We also required that the lead
policy committees inform us whether the agreement serves U.S.
economic interests, and that each sectoral advisory committee pro-
vide its views on how it affected that particular segment of the
economy.

I think, without a question, these advisory committee reports are
going to have substantial influence on the Congress; how they react
to the NAFTA agreement will improve or lessen its chance for ap-
proval by the Congress. And, in light of that important role, I have
asked the heads of the principal business and labor advisory com-
mittees, Jim Robinson and Tom Donahue, to appear before the
committee today.

I am interested in hearing their views on how their committees
reached their conclusions on this agreement-conclusions, frankly,
that could not be more diametrically opposed. I think that is part
of the reputation of this committee, that we listen to both sides.
Not that it makes our decision any easier, but perhaps it is a more
informed decision when we arrive at it.

So, I welcome that input, not only on the NAFTA text, but also
on what remains to be done in those areas not covered by the text
itself, including worker adjustment and certain environmental con-
cerns. It has been 18 months since we had a representative from
your committees. At that time, I think we had Kay Whitmore, head
of Kodak, testifying before us. And we had Tom Donahue, rep-
resenting labor. We had them as we began our deliberations on the
fast track, the authority that permitted the NAFTA negotiations to
occur in the first place.

So, it seems fitting today that we welcome back two distin-
guished labor and business leaders to provide us the first official
private sector reaction to the agreement itself. Senator Packwood,
any comments you might care to make?

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

Senator PACKWOOD. Thank you, Mr. Chairman. There is really
one thing I am looking for today. We have already heard environ-
mental testimony last week. It would seem to me, under the agree-
ment, whether or not you were totally satisfied with the advances
made in environmental protection, they are better than no agree-
ment. At least it tries to take some steps forward on environmental
protection, especially south of the border.

But I am intrigued today to listen to the argument as to why or
why not companies would deliberately move to Mexico if we had
the free trade agreement but do not go now. The tariffs are rel-
atively low.

If we had no agreement, then the likelihood of improving the en-
vironment is somewhat less than with the agreement. Also, with no



agreement, the tariffs or imports coming into the United States
are, on an average, about 4 percent; for automobiles they are 22
percent. If the fear is that companies are going to go to Mexico,
why do they not go now? Nothing is stopping them.

So, I would be very interested in having both witnesses address
themselves to that issue, or I will ask some questions on it. For the
life of me, I cannot figure what the United States loses when our
access to Mexico is rather dramatically increased. We almost have
a one-way free trade agreement with Mexico now, and it is one-way
coming in rather than exports going out.

Also, for the life of me, it would seem that American manufactur-
ers would be better off with the reduced tariffs, the reduced quotas,
the reduced licensing and greater access to the Mexican market.
That is going to gain us much more than we lose with a few compa-
nies that might conceivably move to Mexico if we had the agree-
ment that would not move if we do not have it. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you. Mr. Robinson, you are fortunate. You
do not have all the other members here yet, so, therefore, they are
not going to delay your speech. Let us hear it.

STATEMENT OF JAMES D. ROBINSON III, CHAIRMAN, ADVI-
SORY COMMITTEE FOR TRAD-OLICY- AND NEGOTIATIONS,
CHAIRMAN, THE BUSINESS ROUNDTABLE, INTERNATIONAL
TRADE AND INVESTMENT TASK FORCE, AND CHAIRMAN AND
CHIEF EXECUTIVE OFFICER, AMERICAN EXPRESS CO., NEW
YORK, NY
Mr. ROBINSON. Good morning, Mr. Chairman. Thank you for the

invitation to be with you. It has been a long process, and one that
you, personally, and your committee have played a most active and
constructive role in following. So, it is a special pleasure to be here.

You spoke of the process. In my 25 years of working on issues
in Washington, I know of no other process like the advisory com-
mittee process that brings together the private sector in a formal
way and requires them to debate, not only within their own ranks,
but then to look across a broad spectrum.

I find it an extremely constructive one, and you raise the ques-
tion as to how we reached our conclusions. The conclusions were
reached because we were substantially involved in the details over
this entire period of time, so our learning curu- were high.

Let me move into my official statement, because I am appearing
in two capacities today. First, as Chairman of the Advisory Com-
mittee for Trade Policy and Negotiations, or ACTPN, and also as
Chairman of the Business Roundtable's International Trade and
Investment Task Force. As you know, last week the ACTPN sub-
mitted to the President and Congress a comprehensive report ana-
lyzing NAFTA.

And the committee, whose 44 members include representatives
from a cross-section of manufacturing and service industries-agri-
culture, labor, and an environmental interest group-strongly en-
dorsed the NAFTA and called on the President to sign the agree-
ment, and the Congress to implement it.

Of the committee members, the two labor representatives dis-
sented from the recommendation. Today, the Business Roundtable,



representing over 200 U.S. companies, released a' statement in
strong support of the agreement as well.

The NAFTA is an extraordinary achievement-an achievement
that fundamentally changes for the better our relationship with our
third largest and fastest-growing trading partner, Mexico, and it
furthers in some areas our relationships with Canada. These are
out neighbors. We share thousands of miles of border together.
And, in that context, I must admit it has been distressing to see
the way in which the NAFTA agreement has been received in some
quarters and the degree to which it has taken on political tones of
its own.

You know, I think it is worth taking a minute to reflect on why
we started these negotiations in the first place. Well, the objective
was clear: to increase business opportunities for American manu-
facturers, service providers, and agricultural interests. The NAFTA
achieves this. What I hear are complaints about the inadequacy of
the environment and worker-related issues.

In no way do I want to minimize these issues, and I will address
them in my testimony. But I think it is important to bring the
focus back-back to our primary objective. It was just a few short
years ago that I participated in a hearing before this committee
called Mastering the World Economy.

And, at that time, Mr. Chairman, some fundamental questions
were asked about our place in the world trading system. At the
time, we laid out a three-pronged strategy for enhancing U.S. inter-
national competitiveness and promoting U.S. economic interests.

First, through multilateral negotiations, specifically, a successful
negotiation of the Uruguay Round. Second, through bilateral nego-
tiations. And, third, when necessary, unilaterally strengthening
and aggressively using U.S. trade law. And it was the general sup-
port of business, in fact, for this third point that helped lead to the
enactment of the 1988 Omnibus Trade and Competitiveness Act.

The NAFTA agreement is an important component of that three-
ronged strategy. The NAFTA provides a strategic opportunity to
reak dogwn barriers to trade in Mexico and Canada without con-

frontation. It accomplishes in one action what we, the business
community, Congress, and the administration collectively have set
out to accomplish: namely, to increase exports and enhance the
competitiveness of U.S. firms by gaining market access, by elimi-
nating trade barriers, and locking in foreign economic reforms.

America's future depends on further integration in the world
economy and increased access to important and growing markets.
Surely Mexico meets this bill. It is an exciting country that is clear-
ly on the move. After a decade of crisis, it has achieved macro-eco-
noinic stability and has liberalized, modernized and deregulated its
economy at a breathtaking pace.

In many ways, Mexico is a model for every country, from Argen-
tina, to Russia, to Eastern Europe; countries that are seeking the
right formula to put capitalism and economic stability in place.

Now, if we reject the agreement or insist on reopening it in ways
that unravel the agreement or do injustice to Mexico's rightful sov-
ereignty and national pride, we will not only have missed a great
opportunity to expand markets for U.S. firms to the benefit of
American workers, but we will do much more.



We will risk a return to economic instability and increased pov-
erty in a country that is of great strategic interest to the United
States. We will send a signal to the rest of Latin America and

,other parts of the world that the United States is no longer inter-
ested in increased trade opportunity and mutual advantage.

Now, I realize that this is a highly political time, and I deeply
regret that NAFTA is caught in the middle of some of that. But I
urge all parties to examine the agreement on its merits and con-
sider the broad ramifications of rejecting the agreement or opening
it to demand further concessions by Mexico before committing to
such a path.

I would now like to turn to the agreement itself and discuss the
broader economic reasons why it deserves your support. When
Presidents Bush and Salinas and Prime Minister Mulroney an-
nounced their intention to negotiate a North American Free Trade
Agreement, the U.S. private sector immediately and enthusiasti-
cally backed the initiative. We made clear, however, that our sup-
port for the final package would be contingent on the attainment
of specific trade and investment objectives, and that no agreement
would be better than an inadequate agreement.

A year ago, the ACTPN and The Business Roundtable separately
identified specific objectives which the agreement should accom-
plish for it to merit the support of the United States. The objectives
set out both by the ACTPN and The Roundtable were comprehen-
sive in scope and extremely ambitious in terms of international eco-
nomic negotiations.

The result of the negotiations are very impressive. To be sure, we
did not get everything we wanted. In some cases, such as the Cana-
dian's insistence on the cultural exemption for intellectual prop-
erty, the shortcomings are extremely disappointing.

But, on balance, the agreement meets or exceeds our expecta-
tions. This is a world-class agreement. It would be a great mistake
to reject it. Now, I have attached a two-page summary comparing
The Roundtable's objectives against the results, and the summary
provides, in a glance, a look at the breadth of accomplishments ob-
tained under NAFTA.

[The summary appears in the appendix.]
Mr. ROBINSON. Now, we, in our own working committees, found

it quite useful to be able to have a scorecard like that so that we
could look across the breadth of what NAFTA has put forth.

What does it accomplish on the economic front? Well, here are
a number of major items. Removal of all tariffs on trade between
the United States, Canada, and Mexico: 50 percent are removed on
day one, with most of the remaining tariffs eliminated within 5 to
10 years; elimination of non-tariff barriers, including import and
export restrictions, Customs user fees, duty drawback programs,
and waivers of Custom duties; strict rules of origin to preserve the
benefits of the agreement to the three signatories, and to prevent
other countries from using Mexico as a platform to flood U.S. mar-
kets; phase-out periods for import-sensitive goods; emergency safe-
guards to help import-sensitive industries adjust to increased com-
petition; preservation of U.S. anti-dumping and countervailing
laws; total market access for U.S. agricultural products within 15
years: a critical issue, particularly with Mexico, our fastest-growing
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agricultural export market; unprecedented protection for patents,
copyrights, trademarks, and trade secrets; elimination of most bar-
riers to investment and a commitment from all NAFTA countries
to provide national treatment or most-favored-nation status to
investors in the three countries; access for U.S. financial service
providers to what had been a virtually closed market; elimination
of virtually all barriers to trade and other services, including tele-
communications.

I want to add that, on these last two points-both of which are
of great interest to American Express-these gains are historic.
This is the first trade agreement ever to achieve significant market
access for U.S. service providers. In short, there are substantial
benefits. Let me tell you what it means in everyday terms for just
a few U.S. companies and their workers.

Eastman Kodak, in Rochester, NY, which exported $126 million
to Mexico in 1990, expects to double its exports to Mexico and ex-
pand domestic employment in the process. Caterpillar, in Peoria,
IL, expects the U.S. industry sales of construction equipment to
Mexico to rise by $35-$40 million a year, and the company, of
course, which is already an important dominant player in the
Mexican market, expects to capture a big share of that increase.

My own company, American Express, which has operated in
Mexico for 100 years, will now be able to offer a broader array of
services to our customers. Under the NAFTA, our subsidiary,
Shearson, Lehman Brothers and IDS, will be able to offer financial
services in Mexico for the first time. The Big Three automobile
manufacturers expect automotive exports to Mexico to near $1 bil-
lion in the first year of the NAFTA.

I also want to mention that the U.S. Council of the Mexico/U.S.
Business Committee has completed a series of detailed studies that
provide an effective analysis of the potential effects of the NAFTA
on 13 States and they have under way an effort to analyze an addi-
tional 17 States shortly. These studies clearly document the bene-
fits of the agreement in a meaningful way. I am providing a copy
of the New York study, where, of course, we are headquartered, to
the committee for the record.

[The study appears in the appendix.]
Mr. ROBINSON. As noted earlier, there are some areas in which

the NAFTA does not meet the ACTPN or The Business
Roundtable's negotiating objectives. For example, both groups
would have preferred faster elimination of tariff and non-tariff bar-
riers in certain sectors, including liberalization of the Mexican en-
ergy sector, or elimination of the Canadian cultural exemption, and
elimination of investment screening requirements.

Both The Roundtable and the ACTPN encourage U.S. negotiators
to seek further liberalization on these issues, and it made clear
that these deficiencies should not serve as a precedent for any
other agreement. We believe, however, that these shortcomings do
not warrant opposition to the agreement, and we are convinced
that NAFTA will lead to stronger growth for the United States.

Now, what have we accomplished on the environmental and
labor fronts? The NAFTA represents the first environmentally sen-
sitive trade agreement ever. And the agreement affirms the intent
of all three nations to promote sustainable development to main-
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tain existing U.S. health, safety, and environmental standards and
to allow each country to impose standards that are stricter than
those mandated by international laws.

The agreement also expressly prohibits the parties from lowering
environmental standards in order to attract investment. NAFTA is
the world's first and only pro-environmental trade agreement.

There have also been parallel initiatives, including the border
plan released in February of 1992, and the establishment of the
Joint Commission for the Protection and improvement of the Envi-
ronment, to name a few.

Just last week, the environmental chiefs of the United States,
Canada and Mexico announced the formation of a trilateral com-
mission to oversee the environmental aspects of the NAFTA. There
is no doubt that NAFTA has created the political climate for envi-
ronmental cooperation and has furthered Mexico's steps to becom-
ing an environmental ally.

On the issue of labor adjustment, The Roundtable and the
ACTPN believe that the transition periods for sensitive sectors and
the strong rules of origin in the agreement will help smooth the
transition to free trade and minimize worker displacement as a re-
sult of the NAFTA.

In addition, we support the development and the mechanism of
adequate and effective adjustment assistance for U.S. workers in
the implementing legislation for the NAFTA. We stand ready to
work with the administration and Congress on this effort. The ad-
ministration's proposed comprehensive $10 billion Worker Adjust-
ment Initiative provides a useful basis for beginning the debate.

In addition, we support the Memorandum of Understanding
signed by the United States and Mexico to promote increased
standards of living and better health and occupational standards
for both countries.

In evaluating the environmental and labor-related issues, I
would like to add, that in our view, the NAFTA meets, and, in fact,
exceeds both Congressional and administration objectives that were
set forth in House Resolution 146 and the May 1, 1992 Presidential
Action Plan, respectively.

The gains from the NAFTA are significant, but there are also
broader strategic reasons why we support the agreement. First, the
NAFTA will create jobs, and, hence, help jump-start the faltering
U.S. economy. Reducing trade barriers will increase manufacturing
jobs. Mexico is America's fastest-growing export market. Over 85
percent of U.S. exports to Mexico-nearly $28 billion in 1991-are
manufactured goods. Workers in these export-related jobs earn 17
percent more than average U.S. workers.

Second, NAFTA will enhance the international competitiveness
of U.S. companies. Cross border production sharing is ready a re-
ality for much of U.S. manufacturing. With a NAFTA that allows
companies to plan long-term investments based on economic effi-
ciencies rather than governmental-imposed barriers, costs can be
reduced and economies of scale achieved, allowing NAFTA products
to compete more effectively against products made elsewhere in the
world.

Cross border production sharing is especially important, because
our major competitors are already pursuing identical strategies 'n



102

Europe and Asia. The United States cannot afford to lag behind
these countries.

Third, in many respectt. the NAFTA serves as a model for our
trade relations with othei countries. In the areas such as services,
intellectual property and investment, the NAFTA has gone far be-
yond both the Canadian Free Trade Agreement and what is cur-
rently included in the Dunkel text of the Uruguay Round agree-
ment. What we achieved with Mexico, a developing country, is his-
toric in its scope and sets new standards for similar initiatives with
other important countries.

One last point. When the ACTPN and The Roundtable issued
their objectives statement a year ago, we made clear that we ex-
pected the administration to consult with us on an ongoing basis
so that we would be part of that process that you referred to ear-
lier. And we believe that the administration fulfilled its obligation
in this respect.

The U.S. Trade Representative, her staff, and others in the ad-
ministration met with the private sector representatives-both offi-
cial advisers, as well as trade associations-nearly 1,000 times over
the course of the regotiations. We had regular, detailed, sub-
stantive input into the process. The administration, particularly
Carla Hills and her associates, should be commended in this re-
gard.

In reviewing the NAFTA, is it clear that our great expectations
and our high ambitions have led to great results and unprece-
dented achievements. The NAFTA substantially meets and often
exceeds the trade and investment objectives of the ACTPN and The
Business Roundtable.

Moreover, the agreement provides a careful balance of economic
growth, labor and industry benefits, and environmental sensitivity.
This balance reflects the unprecedented level of the involvement of
the private sector in shaping the agreement.

Failure by Congress to approve the NAFTA will deprive the U.S.
economy of a much-needed engine for economic growth, one that
will generate thousands of jobs and will enhance greatly our inter-
national competitiveness. Thank you.

The CHAIRMAN. Mr. Robinson, I appreciate your statement.
[The prepared statement of Mr. Robinson appears in the appen-

dix.]
The CHAIRMAN. Let me explain some of the mechanics. Senator

Moynihan has gone over to the floor. We are expected to have a
vote at 9:30, and I will remain here and continue these hearings,
and hopefully then he will be here and we will make the transition
without a problem.

I am interested in your testimony. The deep concern is whether
or not we have a net loss in jobs or a net increase in jobs. I fought
very hard, as did many members of -this committee, to give the ad-
ministration that authority to negotiate. And you talk about the
creation of jobs, and that is right; I understand d that. But there is
also a substantial loss of jobs, and we know that. Trying to balance
those out, that is the concern.

There is a lot of difference between what we are doing and what
we are seeing in EC 1992. We have an incredible disparity in
wages. That is the big hurdle, it seems to me, to try to cross. You
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see EC 1992 quite reluctant to take those types of countries in or
slow down the process for them.

In trying to balance that out, there is no question in my mind
but that we are going to see in Europe-in spite of the Maastricht
treaty, whether that is approved, or not approved--economies of
size and borders wiped out so far as customs and tariffs. They are
going to be a much tougher competitor. You are seeing that in the
Asian countries, to a degree.

We have to respond to that type of competition. We look, not so,
much to military confrontation, but economic competition. And we
are worried and concerned about increasing the standard of living
of our people. So, I am going to be a devil's advocate for a bit, as
I will of Mr. Donahue, in trying to see how we take care of that.

I look at things in agriculture. I look at it in fruits and vegeta-
bles. And I have the administration respond and say, well, we have
given you 10 years of transition that really means 10 years to go
out of business. What do you do with those properties when those
10 years have expired in trying to be competitive? Those are things
that concern me. I am told that the tariffs coming into this country
on the Mexican products, in many instances, were removed in-
stantly when this goes into effect, but more over a transitional pe-
riod on the other side. I would like for you to address that.

When we talk about the cultural exemption and the disappoint-
ments in energy procurement. on the other side, and you say we do
not want that as an example to GATT. I sure agree with that, but
I do not know how you quite stop them from being examples to
GATT. So, those are the concerns. I would like for you to comment
on that.

Mr. ROBINSON. Mr. Chairman, you covered a lot of territory in
your statement.

The CHAIRMAN. I did.
Mr. ROBINSON. Obviously, I agree with your observations on the

European Community and the work ihat they will-and properly
will-be doing with central and eastern Europe. The region will be
cross-border production sharing and will be highly competitive on
a world-class basis.

The CHAiRMAN. Yes.
Mr. ROBINSON. Obviously, the same thing is going on in Asia.

Mexico, after NAFTA, then the Americas Initiatives, give us simi-
lar opportunities. And I think reasonably that is very important for
the western hemisphere and for U.S. companies. In terms of the
impact on the jobs that will be lost in this country and the transi-
tion periods, that is what transition periods are for, that is what
safeguards are for.

And those properly should be looked at as to where you need the
adjustment assistance. In a global marketplace, you cannot provide
indefinite protection for anybody. And if you do not change, you are
going to be out of b'isiness.

So, I think a process, with the proper sensitivity, has the mecha-
idsms for dealing with that phenomena, I think, which you are de-

/--,ating. I am sure that there will be opportunity to provide specifics
[I aT4oggthat regard.

The-cultural exemption is a Canadian problem. The industries
that are impacted negatively applaud Mexico's handling of that. We
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did not resolve it with Canada as we had hoped in the NAFTA
agreement. We tried. It is a special issue, and we recognize it as
such. We have, in the ACTPN report, been quite explicit about pre-
serving the rights to retaliate should it be utilized in an inappro..
priate way.

On energy, that, too, is an area of dealing with sensitivity with
a developing world. I have talked to officials in that industry, and,
by and large, they feel that the establishment of upstream kind of
activity is a plus in this agreement. In fact, because of that and be-
cause of the rest of the feattires on balance, they are supportive.
I think that is more a country-by-country issue and we can make
it quite clear that, in the Uruguay Round, that it does not rep-
resent precedents. e 1-

The CHAIRMAN. I see that my time has expired. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. I believe Mr. Robin-

son is from Texas, is he not? Are you not originally from Texas?
The CHAIRMAN. No, but we will claim him.
Mr. ROBINSON. Georgia. I will defer to the Chairman as to

whether he would claim me. [Laughter.]
Senator CHAFEE. I would like to explore one of the criticisms that

is going to be made of the agreement by the witnesses from labor
organizations that are to follow you. In particular, I want to deal
with the financial services. This is what the Labor Advisory Com-
mittee says in connection with the financial services portion of the
text-the protion you say you regard as a success: "The draft agree-
ment, while increasing the possibility of U.S. presence in the finan-
cial services sectors of Mexico, does not provide for reciprocal treat-
ment, and, most importantly, will inhibit the appropriate regula-
tion of the financial service sector."

Now, I know that we are just working from that quote, and it
does not go into great detail. But does that ring a bell with you?
Is that an accurate description of a flaw in the financial services
agreement sector?

Mr. ROBINSON. I have not seen that, or do not recall that lan-
guage. Basically, from the U.S. financial services standpoint,
whether insurance, securities or banking, we are delighted with the
opportunity this provides us to establish in Mexico and to sell cross
border, including through jobs in this country, as well as jobs in
Mexico.

It gives us the opportunity to share in the economic growth of
Mexico and to provide, in fact, a major contribution to that growth.
So, we are absolutely delighted. We sure would like to see shorter
transition times and, as a principle, do not believe in caps. But,
nevertheless, the transition and the elimination of those caps is
something that allows a pragmatic initiative to start.

Senator CHAFEE. Let me just go to a next one.
Mr. ROBINSON. That meant, do we have adequate banking regu-

lation in this country to allow the universal kind of institution?
The answer to that is, of course not. But that is another matter.

Senator CHAFEE. On rules of origin, another objection: "The rules
are too weak and will allow substantial third- country content in
goods receiving preferential tariff treatment." I understood that the
rules of origin set out in the text were pretty good. Are you familiar
with those in the agreement?



105

Mr. ROBINSON. Yes, sir. Not in geat detail; I will have to refer
to my notes. Again, this is one of the beauties of the private sector
process. The amount of negotiation just among U.S. businesses
with each other was substantial and there is no "t" that has been
crossed, "i" that has been dotted, or comma that has been put in
place in a section as technical as rules of origin that has not passed
through the screen of both the lawyers and the accountants and
the professional trade people in looking at the details.

This is a- substantive set of rules of origin that allows business
to take place, has a deminimus cap, I believe, of 7 percent; requires
that goods brought into the country be transformed and value-
added in order to qualify. So, it is in the eye of the beholder, but
this is substantive detail, and, I think, a meaningful outcome in
terms of definition of rules of origin.

Senator CHAFEE. And the final question. Intellectual property,
which you touched on. "The protection of legitimate intellectual
property rights for a large number of workers in the entertainment
and mass media sectors has not been achieved." Is that true, as
you see it?

Mr. ROBINSON. They are referring to the Canadian exemption, I
believe. Clearly, the intellectual property law that Mexico has put
in place and that this agreement embraces is substantive across all
areas.

Senator CIIAFEE. Now, the point about the Canadian-what is
the term they use for the exemption they have?

Mr. ROBINSON. They took the cultural exemption.
Senator CHAFEE. The cultural exemption. That currently exists

in our trade agreement with Canada, does it not?
Mr. ROBINSON. Yes, it does.
Senator CtHAFEE. So, this is nothing new.
Mr. ROBINSON. This is nothing new. The hope had been that the

NAFTA negotiations could modify it in some respect and thereby
eliminate or set a transition time, and that was not achieved.

Senator CHAFEE. I might say, Mr. Chairman, that in out State,
I have heard from our manufacturers and those working ir. very,
very competitive industries-namely the jewelry industry-and
they enthusiastically support this agreement.

They believe that they can increase their sales in Mexico, that
the knocking down of the barriers that go into Mexico will be a net
benefit for our produiFars. And I am not talking big, high-tech peo-
ple, I am talking about people that are dealing in relatively low-
wage jobs.

Mr. ROBINSON. Yes.
Senator CHAFEE. Thank you, Mr. Robinson.
Senator MOYNIHAN. Good morning, sir.
Mr. ROBINSON. Good morning.
Senator MOYNIHAN. We have a number of Senators out. We are

having our wake up vote to be sure we are here. It' is just a motion
to instruct the Sergeant-at-Arms to compel the presence of Sen-
ators. Mr. Riegle said to me before he left he would hope to speak
with you when he returns, and he will be back shortly.

I will take the occasion to raise a subject which I know would
interest you as an individual and in your capacity as Chairman of
the ACTPN. That is, the state of civil law in Mexico. This is not
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an easy or comfortable question to raise. But the simple fact is that
that is not a free society in the sense that ours and Canada's is,
in the sense that most nations in Latin America just now are.

Freedom House has just issued its annual survey of civil liberties
and civil rights around the world. One respects Freedom House; it
has been there since the late 1930s, next to the New York Public
Library. It created the institution, almost, of following human
rights in countries around te world.

It says this year, that apart only from Cuba, Mexico is the most
authoAtarian state in Latin America. It suggests quite openly that
the Presidential elections were fixed. When we had our very distin-
guished Ambassador, Ambassador Hills, here, we got into a little
bit of an exchange. I said, for the first time in 60 years, an opposi-
tion party won a state election in Mexico, and I mentioned Baja,
California. And she said, no, that is not true; there was second
time.

So, there have been two elections since Cardenas in which the
party of the institutionalized revolution conceded defeat. Freedom
House says of the judiciary that it is corrupt, that it is politically-
controlled judiciary. We can go on in details of that kind.

But I was interested, in this Sunday's Washington Post, an arti-
cle by Jack Anderson and Michael Binstein, called "Doing Business
in Mexico: The Big Payoff." Then it has a quote from one of the
persons they interviewed. "The court of last resort can often be a
corrupt cop or a graft-seeking judge." And it tells of a numb..r of
individuals.

In one case, a Texas-based oil company owned by one Bill Flana-
gan, who, in 1984, was contracted by Residual Oil from the Mexi-
can Petroleum Workers Union rand. its commission of contracts.
And, with one thing and another, Flanagan ended up being owed
$420 million, and evidently no ,hope of getting any ,back. I simply
report what I read, and there areo6-t-er such instances cited.

I wonder if this is some matter that has 'ome to'your attention
officially as Chairman, and what would you' tql us?

Mr. ROBINSON. Well, let me kind of address that question this
way. I have personally been involved in doing business in Mexico
for 25 years. I have watched with frustration in years past of exces-
sive corruption in a number of countries around the world, espe-
ciaily in developing countries. I think you can find examples of cor-
ruption in the United States and elsewhere around the world.

The important point is two-fold as it relates to Mexico. I know
President Salinas, Pedro Aspe, Jaime Serra Puche, the leadership
and the government. They are determined to take Mexico into the
21st century as a world-class country with all of the appropriate
commitments to the environment, to standards of living, and to a
judiciary system that contributes to credibility. Because credibility,
in the final analysis, is what brings investment, whether it is for-
eign investment or whether it is local investment. And the change
that I have seen, the determination that I have personally seen
over the last few years in Mexico is dramatic indeed. Are there
areas where there can be improvement? Of course there are.

But the gove'nrent's commitment to opening up that society and
for stepping away from years of import substitution, inward think-
ing, protectionism; all of the kinds of things that are a greenhouse
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for problems like you just mentioned, are changing. The specific ex-
amples that Pedro Espy will give of where they have taken strong
action against practices that, in the past, were practiced in areas
of corruption, whether on the street corner or whether in high of-
fice.

So, in my mind, what is going on is dramatic. It is hand in hand
with the commitment of opening up that society. And we will get
a lot more progress for the kinds of things that you believe in and
that Freedom House is speaking of in terms of human rights, free-
doms, et cetera, by supporting that economic and reform process to
the fullest extent we possibly can.

Senator MOYNILAN. Well, that is a perfectly fair and straight-
forward answer, sir. I guess my concerns have been that you have
to raise this subject with the American negotiators; they will not
raise it with our committee. If we were dealing in any other cir-
cumstances with a government of this kind, you would expect your
ambassadors to come in and say, now, let us be clear what kind
of government we have here. But we think that circumstances are
not, in this case, what we would generally treat them as. I mean,
you have to tell the State Department about Freedom House; you
have to raise issues of workers rights, about statutes.

I will put it this way. For 60 years now and more, the United
States has been diligent in assessing the nature of fashioning our
relations with other countries and with some important concern to
the nature of their political institutions.

Of a sudden, that subject just drops off the agenda altogether.
And we are told continuously that Mr. Salinas has great expecta-
tions for his country, and I am sure he does, but I do not hear him
speak of them in the terms that would be reassuring. I mean, you
do not hear anything about a two-party system. You are told, oh,
they have it in mind 1 day. Well, no doubt they do.

But that is a one-party state. Let us be clear and fair. It was the
most unstable society in the western world in the early parts of
this century, and stability came to Mexico with the Cardenas re-
gime. They solved the problem of succession, which they never
seemed able to do, which is that you could be President for 6 years
and then, thereafter, help pick your successor, and not go into
exile, but stay and prosper in the PRI. We have had a century fas-
cinated with revolution. Revolutions are easy; they come every
other weekend in most parts of the world.

The onset of stability is the rare event in human society. So, give
them that. But 60 years of one party would seem to l-e stable
enough. What do you all think about that? Or are these things
quite properly not your concern as a business advisory group?

Mr. ROBINSON. Well, as a business advisory group our charge is
not to try to reform a country's political system, but to opine as to
what, whatever the political system is, will contribute to the kind
of market opening and market stability and credibility for foreign
investment and atmosphere for foreign investment.

In the case of Mexico, with the NAFTA agreement, to emblazon
into law the kind of intellectual property protections, the kind of
investment projections, to have a dispute settlement mechanism es-
tablished which can deal with credibility if there are issues, to pro-
vide for transparency, because the law is clear, and to provide
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transparency in the administration of the law-those are all part
and parcel of a modern society that can, in fact, represent world-
class kinds of conditions.

Senator MOYNIHAN. Well, could I make the point that the kind
of questions which we ask here do not just go to a generalized in-
terest in seeing free societies improve or stabilize. What about
Americans in this situation? Here is the statement. "Anyone small-
er than Chevron or GM is going to have to fight a 10-year legal
battle to resolve financial disputes down there."

The Chairman has returned. Mr. Baucus, I know, wants to ask
question. But I leave it with you that not every American business
is the size of a Chevron or a GM, and I hope we know what we
are doing. But I will leave it there. I thank you, Mr. Chairman.

Mr. ROBINSON. Well, I think we have had, in the advisory proc-
ess, a great deal of participation by small and medium-sized com-
panies. They, too, share our enthusiasm for the NAFTA. The issue
of what are entitlements under the law has been made much clear-
er by laws that the Salinas Covernment has put in place, is putting
in place, and is committing to in the NAFTA agreement.

The process of judging when there are the kind of problems you
speak about, I ,think, are focused, because they must be focused if
you are to It 'Toreign investment and have the openness of trade
that this is halling for. And the dispute settlement times will im-
prove. We have problems with dispute settlements in this country,
too.

Senator MOYNIHAN. Could I just say, as I would like to close and
let others speak, that the American labor movement has a very dif-
ferent view. It is not a view they have come to quickly or on casual
encounters. They have been involved with the Mexican labor move-
ment for almost a century.

Let it be recorded that Samuel Gompers, the first head of the
AFL-CIO, was down in Mexico meeting with the general confed-
eration when he fell fatally ill.

The CHAIRMAN. Yes.
Senator MOYNIHAN. His last request was that he be moved across

the Rio Grande so he could die in America. Thank you, Mr. Chair-
man.

The CHAIRMAN. Now they move across the border when they are
about to give birth to a child so they can be born in America. Sen-
ator Baucus.

Senator BAUCUS. Thank you, Mr. Chairman. Mr. Robinson, I am
wondering why the administration should not renegotiate certain
provisions of this treaty. Let me tell you what I have in mind. We
saw the French vote Sunday, where the French just narrowly ap-
proved of the Maastricht treaty. Prime Minister Major apparently
will not bring the treaty to the Parliament for approval. Polls in
America show that NAFTA is disapproved by a margin of two to
one.

The European Community has in~e~ted over $100 billion in de-
pressed areas addressing dislocations 'ausvd by European integra-
tion. There are many Americans who thiAk that this administra-
tion rushed the agreement to a premature conclusion for political
reasons in anticipation of the Republican convention in Houston.
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In view of all of the problems that we have, why should the ad-
ministration not renegotiate some provisions of this treaty? I am
really getting at two in particular. One, i. worker adjustment.
Even if there is a net gain in jobs, there are going to be many jobs
that are displaced. The administration promises a $2 billion a year
program, but I do not think very many people put much faith in
that program. It sounds too much like an empty election year
promise. There is no guarantee in the treaty or elsewhere that that
program will be forthcoming.

Second, there are many deep environmental concerns. You men-
tioned some environmental progress; it is true. But let us not forget
that Mexico is a developing country with a GNP one-tenth that of
the United States per capita, wage rates one-tenth of the United
States. And even if Mexico lives up to its environmental promises
on the eve of hoped-for ratification by the U.S. Congress, that will
result in enforcement in Mexico which is much less and at a much
lower level than in the United States. So, taking all of those prob-
lems that we have with the treaty, I agree that there are some
gains.

And, because Congress will not approve or reject this treaty until
next year, why should this government not go back and try to get
stronger environmental enforcement, on the one hand, and why
should this administration not, either in the treaty or parallel to
the treaty, provide guarantees of meaningful worker readjustment?

Mr. ROBINSON. Senator, let me go down the list of the questions
and comments. The first one, rushed to reach an agreement. Hav-
ing been actively involved on a weekly basis and having my staff
actively involved, and that of our other members of the business
community, I am convinced that Carla Hills would not have
reached agreement until she was able to feel quite comfortable that
the breadth, depth, and scope of the entire agreement represented
what the business community would call a substantive, good agree-
ment because it is very clear that she was prepared to walk, and
did walk-has done so in the Uruguay Round, and has done so
from tables in Mexican negotiations-until she believed that the
time had some to say, that is a good agreement. So, there was no
political rush to judgment, in my mind.

The two to one odds against. I think basically that is based on
kind of the echo, the rhetoric from the past of the view of what
Mexico is in the United States.

This is a new Mexico; this is a different Mexico. And that story
will be told broadly by the Mexican community, business and gov-
ernment, and, in the U.S. community, business, and, to the extent
that government is involved, going forward.

Because the merits of this agreement are so powerful in terms
of creating jobs and creating economic opportunity for the United
States, plus the strategic issues that I mentioned in my opening re-
marks that I think that two to one will be reversed in favor of
NAFTA.

On the issue of renegotiation. Again, this gets back to when you
close the negotiation and conclude that, on balance, you have
achieved something that is in the best interests of the United
States.
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I think that more was achieved-me, personally, and watching
the views of others in the business community-by the very process
of having these discussions in the environment than we have ever
done in our history. It got it on the agenda as a trade issue.

Last week, I was in Canada. I spent 2 hours with Murray
Strong, who was the quarterback of the conference in Rio on the
environment. There is substantive progress, and I think the
NAFTA discussions help put it on the agenda in a very construc-
tive fashion. The specifics that are agreed to in here are major
steps. They are part of the agreement itself.

The commitments, the political will-as opposed to just the tech-
nical details-to say that we have got to have economic develop-
ment which is properly environmentally sensitive' I think, will lead
us into the future.

On renegotiating for more worker rights or more adjustment as-
sistance, again, I think a great deal has been achieved in Mexico,
because there are two issues to this. One, what happens in Mexico
in terms of standards of living and wage rates and so forth; two,
what is the impact of workers in the United States.

The latter, of course, is something that Congress must address,
and I would suggest that that should be an allocation of funds and
commitment separate and apart in terms of its ultimate details
that go beyond what should be looked to as a trade agreement with
two neighboring countries.

Senator BAUCUS. I appreciate that. I know my time is up. But
the European Community spent over $100 billion over 5 years ad-
dressing the displacement issues. I do not see that kind of commit-
ment here. There will be significant displacement. Net gain, prob-
ably, but significant displacement, which I think should be ad-
dressed. Thank you.

The CHAiRMAN. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. First of all, I would

like to put into the record an analysis from this issue of National
Journal, which is a major journal that covers the Congress and
public issues.

The headline on this, just published 3 days ago, says, "In Mexico,
Lobbyists Strike Gold." And it points out here the tremendous fi-
nancial lobbying effort that is under way to push this free trade
agreement through the Congress.

And it tells about one company here in Washington-you will be
interested in this, Mr. Robinson-that is being paid $323,000 a
month by the Mexicans to promote this thing and to put a positive
spin on it here in the United States.

Then they go down into the company, and it turns out that one
of the key people there is our own former Trade Representative,
William Brock. He is being paid $30,000 a month, according to this
article, just to promote this treaty for the Mexican Government. It
cites other former high officials of our government who have now
gone to work, in this case, for a foreign country, Mexico, to try to
promote this thing. I find it very distressing.

The CHAIRMAN. Without objection, that will be done.
[The article appears in the appendix.]
Senator RIEGLE. But let me go specifically to an article in the

Wall Street Journal that ran on August 13. Let me just read you
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a couple of paragraphs here, Mr. Robinson. You and I have known
each other for a ong time, and I have great professional regard for
you and for your company. So, let that be said at the outset.

Here is a paragraph out of this page one story in the Wall Street
Journal. It says, "For dozens of companies, completion of trade pact
negotiations with Mexico flashes a green light to proceed with
projects south of the border. U.S. security firms, already active in
financing Mexico's mushrooming economy, say they now expect to
funnel even more capital there.

The agreement allows U.S. brokerage firms to form wholly-owned
Mexican subsidiaries with limits on their share of the Mexican se-
curities industry gradually being lifted until they end of the year
2000. "The U.S. securities industry can play a role in channeling
that investment, not only from the United States, but also from
Asia and Europe," said Robert Hormats, Vice Chairman of Gold-
man Sachs International."

Now, one of your businesses is in this area. You are in the in-
vestment banking type business, one of the arms of your company.
You see this, do you not, as a way to make money for American
Express. Would that not be a fair statement?

Mr. ROBINSON. Absolutely.
Senator RIEGLE. Now, I think that sector of the economy, the

service part of the economy, and particularly the part that is sort
of going to carry the capital down there for the capital investment
in Mexico probably is going to make a lot of money. I am very dis-
tressed about the lack of capital investment in the United States.
I realize that a dollar of profit made in Mexico may look every bit
as attractive as a dollar of profit made here, and maybe we do not
even see ways to make as much profit here.

But I am distressed about the fact that I see this as a jobs pro-
gram for Mexico and a capital investment program for Mexico,
when, just last month in this country, we lost 167,000 manufactur-
ing jobs. Now, those are not service jobs, those are manufacturing
jobs. But those people need their incomes, and they carry credit
cards in their wallet. If they are employed, they can afford to have
them and to buy things. But I am distressed about that.

Let me ask you about something that appeared in the Wall
Street Journal just yesterday. This is the Maytag Corp., a major
washing machine maker and appliance maker in the country. Are
you familiar with Maytag?

Mr. ROBINSON. Yes. [Laughter.]
Senator DANFORTH. Well said.
Senator RIEGLE. Let me tell you what they say here. They have

sharply criticized this agreement because of their concern about the
fact that it is going to encourage U.S. companies to relocate in
Mexico.

In a letter attached to the reports, Maytag argued that, under
the pact, U.S. tariffs will fall much more quickly than Mexican tar-
iffs, adding to the advantage companies in Mexico have because of
lower wages. "That jeopardizes U.S. manufacturers who are mak-
ing substantial capital investments in U.S. production facilities,"
says this spokesman for Maytag. Now, you see yourself as a win-
ner, your company. And you have a direct financial interest in this
from a proprietary business point of view.
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Here is another company, every bit as valuable to the United
States, I thi- i, as your company, and they see it differently. They
see themselves being damaged. They see capital moving out of the
United States. They see themselves at a disadvantage if they make
capital investments here because they see how competitors can
make capital investments through the help of investment firms
that channel capital into Mexico to take advantage of very low
wages in Mexico.

Now, you understand economics, and I think we do here. How
does a worker in the United States that is being paid $7, $10 an
hour in a manufacturing position face off against a Mexican worker
who is being paid 50 cents an hour, 75 cents an hour? How do we
do that in manufacturing? How does that worker in America keep
his job in the face of that kind of direct competition on just the
issue of wages?

Mr. ROBINSON. Productivity and quality of product.
The CHAIRMAN. All right, gentlemen.
Senator RIEGLE. You can say that. You are not in the kind of

business that Maytag is. I do not think that is a meaningful and
relevant answer. It may be in the credit card business; it is not in
manufacturing. And I think you owe us a better answer than that,
quite frankly.

Mr. ROBINSON. Well, I will be glad to expand on it. You cannot
protect jobs in the United States if they are not efficient over the
longer period of time. Maytag is a fine brand name and I would
think that they have the opportunity to invest in Mexico right now.
Senator Packwood opened his remarks by referring to the fact that
jobs that are going to go south have been able to do that through
the Maquiladoras for several years.

Senator RIEGLE. Yes. But is that the answer, for them to go down
and invest in Mexico?

The CHAIRMAN. Gentlemen, the time has expired. If you would
summarize the answer.

Mr. ROBINSON. No. I have never made a washing machine. Com-
ponent parts-

Senator RIEGLE. Well, that may be part of the problem of per-
spective here, I say respectfully.

Mr. ROBINSON. No. Because we have plenty of people on our ad-
visory committee who represent small and large manufacturers
across the country, geographically, et cetera. And I think for every
example like that you can find of a quote, you can find an offsetting
statement. And probably more in the detailed comments that the
U.S.-Mexican Business Council is pulling together, I think will do
that.

Each issue, I am sure, has its own merit. On balance, however,
the opportunities to invest in Mexico and to cross-border share pro-
duction, I think, represent great opportunity for the United States
and adjustment assistance really is a technique in transition times
for dealing with the problem. Capital will flow and should flow
around the world.

Senator RIEGLE. I understand that. But that is the whole point.
The CHAIRMAN. Senator, I have to terminate it. We have other

Senators patiently waiting. I will give you a second shot at him.
Senator RIEGLE. Very good.
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The CHAIRMAN. Senator Danforth,
Senator DANFORTH. Mr. Robinson, there is nothing that keeps an

American company from building a factory in Mexico today, is
there?

Mr. ROBINSON. No, sir.
Senator DANFORTH. Does the NAFTA agreement somehow create

a flood of factories in Mexico? Is there something about it that
says, well, we are not going to produce things in the United States
anymore, we are going to move our work force to Mexico?

Mr. ROBINSON. No, the NAFTA agreement does not provide that.
I think it opens up opportunities for investment, like in the securi-
ties industry, to establish operations down there which never ex-
isted before. But your comments are-

Senator DANFORTH. The way the trade laws in Mexico are writ-
ten now, they are at a tremendous disadvantage to American work-
ers today, are they not? For example, the tariffs in Mexico are 2 2
times, on average, the tariffs in the United States. Why is that in
the best interests of U.S. workers to have Mexican tariffs today 2Y2
times what they are in the United States?

Mr. ROBINSON. I do not believe it is in their best interests. Low-
ering those tariffs is one of the things that the NAFTA does, so it
creates the opportunity for a more level playing field.

Senator DANFORTH. That is the whole point of the agreement, is
it not? Level the playing field, so that what is now an unfair trad-
ing relationship, as far as the United States is concerned, is a more
fair trading relationship.

Mr. ROBINSON. Clearly.
Senator DANFORTH. Now, my impression is, that generally speak-

ing, open trading systems are beneficial to all parties who partici-
pate and that, generally speaking, economies grow when trading
systux.,n -- e opened. Is that your experience, too.

Mr. ROBINSON. Yes, it is.
Senator DANFORTH. Do you think that there is anything to be

ganed by the United States or by American workers by having
Mexico be a poor country? I mean, if we were to say, oh, well, we
are going to attempt to keep Mexico poor, how would that be in the
best interests of the United States?

Mr. ROBINSON. I cannot think of any reason how it would be in
our best interests. By the end of this decade, it will be a 100 mil-
lion consumer market and rising income levels down there will rep-
resent attractive opportunities for U.S. companies to sell goods and
services to, plus all of the strategic geopolitical reasons to have a
strong neighbor rather than a poor neighbor, I think, are clearly
in the direction of supporting NAFTA.

Senator DANFORTH. Would you expect it to stabilize the immigra-
tion problem that we have with Mexico if we enter into NAFTA?

Mr. ROBINSON. I think it will certainly contribute. Because hav-
ing the opportunity to have higher paying jobs in Mexico and jobs
in Mexico will keep Mexicans in Mexico.

Senator DANFORTH. Now, on the question of trade adjustment, I
am not-maybe you are-aware of any trade agreement that we
have ever entered into when U.S. domestic law relating to trade
adjustment assistance is somehow incorporated into the trade
agreement. Have I missed something?
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I mean, I have heard all of this talk about how, somehow, sud-
denly we should incorporate U.S. domestic trade adjustment assist-
ance law into the trade agreement, and the tradc agreement is
faulty because we have not done it. By my impression is that trade
adjustment assistance is a matter of domestic law, not a matter of
international agreement.

Mr. ROBINSON. I would certainly agree completely with the inter-
pretation you have just given. I know of no agreement where the
details of trade adjustment assistance are in place. It is an issue
of domestic policy and must compete with whatever public policy
isoues set that domestic agenda.

Senator DANFORTH. Now, when we deal with the question of im-
plementing legislation, that, historically, has given members of the
Finance Committee opportunities to put forward various ideas re-
lating to international trade, or, for that matter, trade adjustment
assistance.

So, if we pursue the NAFTA agreement, it would seem to me
that that would be the ideal time for Congress, at the same time,
to incorporate into whatever we do by way of implementing legisla-
tion whatever trade adjustment assistance we would care to have.
Am I right on that?

Mr. ROBINSON. Certainly, the enabling legislation is the oppor-
tunity that you have just described, and probably the appropriate
place for addressing it.

Senator DANFORTH. All right. Thank you very much.
The CHAIRM _N. Senator Symms.
Senator SYMMS. Thank you, Mr. Chairman. Welcome to the com-

mittee, Mr. Robinson, and thank you for an excellent statement
and for your work on the advisory group.

I find it somewhat illogical when I hear people say that NAFTA
is somehow going to export good American jobs to the Third World.
This implies that a good American job is really no better than a
Third World job. We have a highly-skilled work force and a very
productive labor force in this country who are competing with the
First World. The critics of NAFTA contend that if all of the good
manufacturing jobs, say, in Ohio, get transferred to Mexico then
the only jobs left will be flipping hamburgers at McDonald's?

I mean, the logic of the argument is that all of the good manufac-
turing jobs from Ohio, or from the Midwest or somewhere will go
to Mexico, and then the only people that are left who have a job
will be at McDonald's. It seems to me, if that is the case, we really
would not have anybody left to buy hamburgers.

Mr. ROBINSON. Well, if you carried that through, we have got to
have some people left to buy hamburgers, too.

Senator SYMMs. Sure.
Mr. ROBINSON. I think that there are a number of instances and

data that we have collected where jobs are being created and posi-
tioned in this country--high-paying jobs-because of the opportuni-
ties that NAFTA will represent.

Senator SYMMS. Well, what I am getting at, is if we can open up
trade with Mexico, which is already happening whether we pass
NAFTA or not-as Senator Danforth points out, you can go to Mex-
ico right now and open a plant-and we can do something that cre-
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ates wealth there, there is a huge new market for Maytag washing
machines and other U.S. products.

I find with 35 percent of the Japanese exports being produced
offshore from Japan, it just seems like this is a natural for the
United States, for us to have a slight advantage over our friends
in Europe and Japan because of the geographical location.

Mr. ROBINSON. We would agree completely, because it is all of
those factors that go into final product price. The fact is, there is
transportation, distance of transportation, and all of the above.
There are plenty of op ortunities present if Mexico is growing and
is enjoying the kind of benefits that I think will come from NAFTA,
that should accelerate.

Senator SYMMS. Well, just to get a little more specific, most of
the neutral studies put the loss of jobs around 175,000, and the
gain of jobs from this at around 325,000. But when you compare
that with an 86 million work foroe in place today, it just does not
seem to me like that argument is substantial. Am I correct in that?

Mr. ROBINSON. Well, two pieces. First, there is a net increase in
jobs, as your numbers point out. Secondly, the loss of jobs is a
small percentage of total jobs in the United States. But clearly for
those who lose their jobs over the area, it is a big impact. But that
is how adjustment assistance and new opportunities must take up
the slack that is caused in those areas where there is dislocation.

Senator SYMMS. Well, thank you very much for your statement.
The CHAIRMAN. Senator Roth.
Senator ROTH. It is a pleasure to have you here, Mr. Robinson.
Mr. ROBINSON. Thank you, Senator.
Senator ROTH. I believe in your opening comments you are sup-

portive of some kind of worker adjustment program for those em-
ployees that are negatively impacted by NAFTA. One of the dif-
ficult parts of the problem, of course, is how to pay for it. And I
wondered whether you or the business community you represent
have any recommendations. I have long thought that a small bor-
der fee-and we had that as part of our multilateral negotiation
agenda on the trade legislation a couple of years ago-is a legiti-
mate way of trying to finance worker adjustment.

What you are saying with such an approach, really, is that the
consumers who benefit from a trade agreement through lower

prices ought to be willing to pay a little, give up a little bit of that
enefit, to help those who lose their jobs and are negatively im-

pacted.
But, in any event, I wonder if you or the business community has

any suggestions as to how to finance any new worker adjustment
program, which I think is critically important to the ratification of
this agreement.

Mr. ROBINSON. Well, the answer is yes. The business community
has a number of ideas as to options on that, and we will be work-
ing with this committee and others in deliberating that. We do not
think that bringing tax policy into the agreement itself is appro-
priate, and the allocation of funds is subject to the overall agenda
of how you raise your taxes and where you apply it. User fees,
whether on this or anything else, have a place in that debate. But
we do not and have not, in the work done to date, made specific
recommendations.
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Senator ROTH. Do you believe that NAFTA will serve as an impe-
tus to concluding the Uruguay Round? In other words, do you think
this will be helpful with respect to the GATT negotiations?

Mr. ROBINSON. I hope so. The Uruguay Round, of course, has a
life of its own, and a whole host of different order of magnitude is-
sues to be dealt with, particularly in the agricultural area.

We at The Business Roundtable and at ACTPN and the other
trade groups have always felt-and, in my opening statement com-
mented on-that we should be supportive of a comprehensive Uru-
guay Round conclusion, and that a multilateral framework, set of
laws, set of dispute settlement mechanisms that work with credibil-
ity, is vital to the best economic interests of all countries in this
world.

Parallel with that, we have supported regional agreements, such
as the Canadian Free Trade Agreement, such as NAFTA, but be-
lieve that they should be GATT compatible, and this is.

Hopefully it can be of help to the Uruguay Round. We, in the pri-
vate sector, are working with USTR and others to try to contribute
to getting the log-jam broken and moving ahead.

Senator ROTH. I would like to ask you a two-part question. It is
my understanding that Mexico has negotiated a free trade agree-
ment with Chile and is progressing on a similar front with other
countries in Latin and Central America. What are the implications
of these agreements for NAFTA?

Then I would also like to have you comment on your views on
NAFTA's accession clause. In the event the United States decides
to pursue further free trade agreements, would we have to, first,
seek the approval of Canada and Mexico? Do you or your advisory
committee have any views on which countries the United States
should consider as next in line for an FTA, if so, which ones would
you recommend?

Mr. ROBINSON. Well, I think that, first of all, the NAFTA agree-
ment can serve as a model. There is no reason to reinvent the
wheel. There is substance across the board in NAFTA. So, I think
it represents a good point of departure, with the caveats we have
put in our reports on non-precedent setting in energy and in cul-
tural exemptions, that can accelerate a process of leading to open
markets elsewhere.

I applaud Mexico's initiative to reach out with neighboring coun-
tries like Chile. I think that is part and parcel of their own commit-
ment to becoming an industrial country themselves and building
their own economies.

The rules of origin provide that there must be value-added with-
in the countries who are signing the NAFTA. so that is our protec-
tion against back-dooring into the U.S. markets.

On your technical issue, I would have to come back with an ex-
plicit answer. But my view would be that, again, the three coun-
tries can and should use it to initiate further discussions, but each
one will be case by case. Chile, of course, is well along. There is
interest expressed by the southern cone and others throughout
Latin America.

And the beauty of what has been happening is that the living ex-
ample of the impact that open market economies can make on
standards of living in a country is clearly being adopted and almost
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the competitive instinct of getting there next is a great motivator,
and I think, geopolitically speaking, clearly in the best interests of
the United States and can do a lot for the western hemisphere.

The CHAIRMAN. Thank you. Well, there is an intense interest in
this subject, and very much so in your testimony, Mr. Robinson, as
there will be in Mr. Donahue's testimony. In my previous question-
ing, I played a bit of the role of devil's advocate, citing some of my
concerns.

But let me balance that by talking a little bit about the change
in Mexico. I was born and reared on that border; spent a good deal
of my life down in Mexico. When I go to bed at night I can look
out at the lights of Reynosa and the maquiladoras. I am concerned
very much about the environment, what we do there.

But in my lifetime, Mexico has always looked at the United
States as the colossus of the north. I can remember that the Presi-
dent of Mexico said, "Poor Mexico. So far from God, so close to the
United States." So, there is a sea change in attitude that is taking
place.

I think it is right that we take advantage of their desire to get
this agreement to use some leverage to get some things done on the
environment. But I must tell you that I know of no other develop-
ing country that has gone as far in so short a period of time in try-
ing to address the environmental concerns. To see Salinas close
down a big refinery in Mexico City and lay off thousands of employ-
ees at a time of unemployment-high unemployment-because of
his concern for the pollution being emitted from that is important.

To see the $460 million committed over 3 years for the things
along the border and the questions of sewage, clean water, and
clean air, to see over 100 plants closed down until they comply;
those are the encouraging things.

And, I must say, the pride of Mexico is still there. There is a
point at which you push them too hard, and they say, here is what
you can do with your agreement. And I have to think of our own
country and how we feel about people trying to tell us what to do
within our country. So, that is a part of my concern. I get con-
cerned, too, about the fact that people can go there now, and they
are-substantial amounts already.

And I look at the disparity in the tariffs, where half the things
coming into this country are duty-free, and the rest average 4 per-
cent. On their side, they average 10 percent, and they are not
bound; they can go to 50 percent if they get a president in who
feels otherwise-if wc do not get these things tied down in a treaty.

And I look at quotas and licenses, and I look at that on agri-
culture and how difficult it is for us to get some of those things into
their country under the present system. So, overall, I feel rather
strongly that we have major, major benefits here that can accrue
to us.

I look at the President talking about targeted jobs, and allocating
$2 billion a year. I like to hear that, and I feel very strongly about
that concern, but then he does not tell us how to pay for it. It is
like giving you a house and then not telling you about the mort-
gage. I think the President should tell us how he intends to ad-
dress that in the way of implementing legislation and how we raise
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the money to do that. So, those are some of my concerns, Mr. Rob-
inson. Any comment?

Mr. ROBINSON. I agree with all of those observations and con-
cerns, Mr. Chairman. You are as aware of all of the details and the
impacts as anyone I know. I think that, again, the business com-
munity believes very strongly that NAFTA is in the best interests
of the United States and that the kinds of issues that concern you
must concern us as well.

And that what has been done in Mexico, with a GNP roughly the
size of Florida, and the amount of monies that they are committed
to policing and cleaning up is growing, and growing dramatically,
&ad represents, I think, a firm commitment on their part to all of
those kinds of things that must be addressed. But the momentum
that NAFTA has given and can give is dramatic.

The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Baucus.
Senator BAUCUS. No questions.
The CHAIRMAN. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I might point out, in

reference to Bill Brock, our former Trade Representative working,
who is essentially working, as a "hired gun" for the Mexican Gov-
ernment to push this thing through is being paid $360,000 a year.
That is more than we pay the President of the United States in
this country, and I find that very, very troubling, especially given
the economic problems in this country.

I would also like to put into the record a poll in yesterday's USA
Today, talking about how the American people view this, and the
fact that 57 percent of them now oppose the free trade agreement
with Mexico because they understand it is going to cost us jobs in
this country.

Now, that may not be true in every company, but it is true in
very many companies across the United States and I think we have
got to think more broadly than just how it may help one company
here or there.

The other day, we saw that Smith-Corona, the last typewriter
maker in this country, closed its plant in upstate New York. Let
me just ask you, Mr. Robinson. You may have followed that story,
because the CEO was very distressed about having to close it and
go to Mexico, which is what he is doing. In fact, he came down here
and testified about it. Do you know why he did that? Do you know
what his stated reason was?

Mr. ROBINSON. No, I do not. He obviously analyzed a number of
things and concluded that that made sense for his company.

Senator RIEGLE. Well, let me tell you what he said. He said two
things. First of all, he is a victim of trade cheating by Japan that
this government has not done anything about correcting. Second,
the low-wage rates down in Mexico require him to move those jobs
down there if he is going to save his business.

Now, the workers-I think the plant is up in Cortland, NY-I do
not know how many of them are Ameriean Express customers or
Chase Visa customers, but a lot fewer of them are going to be those
customers because they are losing their jobs. They have been inter-
viewed. They feel very bitter about it. Some have worked 20 years,
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30 years; solid workers. They are losing their jobs. And that is hap-
pening all across America. We have got to have manufacturing jobs
in this country.

The thing that distresses me about the presentation today is we
are under-investing in this country. We are not saving enough; we
are not investing enough; our productivity is very anemic; we have
got manufacturing jobs disappearing all across the country in all
50 States. And, in your earlier response to me when you talked
about investment in Mexico-and you made that point several
times-I understand that this will foster investment in Mexico. I
understand that. And I see who the firms are that will be able to
participate in helping to foster the investment in Mexico.

Quite frankly, without any disrespect to Mexico, I am concerned
about the lack of investment in the United States and the displace-
ment of investment in the United States. And that takes two
forms: One, plants that are closing-like Smith-Corona, which is a
state-of-the-art company closing its last plant here to go to Mex-
ico-and two, firms like Maytag, who now say that they cannot af-
ford to continue to make capital investments in this country be-
cause they are going to be faced with this wage cost differential
and competitors that will move their plants down to Mexico, and
they are left in an impossible position. They cannot justify addi-
tional major investments in this country if we are going to go into
a free trade agreement with a Third World economy, which is what
Mexico is.

The thing that distresses me when we are losing manufacturing
jobs and you have- gotthis terrific squeeze on the middle class in
this country, wv' are grinding down the middle class, I do not un-
derstand why the business leadership of this country is not more
concerned about preserving high-skill, high-wage manufacturing
jobs in America.

Mr. ROBINSON\ I can assure you that the business community is
very concerned akout that; that the issue of savings and invest-
ment in the United States and economic growth in the United
States is highest n our agenda. We can also point out, by looking
at the facts that/there are more jobs created by exports to Mexico
than are !o st by j6bs-

Senator RIEGLE. But, Mr. Robinson, the question is, in what
areas? Now, Maytag is not making that argument, are they, they
are making the reverse argument.

Mr. ROBINSON. Well, in Michigan, merchandise exports to Mexico
have grown by 51 percent since 1987.

Senator RIEGLE. Do you know what our main export from Michi-
gan is to Mexico right now? It is jobs. We have had 70 auto plants,
Ford, Chrysler and GM, open in Mexico.

Mr. ROBINSON. Since 1987 you have created 48,000 jobs by ex-
ports to Mexico.

Senator RIEGLE. Well, let me tell you something. I think I under-
stand the Michigan economy. We have lost many more jobs to this
trade problem than we have gained from it, and there is no State
where that is more manifest than Michigan. Why do you suppose
the unemployment rate is 9 percent right now in my State? I have
got two major plants where they just announced they are going to
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close. And I am not talking about closed for a week or two, I am
talking about plants which have been destroyed.

But I want to add one other thing to the record, Mr. Chairman.
This is another article out of the Wall Street Journal, and this is
sort of the Bible, I think, of reporting, at least, on the business
side.

The CHAIRMAN. Without objection, that will be done.
[The article appears in the appendix.]
Senator RIEGLE. This is an article of August 13. Let me just read

you one paragraph. It says, "Free Trade Treaty is Key Issue in U.S.
Presidential Election. The agreement also is likely to be welcomed
by big business leaders who more often support Republicans. "That
means dollars, fund-raising," says GOP pollster, Vince Breglio,
"and in that sense it probably ends up benefitting Bush." Now, this
is a Wall Street Journal reporting this, and that is part of why so
many of us have such a bad taste in our mouth about it.

The CHAmRMAN. Thank you very much.
Senator RIEGLE. Thank you.
The CHAIRMAN. Senator Danforth.
Senator DANFORTH. You know Bill Brock, Mr. Robinson. Does it

surprise you, on the basis of your knowledge of him, that he would
be supportive of NAFTA for purely valid reasons?

Mr. ROBINSON. I have known Bill Brock a long time. I know of
no one more dedicated to free and open markets and fair trade, or
who is more familiar with the details of trade negotiations, the pol-
itics, and the mechanics. And I think that his commitment to
NAFTA is, fundamentally, because he believes it is the right thing
to do.

He is in business. He is entitled to take clients and set his prices
based on services provided. So, I do not have the trouble that Sen-
ator Riegle expressed. It is a matter of public disclosure, so every-
one is on notice.

Senator DANFORTH. Would you characterize Bill Brock as a
"hired gun?"

Mr. ROBINSON. No, I would not. He is a professional who has
great knowledge about the area.

Senator DANFORTH. Now, right now Mexico has a 20 percent tar-
iff on autos. That will be cut to 10 percent and phased out over 10
years. Within 5 years, 75 percent of U.S. auto parts exported to
Mexico will enter Mexico duty-free, and Mexican local content re-
quirements will be phased out over 10 years. I would expect that
to be beneficial to U.S. auto manufacturers, would you not?

Mr. ROBINSON. Yes, sir. And the automobiles companies would
seem to agree. They would have preferred, perhaps, a shorter tran-
sition time. But this will create business opportunity.

Senator DANFORTH. Thank you.
The CHAIRMAN. Senator Roth.
Senator ROTH. Mr. Robinson, in answer to my last question you

indicated that you a e group you represent favor moving along
the lines of other free rade agreements. I wonder if you could be
more specific. Have you made any studies as to where you see the
opportunity, what countries would be desirable to move ahead with
similar agreements?
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Mr. ROBINSON. We have not tried to formally sort out the selec-
tion process as to the priorities for USTR, who has to lead the ne-
gotiations. We have been concerned that we not put too much on
the plate of USTR, and have felt that they should complete the
NAFTA before taking on all of Latin America, as a for instance,
with the view that a good NAFTA gives them a substantial head
start on the next steps.

Whether there should be free trade agreement counter discus-
sions with Asian countries, and so forth, is a question of the man-
power and resources to do it. I think that there is the Americas Ini-
tiative, which is a natural follow-on for NAFTA.

Senator ROTH. Finally, there is a lot of debate going on now as
to what is going to happen in the European Community, notwith-
standing the vote in Fi a rce as of Sunday. Do you have any strong
feelings as to whether or not EC is in our general interests, or oth-
erwise? Would you care to comment?

Mr. ROBINSON. We are supportive of the EC, with the view that
the elimination of barriers and restraints to trade is in everybody's
best interests. And the direction the community has been going has
led to substantial reduction of a whole variety of barriers. We have
been quite careful in providing that support and statement to say
that they should not simply move those barriers to the perimeter,
which would disadvantage U.S. companies.

We have worked actively with the European Business Round-
table and other groups to encourage them to work within their own
nation state, as well as community, to see that the laws are com-
patible with the objectives of GATT and do lead to market access,
national treatment, transparency, and all of the other things that
make for a more open and fair trade environment.

Senator ROTH. Do you feel that they have succeeded in doing so?
Mr. ROBINSON. Within the community, industry by industry, they

have done a lot, and we would encourage those trends to continue.
The Maastricht vote, of course, was aimed at the issue of monetary
union and political union, and that has dimensions that go beyond
your normal trade issues.

We do not believe that the common agricultural policy has been
actively and effectively addressed. And when you look at the export
subsidies and the expense of those that go as part of their budget-
import protection and export subsidies related to agriculture-we
would say that there are better uses of those funds.

Senator ROTH. Thank you very much, Mr. Robinson.
The CHAIRMAN. Thank you very much for your testimony. It has

been very helpful to us. We are delighted to have you. And thank
you for the work you and your committee have done in this regard.
Mr, ROBINSON. Thank you, Mr. Chairman. We look forward to

providing you with all of the copies of the NAFTA impact studies
of the U.S. Council of the Mexican-U.S. Business Committee. They
are substantive. They are working on one on Michigan because we
do want this to be as inclusive as possible and represent the great
majority in all of the businesses that operate in this country.
Thank you.

The CHAiRMAN. Thank you. Our next witness, Mr. Tom Donahue,
is the Chairman of the Labor Advisory Committee, Secretary-
Treasurer of the AFL-CIO, Washington, DC. Mr. Donahue was be-
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fore us 18 months ago as we started this process, and it is fitting
that we have him back now to report his feelings and his concerns
addressing this particular treaty. Tom, do you want to tell us about
it?

STATEMENT OF THOMAS R. DONAHUE, CHAIRMAN, LABOR AD-
VISORY COMMITTEE, AND SECRETARY-TREASURER, AFL-
CIO, WASHINGTON, DC, ACCOMPANIED BY MARK A. ANDER-
SON, DIRECTOR, TASK FORCE ON TRADE, AFL-CIO, WASH-
INGTON, DC
Mr. DONAHUE. Thank you, Senator. I am, indeed, Tom Donahue,

Secretary-Treasurer of the AFL-CIO and Chairman of the Labor
Advisory Committee on Trade Negotiations. I am accompanied by
Mark Anderson, who is the director of the AFL-CIO's task force on
trade, and chairman of the Labor Advisory Committee's Steering
Committee.

Mr. Chairman, our detailed comments on the report have been
made in the Labor Advisory Committee report which accompanied
the documents to the Senate, and you all have that. I would just
like to summarize our position as quickly as I can.

Now that we have the agreement in hand-or actually in two
hands-we have the final text of NAFTA, eve though the time for
trying to absorb it and analyze it eon xtremely short. It is
pretty clear what the agreement ll do what it will not do.
It will not create good, new jobs in this country; it will lead to the
destruction and the export to Mexico of hundreds of thousands of
U.S. jobs; and it will put heavy downward pressure on wages in the
United States.

The administration claims otherwise and cites various econo-
metric studies that presume to show that there will be no change
in investment patterns between the United States and Mexico, a
proposition, which I would submit, is, at least, dubious, and frankly
befuddles my imagination.

The burden of proof for demonstrating that this agreement is
good for America, good for workers, consumers, good for our com-
munities, it seems to me, rests with the proponents, and it is a bur-
den that remains unmet, particularly in real world terms, in terms
which are somewhat outside the econometric studies.

The projections, you well know, go from a job loss of a half a mil-
lion jobs to job gains of half a million jobs. You are all capable of
making your own analysis of the economists' conclusions, but let
me offer a couple of facts.

It is a fact that over the past two decades, hundreds of U.S.-
based manufacturers have closed their operations here and have
set up new factories in Mexico, just as has been pointed out in the
questioning. There are now over half a million jobs in the
Maquiladoras along the border. That number has increased frcm
200,000 to 500,000 in the 6-year period from 1984 to 1990.

The studies all assume that there is no change in investment
policies. If that is true, then I think you ought to expect that there
will be 300,000 more jobs established in the Maquiladoras without
any Mexican Free Trade Agreement. And I submit to you that the
agreement provides additional incentives for the movement to Mex-
ico.
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It is a further fact that U.S. companies in Mexico can pay work-
ers a fraction of what they pay in the United States. Average hour-
ly compensation in the United States, $15.45 in 1991 in manufac-
turing industries; Mexican manufacturing, $2.17. In the
Maquiladoras, it is even less than that, and probably averages
$1.25 an hour.

Anytime in the future if this agreement were adopted that Mex-
ico would choose to further devalue its peso, the gap between Unit-
ed States and Mexican wage levels will grow even wider; a subject
unaddressed in the negotiations and a subject which USTR refused
to address in the negotiations. Finally, it is a fact that the agree-
ment would encourage the flow of jobs and the investment that
produces those jobs to Mexico. That is what it was designed to do.

In the automotive sector, Mexico retains its projections for its do-
mestic producers for at least 10 years, and even longer if the Mexi-
can Government negotiates successfully with the auto companies
which seek to establish themselves there.

It would permit the Canadian Government to retain the safe-
guards of the Auto Pact. The United States has no comparable pro-
tection, either for our parts production or for assembly in the auto
industry.

In apparel, 80 percent of the U.S. work force is female; 20 per-
cent Hispanic. Our apparel industry is going to move south of the
border. The agreement will result in massive job dislocation. We
have apparently tried to protect the textile end of the industry, but
there is no protection in this agreement for apparel. We look to the
displacement of workers who will have, in fact, no likely prospect
of reemployment.

In land transportation, we leave unaddressed the fact that Mexi-
can carriers now handle all of the transport in the Maquiladoras,
both in the United States and in Mexico. We allow that condition
to continue for 3 more years, after which time we allow Mexican
and United States trucks to operate in the border area, and, in 5
years or 8 years give the Mexican trucks the opportunity to operate
all over the United States, as their buses will have immediately.

We find there the likely spectacle of Mexican truck drivers and
bus drivers working full-time in the United States without any pro-
tection of U.S. minimum wages. We find no provisions in the agree-
ment-no specific provisions-on enforcement of safety or operating
regulations, incompatible commercial driver's licenses, drug or alco-
hol testing programs, or the handling of hazardous materials. We
find, instead, a phrase that says, "the various departments will
meet to try to make these regulations somehow compatible."

In a chapter on temporary entry for business persons, the agree-
ment turns on its end what has been a cardinal principle of U.S.
immigration policy, namely that employers ought only to be al-
lowed to recruit and hire temporary entrance when they can show
that U.S. workers are not available. We have changed all of that
in the NAFTA. That is no longer a requirement for the Mexican or
Canadian companies.

What we have seen as a result of the Canadian agreement is the
importation of exactly those kinds of professional workers as strike
breakers on the northern border of New York State where workers

64-026 0 - 93 - 5
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have come across from Canada as temporary business entries to
work behind picket lines in a struck hospital.

These, and lots of other provisions of NAFTA, we submit, are not
going to generate new American jobs, they are going to destroy a
good part of what we have.

I did not hear all of Mr. Robinson's testimony, unfortunately. I
do not know if he was asked or answered the question, but I sub-
mit the question you want to ask every businessman who comes
here, which is, how many jobs will this create in your company in
the United States? In Missouri, in Delaware, in Oregon, how many
jobs will be created as a result of this agreement? I submit to you,
the burden of proof is on the proposers of this agreement, and it
is a burden unmet.

The administration, for its part, bases its argument on the cre-
ation of new jobs, citing, as I say, the econometric studies, which
I think are seriously flawed. And it bases its argument in bedrock
on the assumption that if trade between the United States and
Mexico is liberalized, then we are going to export more goods and
services from the United States to Mexico, and that will mean the
creation of more jobs in the United States.

That is a classic argument for free trade, which might be accept-
able between two economies which live on basically the same level,
but that does not apply to the United States and Mexico. The draw
to produce in Mexico is just too great for that rule to apply.

The Gross Domestic Product in Mexico is 5 percent of the U.S.
Product. We are talking about a nation with an average annual in-
come of $2,490, compared to a U.S. average of $19,100. Mexican
consumers do not have this vaunted purchasing power to soak up
American product.

The sad truth is, yes, there are 86 million people who would be
added, in Mrs. Hills' word, to this glorious consumer market, but
most of them are poor, unfortunately, and they are not a prime
source of consumption of U.S. product.

The truth is, the growth in trade between our two countries,
which has been cited in this debate, is actually a growth in trade
between different units of U.S. multinational corporations. Mrs.
Hills is fond of telling us that Mexico is our third-largest trading
partner. About 45 percent of our imports and exports from Mexico
are transactions between U.S. companies and their plants in Mex-
ico. Forty-five percent of that total is Maquiladora trade that exists
only because wages in Mexico are at $1.25 an hour in the
Maquiladoras.

If you took that 45 percent out, Mexico happens to be about our
sixth or seventh-largest trading partner. Interestingly, I submit the
Maquiladoras are probably our eighth or ninth largest trading
partner in that analysis.

The NAFTA, in our judgment, is not about creating U.S. jobs,
and it is clear it is not about protecting the environment. We are
told it is the "greenest" trade agreement in American history,
which is fair enough, since no previous trade agreement even ad-
dressed the environmental issues. So, I assume that is right. It
has, however, no provisions that would remedy the terrible envi-
ronmental degradation that already exists along the border that
Time Magazine described as the 2,000-mile long Love Canal.
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The truth is, it would expose U.S. health and safety standards
to challenge as barriers to trade, and force us to defend our health
and safety standards. It does not allow for trade actions, however,
to address violations of environmental standards.

So, it offers no recourse except for consultations against the
country that has consistently failed to adequately enforce its own
environmental laws in order to attract new investment.

That means if Mexico decides to continue to wink at environ-
mental abuse in order to attract investment, we can ask for a con-
sultation. That is not an idle concern. The General Accounting Of-
fice has documented the fact that furniture manufacturers from
Southern California moved to Tiajuana so they could escape Cali-
fornia's air emission standards.

There is a more recent GAO report which analyzed six American
companies chosen at random to see if, when they moved into the
Maquiladoras, they met Mexican environmental standards. The
GAO report found that none of them had, and nobody in Mexico
bothered them about it.

The NAFTA is, I suspect, not harmful for all Americans; for large
investers, it is a major triumph. It provides new security for pri-
vate investment and enlarges the opportunities for investment in
Mexico. I guess that should not come as a surprise to us. That was,
after all, the central objective of the NAFTA negotiations from the
beginning, and it meets that test with flying colors.

It guarantees unequivocally the repatriation across borders of
profits and dividends and capital gains; it guarantees convertability
of currency at market rates; it guards against the expropriation of
property; it guarantees prompt compensation; it allows for the co)-
lection of business information, but protects that information where
any disclosure might prejudice the invester or the investment's
competitive position; it provides for some very substantial and wor-
thy projections of intellectual property rights.

The enforcement of all of those things, I suspect, is everything
that an invester or a multinational corporation could have hoped
for in the agreement. It sets up, indeed, a detailed super-national
dispute mechanism to settle these problems, and provides for bind-
ing arbitration.

It is fascinating to compare what has been done in those sections
of the agreement with what is done in other sections, and to com-
pare the enforcement of financial rights and investment rights and
the projections of investments with the enforcement of the rights
of working people, or the absence of any enforcement mechanism
for those rights in the agreement .. ,. -

In the entire agreement there are no specific, enforceable provi-
sions that even address the questions of freedom of association, the
right of collective bargaining, the establishment of appropriate
minimum wages, health and safety regulations, elimination of child
labor.

What happens is that, as a result of these negotiations, our
Labor Department negotiates a memorandum of understanding
with the Mexican Ministry and we are going to have discussions
about all of these issues. I submit to you, that if the investers of
this Nation were told that our Commerce Department was going to
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work out all of these issues with the Commerce Ministry of Mexico,
this agreement would be universally opposed.

Mr. Chairman, from start to finish, we believe the agreement is
nothing more than the latest version of trickle-down economics. It
represents an enlargement of the interests of United States and
Canada-based multinational corporations, to the detriment of U.S.

w orkers. I say to you that the burden of proof of benefit to this Na-
tion has to be on the proponents. We say that burden has clearly
not been met. We are offered speculation about the future; we are
offered no answers to the questions posed. We are offered assur-
ances that all problems will be taken care of in outside actions or
in separate actions not yet taken.

I believe that the Congress should reject the agreement, send a
new set of U.S. negotiators back to the table, after dealing with the
tax incentives which encourage foreign investment. I believe that
we can and we ought to do better in these negotiations and would
hope that you would reject the agreement. Thank you, Mr. Chair-
man and members. I would be happy to try to answer questions.

[The prepared statement of Mr. Donahue appears in the appen-
dix.]

The CHAmRMAN. Well, Mr. Donahue, I will play the same role I
played with Mr. Robinson on the first round, and that is the devil's
advocate, and ask you to answer some of my concerns. As I listen
to your statement, it looks like you feel the agreement is non-recip-
rocal, inequitable, favoring Mexico.

And, yet, I understand that, over 15 years, virtually all tariffs
will be eliminated. And, as I look at the present situation with an
average U.S. tariff-on those things where we have tariffs-at 4
percent, and the Mexican side at 10 percent, and those not bound,
so if we get another Mexican President, he could run that back up
to 50 percent if he wanted to, I wonder about that. Why is it so
one-sided in favor of Mexico, then?

Mr. DONAHUE. Senator, in the current circumstances, we have
been losing jobs, as has been pointed out, in the Maquiladoras, and
elsewhere in Mexico, in a situation in which investment in Mexico
carries certain risks, in which American companies have to seek
Mexican partners, in which there is not quite the security of invest-
ment that the American U.S.-based investment community would
like to have. That issue has been dealt with.

We have managed to ensure the greatest security of those invest-
ments. We have managed to ensure that American corporations can
own 100 percent of most companies operating in Mexico. We have
guaranteed all of the elements that I have referred to earlier.

Those are far more important in terms of the likelihood of the
movement of U.S. employment opportunities to Mexico than is the
reduction of tariffs. The tariff question is a question I think that
is a classical trade issue of 40, 50, 100 years ago, when you envi-
sioned a world in which we shipped goods back and forth across,
borders. This agreement is much more about shipping investment
across borders. That was the spirit which engendered the negotia-
tions, and that is the result of the negotiations. This is the ultimate
privatization of foreign aid.

The administration decided we can help Mexico, we should help
Mexico-both views which I share-and what we do about it, since
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we cannot help them with foreign aid, or developmental assistance,
or debt forgiveness, or whatever else, in sufficient amounts, well,
what we will do is we will privatize foreign aid, we will give them
U.S. investment.

Well, there is not an infinite amount of investment available. It
will be made in one place or the other. And if you invest in Mexico,
there will be a reduction of investment in the United States. The
agreement is about investment.

The CHAIRMAN. I have got a limitation on time on myself.
Mr. DONAHUE. I am sorry.
The CHAiRMAN. So, I want to get at some other points because

you have made some valid replies there, I think. I was particularly
concerned about the rule of origin; I pushed very hard on the nego-
tiators to tighten up those rules of origin.

I did not want Mexico as a trampoline. I did not want just screw-
driver plants down there where they put the label on and send it
on in. Yet, you feel they are too weak, that they would allow third
countries to reap many of the benefits of free trade. Give me some
specifics on that, where you think those rules of origin fall short.

Mr. DONAHUE. The closing minutes of your questioning of Mr.
Robinson dealt with the likely expansion by Mexico of a series of
free trade agreements that it might negotiate with Chile, with oth-
ers. The rules of origin now provide for 50 percent in most prod-
ucts, with the exception of autos and auto parts.

The rules of origin will require 50 percent production here. Mex-
ico will become the trampoline. It wil lbe able to invite into Mexico,
through free trade arrangements with other countries of the hemi-
sphere, or other countries anywhere in the world.

It will be able to broker our market. It will be able to broker at
least that 50 percent of the content. That is what is wrong with it.
Mexico can be the broker for the rest of the world for access to 50
percent of the products manufactured in this three-nation commu-
nity.

The CHAIRMAN. As compared to the Canadian agreement on that,
what do you think of it?

Mr. DONAHUE. As compared to the Canadian agreement?
The CHAIRMAN. To what we did on the Canadian agreement on

rules of origin.
Mr. DONAHUE. The numbers are slightly higher. There is a dif-

ferent method of calculation. The numbers are, admittedly, slightly
higher, and, therefore, somewhat better. But we were not satisfie,
after all, with the Canadian agreement, either.

The CHAIRMAN. I sec. All right. Let me ask you another one. You
were concerned about the undermining of U.S. health and safety
requirements, and you particularly referred to the question of truck
drivers, that type of thing.

Yet, I read the agreement as expressly protecting those laws, in-
cluding at the State and local level, against any successful chal-
lenge, as long as they meet two criterion, as I recall. One, that
those laws were not put there as protections on trade, and the
other, that they had some scientific basis for their imposition. Now,
you do not think that is adequate protection?

Mr. DONAHUE. I think it certainly creates an interesting burden
on every State and on the United States and on every employer,
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I suppose, to defend the propositions that you or State Legislatures
have enacted. Health and safety standards, environmental stand-
ards placed in place by State Legislatures or by the Federal Con-
gress are now going to have to be defended. I find that a foolish
give-away. I do not think that that is what we are supposed to be
doing

I think that when the provisions were put in place to eliminate
the use of DDT on our products the action of the U.S. Government
was sufficient, the actions of various States to regulate the insecti-
cides that are used, the action of the Federal Government to do the
same.

Now they all have to be defended, and they can be challenged as
barriers to trade. I cannot challenge the* refusal of the Mexican
Government to register an independent union, as they have done
in the past.

I cannot challenge that as a barrier to trade. But they can chal-
lenge the existence of health or safety standards as a barrier to
trade within the trade mechanism. This is the argument we have
had with USTR and with the administration from the beginning.

If there are to be trade mechanisms, if there are to be enforce-
ment mechanisms within trade, because that is the lever for accom-
plishing these things, then everything ought to be inside. But only
certain things are inside and can be dealt with as violations of the
trade agreement or as barriers to trade.

The CHAIRMAN. Interesting argument. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman. Mr. Donahue, you

asked us to ask every American businessman who supports this
agreement how many jobs will be created in the United States as
a consequence of the agreement, and how many jobs created for his
or her company in Mexico as a consequence of the agreement. What
is your estimate as to the number of jobs created in the United
States as a consequence of NAFTA, and the number of jobs created
in Mexico for American business as a consequence of NAFTA?

Mr. DONAHUE. I could only give you my stomach's estimate, or
my best ball park estimate that, way down the road, 20 years out,
there can be some positive job creation in the United States, net.
In the short-run, I see nothing that is positive in its effect; I see
only negatives. And I see the continuing outflow of jobs. So, I see
a continuing negative.

Senator BAUCUS. But roughly how many jobs, your rough guess?
Mr. DONAHUE. Frankly, I support the three or four studies which

estimate job loss between 130,000 and 500,000. I think those are
the more realistic studies because they are not based on the same,
to me, strange assumptions that the other analyses are based on.

And you know that the analyses that have been cited so often by
USTR are based on the assumption that there is full employment
in the United States-which I find difficult to deal with-and, sec-
ondly, that there will be no net change in investment patterns.

Senator BAUCUS. All right.
Mr. 'DONAHUE. Well, in the real world, that is not---
Senator BAUCUS. Well, let us assume that your figures are accu-

rate. Everyone has different figures, let us assume they are accu-
rate. What would be the cost to retrain Americans who lose jobs
as a consequence of NAFTA? Your best guess.
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Mr. DONAHUE. Well, if you assume it is a net job loss-
Senator BAUCUS. Not net. Just those Americans who lose their

jobs as a consequence of NAFTA.
Mr. DONAHUE. Mrs. Hills said yesterday, 135,000 job loss. This

administration is estimating it costs $3,000 a year to train some-
one. You would have to do the mathematics for me, Senator. They
would add up to that many billions of dollars. We would run that
figure much higher because we would ask for a far more humane
system under which we would offer training. The humanity of the
system depends upon whether or not you give people living allow-
ances, whether or not you provide moving allowances, in addition
to training.

Senator BAUCUS. Well, that was my next question. What kind of
a retraining program do you think makes sense?

Mr. DONAHUE. Well, I think that you have a model in the earliest
versions of Lrade adjustment assistance when we made an historic
compact with the Nation's workers, and the Senate and the House
said there will be some displacement flowing from trade, but we
will compensate for that by developing trade adjustment assist-
ance, and we will give you 70 percent of your past income if you
lose your job because of the impacts of trade, and we will give you
up to 2 years of training, and we will provide for moving allow-
ances, and we will provide for job search allowances, and so forth.

Senator BAUCUS. What is your valuation of the administration's
worker adjustment program?

Mr. DONAHUE. Totally inadequate.
Senator BAUCUS. Why?
Mr. DONAHUE. Totally inadequate.
Senator BAUCUS. Why?
Mr. DONAHUE. For one thing, no mechanism for funding this al-

leged $2 billion. Apparently we are going to get that by cutting en-
titlements in other areas. We are going to say to the veterans, we
are cutting your veteran's benefits so we can give you trade adjust-
ment assistance, apparently.

It is totally inadequate in terms of the money available and the
funding mechanism; totally inadequate in terms of saying all of the
education must be privatized somehow, we will give you a voucher
for up to $3,000. I have no idea what it will cost to retrain workers
for the "high-tech," high-income jobs that we talk about training
them for, but it is more than $3,000 a year, I assure you.

Senator BAUCUS. Last April, I suggested a fee on goods and in-
vestment that crossed the border to be phased out over 5 years.
And, according to my calculations, a fee of one-half of 1 percent, or
even less than one-half of one percent, this proposal I made last
April would more than cover job retraining. Is that the kind of
locked-in financial commitment that you think makes sense? If not,
what other ideas do you have?

Mr. DONAHUE. Yes. I do. I think that one, there has to be an
identifiable funding source which offers some reliability. Secondly,
there has to be the statement that this is an entitlement for the
workers who are displaced. And there has t be, obviously, much
greater flexibility than the administration provides in terms of how
you procure the training and in terms of the allowances which are
available to people while they are in training.
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The concept of a tax of some kind, Senator Roth referred to a
maintenance of tariffs or the allocation of tariffs; Congressman
Gephardt has talked about a transaction tax. There has to be some-
thing that accompanies-the movement of goods or the movement of
investment.

Senator BAUCUS. I appreciate that. My time is up. But do you
think that a one-half of 1 percent fee, sunsetted in a few years, is
a barrier to trade? Some belittle the proposal as being a barrier to
trade. Do you think that is a barrier to trade, or not?

Mr. DONAHUE. I do not think it is a barrier to trade at all. I have
no idea, Senator. I am sorry. I am not expert in the questions of
job training or the costs of the program. I do know that when our
program in trade adjustment assistance was running properly, it
was being funded at $10 billion, or $12 billion, or $15 billion a
year. It should be noted that it has been zeroed out in the adminis-
tration's budget proposals for the last 2 or 3 years.

Senator BAUCUS. Every year, Bush and Reagan, in their budget
requests, have asked for zero funds.

Mr. DONAHUE. That is right.
Senator BAUCUS. That is correct. Thank you, Mr. Chairman.
The CHAiRMAN. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I appreciate the

presentation you have made today, and I think you have really got-
ten into the heart of what is going on here in terms of sort of inter-
nationalizing the trickle-down economic strategy.

Quite frankly, I think it is sort of the last gasp of this adminis-
tration trying to do exactly that. And to pit American workers
against Third World economic conditions-in this case in Mexico--
it is an impossible situation. We have got a job crisis in America
today. We have got people in this country, when we talk about re-
training-retraining for what?

I got a letter the other day from a man in Texas with a graduate
degree who has been through three retraining programs and still
cannot find a job. We have got jobs disappearing all across the
country. We lost 167,000 manufacturing jobs just last month. That
is 1 month.

So, this question of retraining-retraining for what? Because we
do not have a national strategy today, as we need to have one, that
looks forward to creating new industries with lots of good jobs,
high-wage, high-skilled jobs. We have had no strategy in this coun-
try. There is none here today, quite frankly. This is a job strategy
for Mexico, not a job strategy for America.

The thing that disturbs me is that our government has had an
economic program over the last several years for every other coun-
try except our own. This is a plan for Mexico. There is a plan for
Kuwait, there is a plan for the old Soviet Union, there is a plan
for Communist China. China now has a $15 billion trade surplus
with us, sucking the jobs and the money out of the United States.
Now, here is a plan to help Mexico.

And, yes, it does help the banks, and it does help the financial
intermediaries, as Mr. Robinson frankly conceded here today. It
helps those kinds of businesses. It kills the Maytags, it kills the in-
dustrial base in this country. The notion that people in Mexico to-
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morrow morning are going to start buying cars in large numbers
when they have no income to speak of, is nonsense; it is sophistry.

And when our former Trade Ambassador, Bill Brock, goes to
work for the Mexican Government and is being paid $360,000 a
year, are they paying him for his nice personality? He has a nice
personality. For his smile? When he comes up here and talks to his
old pals in the Senate and advances the arguments on behalf of
this treaty, I mean, what is that all about? Why are they paying
him that money? I think it is outrageous.

I think we ought to have a law in place that people that handle
the trade laws in this country are prohibited from going to work
for foreign governments, whether it is for $360,000 a year, which
is more than we pay the President of the United States, or some
other figure. But it shows you what is going on here. The Wall
Street Journal earlier had an article to the effect that the Mexicans
are spending $100 million to lobby this thing through here. And
when I hear about this thing being the "greenest" treaty we ever
had, of course, that is a reference to the environment. This is the
green that it is all about: it is the green of money and private prof-
it.

,And there are going to be people that make billions of dollars off
of "his agreement if it is shoved into place, but it is not going to
be the middle class in this country. It is not going to be widely
shared in this country. It is going to be tlose that have major hold-
ings in private investments that can cash in on low wages in Mex-
ico, in the absence of environmental standards, in the absence of
legal enforcement.

It is a Third World economy. That is why the Europeans kept
Turkey out of the Common Market in Europe, because they faced

recisely the same kind of problems that we face here with Mexico.
o, the push is on. There are roughly six weeks left in this election.

I think Bush is desperate to try to ram as much of this through
as he can before he is, I think, replaced, as he properly ought to
be. But this situation, I think, -oses a grave danger to the eco-
nomic future of this country.

How are we going to be able to foster capital investment in
America to modernize our industrial base, to improve our produc-
tivity, to invest in technology, when there is a huge financial incen-
tive to put that financial investment in Mexico?

And firms, like the one we heard about earlier here, prepare to
go ahead and facilitate the movement of that capital out of the
United States or from third countries into Mexico to use Mexico as
a launching pad to bring production into the United States. I have
got people all across my State that are desperate for work.

I talked to a man the other day who was in tears because he has
had to leave his family and essentially become a vagabond to try
to find work. He had about 20 years of work experience in an in-
dustrial setting; he had certificates of excellent performance. And
this guy was down to the pocket change that he had on him be-
cause he has exhausted all of his savings. There are people like
this all across this country, and here we are talking about creating
jobs in Mexico. Have we lost our mind?

We had the Bureau of Labor Statistics in the other day telling
us that we have got 17 million Americans right now that cannot
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find work, that are either officially unemployed, are so discouraged
they have given up looking for work, or are working part-time be-
cause they cannot find full-time work. I just do not understand it,
other than just private greed. Private greed is what this boils down
to, and this country is in serious economic trouble. We have got a
jobs crisis, and we have got a plan here to send jobs to Mexico.

The CHAIRMAN. Would you like to comment on that, Mr.
Donahue?

Mr. DONAHUE. I would only note that the Senator refers to the
result of what I think is the unaddressed issue here. We are still
hung up talking about free trade versus protectionism in these dis-
cussions, and the record on the improvement or the enhancement,
the enlargement of our trade is a very dismal one, because we do
not manage it well.

And we are talking now about improving the conditions in Mex-
ico for Mexicans, as we talked of improving the conditions in Korea,
and the conditions in Taiwan, and Japan, and so forth.

Now we are running trade deficits with each of those nations. If
we are as equally successful this time, we will run a trade deficit
with Mexico and add it to the list of nations that are doing better
in the world than we are. At some point, we ought to question the
fundamental assumptions that people have been going on.

The CHAIRMAN. Thank you. Senator Danforth.
Senator DANFORTH. Thank you, Mr. Donahue. You mentioned in

your testimony the Maquiladoras as being a major problem. How
much of our existing problem with Mexico are the Maquiladoras?

Mr. DONAHUE. Of our problems in Mexico? Well, the problem, I
suggest, is that they represent 600,000 jobs which I would like to
have seen. in the United States, or 500,000 currently. I say they
have increased 300,000 in the last 6 years.

Senator DANFORTH. It is now 600,000 in the Maquiladoras?
Mr. DONAHUE. It is over 500,000.
Senator DANFORTH. Over 500,000, and growing.
Mr. DONAHUE. And some 2,000 plants. The number of plants has

tripled in 6 years, and the number went from 200,000 to 500,000
in 6 years. Yes, sir.

Senator DANFORTH. And many of these stories of auto plants and
so on, those are Maquiladoras?

Mr. DONAHUE.' Yes. The Maquiladoras are primarily electronics,
auto parts, and apparel.

Senator DANFORTH. And is that a large part of the environmental
problem that we have now? It is on the border, is it not? I mean,
visibly you can look across the border and see an environmental
problem.

Mr. DONAHUE. Certainly.
Senator DANFORTH. Is that largely a Maquiladora problem?
Mr. DONAHUE. I think it is a problem that has been exacerbated

by the rapid development of the Maquiladora. It is a problem of
their inattention to environmental concerns and their pollution of
the environment around them, and it is a problem of the failure of
the Mexican nation states, cities, whatever, to keep up with the
need to improve infrastructure to deal with the environmental
changes.
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Senator DANFORTH. The Maquiladora system is a program, is it
not?

Mr. DONAHUE. Yes, it is.
Senator DANFORTH. It is a government program.
Mr. DONAHUE. Yes, it is.
Senator DANFORTH. And it is like a free trade zone that is lo-

cated on the border. In other words, there is what is called the
duty drawback system and it says that there is, I think, a rebate
of any duties that are paid, so long as the products are then ex-
ported. Is that not how it works?

Mr. DONAHUE. That is right.
Senator DANFORTH. It is an unfair system, is it not?
Mr. DONAHUE. I believe so. Yes, sir. The Maquiladoras, if I may,

Senator, grew out of a Lyndon Johnson program in which he talked
about twin plants, one on each side of the border, and both sides
of the border would get rich, and we would all go to the beach, and
everything would be wonderful. He proposed a 15-mile barrier on
each side for these plants.

What happened, as you well know, is they got the plants, we got
the warehouses. That is what happened. And that did not happen,
as Mrs. Hills says, because they wanted to sell in Mexico, it hap-
pened because they could pay $1 an hour in Mexico. We got the
warehouses; they got the manufacturing.

What happened to the environment there flowed from the refusal
and failure of those American companies to treat the environment
in Mexico as they would have had to treat the environment in the
United States. This is just one of the most shameful records of
American industry I have ever seen.

Senator DANFORTH. Well, my point is, is that this is an artificial
system created 'by the Mexican Government to create these
Maquiladoras. It is based on the duty drawback scheme.

Mr. DONAHUE. It was a mistake, as I submit the current agree-
ment is a mistake.

Senator DANFORTH. Sure. I mean, to me, one of the good features
of this NAFTA is that it phases out the duty drawback system.
This is not simply a matter of phasing out what is an outrageous
disparity of tariffs. I think that the tariff disparity is a real prob-
lern, but it also phases out the duty drawback system.

Mr. DONAHUE. What it will do, I think, is to put those of the
Maquiladoras that are not on second or third shifts on second and
third shifts. Because those plants now will have the capacity to
open their back door and push product into Mexico that they have
not had up till now.

So, the question to the general manager of Deltronoco in Mata-
moros is, what advantage do you see to your company as a result
of the achievement of the Mexican Free Trade Agreement, and his
response is, well, I would be able to sell my radios in Mexico. So
much for the hope that the Kokomo, Indiana plant of Delco will sell
radios in Mexico; it will not. Matamoros will sell them.

Senator DANFORTH. They would believe, then, that Mexico is a
pretty good market to get into.

Mr. DONAHUE. Well, they are already in the market.
Senator DANFORTH. But it would seem to me that to get rid of

an artificial subsidy is a pretty good deal. How about the restric-
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tion on the automobile imports and exports? As I understand the
system, for every $1 worth of automobiles or auto parts that are
imported into Mexico, the requirement is that there has to be $2
of exporting.

Mr. DONAHUE. That is right.
Senator DANFORTH. That is terribly unfair, is it not?
Mr. DONAHUEWYes. We have always thought so. Yes, sir.
Senator DANFORTH. That is going to be dismantled under this

NAFTA agreement, is it not?
Mr. DONAHUE. I believe in 10 or 13 years it will be phased out.

Yes, Senator. But part of the problem that I keep alluding to here
is, we negotiated with the Mexicans because the Mexicans want
this ageement, and we proceeded to keep on giving them things.
And all of the current conditions which ought to be objectionable
to us, we said, that is okay, we will keep that 5 years, 10 years,
how long do you want it for. That is the mistake.

That is why these negotiations, I think, had a bad result: we
gave them too much. We said to them, your tariffs are 21/2 times
ours, but that is all right. We will both cut them in half, so you
will retain the same advantage for the next 10 years.

The CHAIRMAN. Senator Roth.
Senator ROTH. Thank you, Mr. Chairman. Mr. Donahue, I think

we are all in agreement that the name of the game is meaningful
jobs for American workers. And the fact is, that much of the
growth is elsewhere outside of the United States. And, as has been
indicated, the barriers into the Mexican market are greater than
tho.,e into the United States. So, I am somewhat puzzled by labor's
position, generally.

For many years, labor was very pro-liberal in its trade policies.
It is only in relatively recent years that it has switched around.
Yet, we see great growth coming about in many segments of the
world. And my question is, how do we become involved and benefit
from that?

Now, it is my understanding that, in the last year or so, one of
the few brighter spots has been in the area of exports. Exports
have been increasing seven to 8 percent, which, in turn, means
more jobs at home. So, again, my question is, how do we link our
economy with this growth elsewhere; how do we participate when,
under current situations, we see that we are losing jobs?

Mr. DONAHUE. I think Senator, that for one thing, when you look
at barriers, you have to judge what is behind the barrier before you
make the judgment that it is worth taking it down. What is behind
the barrier in this case is a Mexican market of 86 million predomi-
nantly poor people.

What is behind our behind is a market of 250 million relatively
affluent people, people who are able, at least, to consume product.
So, the interest in reducing our barrier, it seems to me, ought to
be far greater than our interest in reducing their barrier.

In terms of the export analysis, the administration particularly
has been preaching this gospel that every billion dollars of exports
is 20,000 new jobs; one of these studies says it is 14,000 new jobs;
one says it is 15,000; I do not know what the number is. But take
the administration's figure of 20,000. Exports represent 7 percent
of what we produce in this country.
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If we hope that 7 percent of our economy is going to drive the
other 93 percent, I think we are making a mistake and we ought
to be concerned much more with how you improve the opportuni-
ties of the other 93 percent of what we produce. That has to do
with improving the economy of the United States, that has to do
with an industrial policy, tax policies, and a whole series of other
questions.

But exports, taken alone, 7 percent of our Gross Product, as we
increase them, the theory is we increase jobs. That is perfectly
true. If an export is worth 20,000 jobs per billion, then imports are
worth the same. The administration has to concede that. So, every
billion of imports apparently deprives us of 20,000 jobs, or sub-
stitutes for 20,000 jobs that might exist in the United States.

So, the question is not, we have to keep building this export en-
gine; the question is, we have to manage our trade in such a way
that we have a favorable balance, that we have more exports than
imports, and, therefore, we are net creating jobs. That is not what
we are doing in this country, and not what we have done over the
last 11 years. We have done exactly the opposite.

Senator ROTH. But are we not opening opportunity when we re-
duce barriers that are greater than ours?

Mr. DONAHUE. Theoretically, yes. Yes. Sure.
Senator ROTH. Let me ask you one other question, and that goes

back to worker adjustment. Is it not fair to impose some kind of
temporary fee on trade to help those that are adversely affected?
Even the best of trade agreements, whether you like this one or
not, has a favorable effect for the consumer, but it is always going
to impact negatively on some workers. So, should the consumers
not be willing to pay a slight fee to help those that are impacted?
Does that make sense?

Mr. DONAHUE. In theory, Senator. 1 would not prefer one model
over the other. That is to say, I think the general taxing power and
the general revenues of the nation ought to be devoted to these pro-
grams. That is fine theory. In the pragmatic context of 1992, there
is no money and there will be no money unless some sort of fee is
required, whether you call it an assignment of tariffs, whether you
callit a transaction tax, whatever you call it. And I see nothing in-
appropriate in placing such a fee on product as it moves across the
border, or on investment as it moves across the border.

Senator ROTH. Thank you.
Mr. DONAHUE. I think it is appropriate; I think it is essential in

the pragmatic context.

The CHAIRMAN. Thank yon. Senator Grassley, for any comments
you have.

Senator GRASSLEY. First, as a matter of clarification, on page 3
of your testimony you refer to figures that include job loss. And my
question is not only to you, but I suppose we ought to raise any
time that these figures are used. Are we talking about net loss?
There is going to be some jobs created as a result of NAFTA, and
we are going to lose some jobs. Are these figures here of 550,000
high-wage jobs over the next 10 years?

Mr. DONAHUE. Those are net. Those are net job loss, Senator.
Senator GRASSLEY. All right. Thank you. I want to refer to an old

TA study that I do not have with me to show you, but it dealt with
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the question of whether industries may relocate from countries
with strict environmental regulations to countries with weaker reg-
ulation or weaker enforcement in order to avoid costly compliance
with environmental rules.

This study by the Office of Technology Assessment found little
evidence that large scale shifts in industrial investment and reloca-
tion to pollution havens has occurred, and those are their words.
The study concluded that, instead, firms locate, not driven by low
costs, but by access to market, skilled labor, and quality infrastruc-
ture. And I need your assessment of that conclusion.

Mr. DONAHUE. I think I would be hard put, Senator, to make the
case that most industries in choosing a site for future production
look for a pollution haven. I do not think that that is their first
goal. I think that is true of certain narrow segments of industry.
The General Accounting Office says that it is true of the furniture
manufacturing industry, which used to be in San Diego and moved
to Tiajuana to avoid California's emission standards. A GAO study
confirms that.

But I think that that is probably a fairly narrow band of industry
in which the seeking of a pollution haven would be the primary
consideration. But I think the decision to move or to relocate is
based on a number of factors. It is based on your costs, and cer-
tainly the lax enforcement of environmental regulations is a matter
of cost.

If it were not a matter of cost, General Motors, which announced
about 8 months ago that it was going to clean up its act in terms
of the environment in its 35 plants across the border, would have
done it in the first place. But they have been there for years.

They never met the environmental standards of Mexico, or much
less meet what is standard U.S. practice, or practice in their U.S.
plants. But they announced that now they are going to do it.

So, it is very much a factor in the judgments that people make
about where they are going to locate plants, as is the question--
I would argue, the predominant question-for most industry is
wage. But it is also access to market, and clearly a variety of
things.

Senator GRASSLEY. As far as developing nations are concerned,
they argue that they do not have resources to act on their environ-
mental problems, given more important problems with debt and
poverty. 'Even in fluid countries in a recession, these very same
kinds of arguments are made that their economic needs are going
to have to take precedence over their long-term environmental ob-
jectives.

When, if ever, should environmental concerns take precedence
over economic concerns? And, also, for developing nations who can-
not afford the cost of environmental clean up, who should be re-
sponsible for the necessary financial assistance required, the devel-
oping nation itself, or developed nations that have the industrial
infrastructure that could possibly move to that country?

Mr. DONAHUE. Interesting question. I do not know that I would
say that the economic ought to take precedence over the environ-
mental, or vice versa, as a general rule. I do not think you can
make such a rule. I suspect what we all have to search for is bal-
ance in that equation-the balancing of economic interests, eco-
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nomic development, provision of employment for people with the
long-term interests in maintaining a healthy and clean and safe so-
ciety.

I think that this is not a problem peculiar to Mexico; as you
phrased it, it is a problem that is worldwide: do you cut wood in
the rain forests; do you allow the killing of animals in Africa? Al1
of these are environmental issues that are somehow job related. I
think what we have to do is to seek balance in those things, and
I think that responsibility is incumbent on each nation to do that.

The question is, we ought to do that in the United States, and
it is our responsibility as far as the United States is concerned. We
ought to make judgments about other societies on how they dis-
charged that responsibility in their own country. Currently, in the
Mexican context you have to say that they are not meeting that re-
sponsibility sufficiently. Now, are they too poor to do it? I do not
know how you do that. That is the chicken and the egg; that is the
circular argumentation that people engage in.

The impact of the failure of Mexico to deal with its environ-
mental conditions, the impact on the United States of the interest
in Mexico of attracting industry at the cost of the environment, is
apparent from Senator Bentsen's ranch; it is apparent to anybody
who lives along the Mexican border.

The pollution is there, it is self-evident, and it is the price that
we are paying for the failure of Mexico to clean up its environment.
I say to you that in this agreement we have done nothing about
that.

We have said, well, we will have side bar agreements, and we
will set aside a certain amount of money from the United States,
a certain amount of money from Mexico--totally inadequate funds
to deal with the scope of the problem.

Now, beyond those border issues there are other issues of the en-
vironment in Mexico City. That is a matter, frankly, of much less
concern to people in the border States than it is to people in Mexico
City. But it is still the responsibility of the Mexican Government
to deal with those issues.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Mr. Donahue, I will make a couple

of points. You referred to the low income level of Mexico, and that
is, of course, true. But an interesting point has been made to me
that the Mexicans, per capita, buy more from us than do the much
more affluent Europeans per capita. That point has been made to
me.

Now, let me get to another point in your committee report, one
that caught my eye. And that was where you say, "The NAFTA sec-
tion on procurement will nullify the Federal Buy America Act."

That is interesting to me, because, in my talking directly to some
of the top negotiators in Mexico when I was driving and pushing
for procurement liberalization by PEMEX and others, they kept
throwing back at me, well, we are going to respect your Buy Amer-
ica Act. We are going to respect your set-asides for minority busi-
ness; your national security; your small business; the Berry
Amendment on defense procurement, and so on. And then when I
talked to our negotiators, they advised me that those existing set-
asides, exceptions, are being preserved. That is in conflict with
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what I see in the statement of your committee. Would address
that?

Mr. DONAHUE. Yes, I would. Senator, I read just last night, I
guess, about an inch of the 6 inches or 8 inches of this agreement
that is filled with exceptions, and all of us are still trying to catch
up with the exceptions and reservations by each of the three na-
tions. It is marvelous to me that we still describe this as a free
trade agreement, given that many exceptions and given the sub-
jects which are left outside it.

On the Buy American provision, Senator, I think there is a sub-
stantial intrusion by the agreement and we will have a substan-
tially changed effect in the United States. I would like to defer to
Mark Anderson on that question, if I may, and ask him to address
it.

The CHAIRMAN. Yes, of course.
Mr. ANDERSON. Mr. Chairman, you are, of course, correct, in

terms of the agreement preserving minority business set-asides,
and things of that sort. It does, though, for Mexico, nullify the pro-
visions of the Federal Buy America Act by opening up procurement
for Mexico to covered items of the Federal Government that here-
tofore they had not had acce-s to. So, in that sense, it does, Mr.
Chairman.

The CHAIRMAN. That is interesting. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman. Just a couple of

quick points here. The OTA study has been referred to this morn-
ing. I requested that study, and, as I recall that study, it had sev-
eral conclusions: one, that although OTA was unable to precisely
identify significant company shifts as a consequence of lower envi-
ronmental enforcement in Mexico.

First, the data was sketchy. It was not really adequate on which
to base a conclusion in that regard. Second, although not prepared
to address company shift to Mexico as a consequence of environ-
mental regulation, it did conclude that companies presently resid-
ing in Mexico would incur a significant economic advantage as a
consequence of lower environment enforcement.

The question I would like you to address, Mr. Donahue, is this.
Is it not the central premise of the so-called Quayle Council on
Competitiveness that environmental regulation is a cost of doing
business, and that is why the council is trying to deregulate to roll
back env-ronmental regulations?

Mr. DONAHUE. Yes, I believe it is, Senator. They would consider
much of that regulation as unwarranted regulation and unwar-
ranted costs

Senator BAUCUS. The examples that come to my mind specifically
are the Clean Air Act and wetlands policy, the two very major envi-
ronmental areas where the Quayle Council on Competitiveness is
seeking to reduce regulation because it is, as they claim-I dis-
agree with them-an economic cost of doing business.

Now, if the administration is making that argument generally
with respect to environmental regulations, does it not logically fol-
low-steel trap logic-that they must make that same analysis
with respect to environmental regulation in Mexico?

Mr. DONAHUE. Or the absence thereof. Yes, Senator. Surely.
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Senator BAUCUS. And, if that is the case, does it not make sense
to protect American business for there to be stronger environ-
mental provisions or enforcement provisions so that American com-
panies are protected from lower environmental regulation in Mex-
ico?

Mr. DONAHUE. It makes eminently good sense to me. I am
pleased you do not shy away from the word, "protected." There are
clearly two choices for us, and, I would submit to you, the same
choices in the wage area as in the environmental area.

Either we lower our standards to the level of any nation in the
world in order to "improve our competitiveness," or we say that we
have a standard which we intend to maintain because we believe
it is a worthy standard and we intend to protect the exercise of
that standard.

I think the same language can be used in the wage argument.
Either we will bring wages down to Third World levels, or we will
choose to protect and to ensure the maintenance of decent wages,
to ensure the maintenance of decent environmental conditions.

Senator BAUCUS. What environmental enforcement provisions
would you like to see in the agreement?

Mr. DONAHUE. I would like to see in the agreement the protec-
tions and the kind of enforcement mechanism that have been of-
fered to the business community in the financial, the investment,
and the intellectual property side of the agreement, all of which
within the agreement make actionable as violations of free trade
any adverse effect on a United States, Canadian, or, indeed, Mexi-
can financial company, investment company, or holder of a piece of
intellectual property.

Senator BAUCUS. Now, why do you suppose the administration
did not seek those provisions?

Mr. DONAHUE. Because the administration apparently believed
that we need a world-class standard for intellectual property, but
we do not need a world-class standard for environment, for labor
conditions.

Obviously, they made a judgment that those two subjects were
not appropriate for the expenditure of effort to establish this world-
class standard that they felt absolutely essential in the protection
of intellectual property.

Senator BAUCUS. Now, when you say they did not address the
environment, you do not mean environment for the sake of aes-
thetic reasons, you mean provisions that have direct economic ef-
fect on Americans.

Mr. DONAHUE. Indeed, I do. I mean, the controls over companies
which melt down batteries to recapture the lead, I mean the smol-
dering facility outside Tiajuana where the battery acid is still waft-
ing out of the ground, even though it has been covered by four feet
of dirt. The plant was closed 9 months ago. You might ask, why
were they in Mexico and not in the United States, because we
would not allow them to do that in the United States. Yes; that
kind of environmental concern.

Senator BAUCUS. Thank you. Thank you, Mr. Chairman.
The CHmRMAN. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I want to just say to

Senator Baucus, I think that is the point where the green treaty
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label given to this thing breaks down. I mean, it is in the environ-
ment. You see this difference in standards and it goes to this kind
of green. It is a dollar green, in terms of the profit aspect of it.
That is they the environmental side of this thing is, I think, woe-
fully inadequate.

I am going to put into the record an article from U.S. News &
World Report, one of the best business journals in this country,
from May of last year. Major story headline: Poisoning the Border.
Subheadline: Many American-owned factories in Mexico Are fouling
the environment and their workers are not prospering. The article
talks about everything from child labor, drinking water out of old
pesticide cans, to other kinds of environmental abuse.

Senator BAUCUS. Without objection, it will be included.
Senator RIEGLE. Thank you.
[The article appears in the appendix.]
Senator RIEGLE. I think the bottom line of this discussion

today-and I certainly hope it is going to get outside this room to
the American people-is, we are in a global economic war, and we
are losing that war. This is one manifestation of it. It is a very
powerful, new danger that has come on the horizon. You talked
earlier about our trade deficit over roughly the last decade, and I
have actually gone back and reconstructed what has happened.

[Showing of chart.]
Senator RIEGLE. On this chart, if you start from 1980, which is

where this chart comes from, and you take our cumulative mer-
chandise trade deficit with the rest of the world since that time,
it is now up to a total in excess of $1.1 trillion. $1.1 trillion. $460
billion of that alone, by the way, is with Japan. So, it is not just
Third World, low-wage countries, although a lot of it is that, too.
We are seeing that now from Communist China.

This is a devastating portrayal of what has happened, and this
treaty is precisely more of the same philosophy that has gotten us
into this hole. I mean, that is the great irony of it. And that is why
I think there is a rush to try to get it done before this crowd gets
washed out, as I think is going to happen in this election.

But if you look at that massive cumulative trade deficit which is
getting worse-it is going to be another $65 billion added to it this
year-you see, at the same time, high unemployment in America,
a declining level of family incomes dropped now for the last 3 years
in a row-the first time that has happened that way; you have al-
most got to go back to the Depression to find it. Increase in the
number of people in poverty in terms of the underclass. You have
got this huge trade deficit, you have got a huge fiscal deficit. And
you have got growing inequities in private wealth.

I am disturbed, frankly, that our friends on the other side of the
aisle do not see that and are not trying to do something to correct
it, because it is wrecking this country. It is tearing the social fabric
aside, it is grinding down the middle class, and it is terribly un-
fair-terribly unfair.

We can do something about that, but it is obvious that this
agreement is designed to drain more capital and more jobs out of
the United States. I :lean, is that not its practical effect?

Mr. DONAHUE. That is its effect. That, I submit, was its goal.
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Senator RIEGLE. Why would this statement have been in the
W9l Street Journal just last month? I want to read it to you. I
have cited it before. Headline on the story: "Free Trade Treaty is
Key Issue in U.S. Presidential Election." Here is the paragraph.
"The agreement also is likely to be welcomed by big business lead-
ers who more often support Republicans. "That means dollars,
fund-raising," says GOP pollster, Vince Breglio. "And in that sense
it probably ends up benefitting Bush." Now, why would he have
said that?

Mr. DONAHUE. Because he believes it.
Senator RIEGLE. Yes. But what is there that causes that to be so?

Why does he believe that?
Mr. DONAHUE. Because the agreement is for the benefit of U.S.

investers. It is for the benefit of financial institutions, it is for the
benefit of those who have assets to invest. And it affords them the
opportunity to invest them in a place other than the United States
where they can procure far greater return than they can in the
United States, providing they are willing to overlook their respon-
sibilities to nation, community, and so forth.

Senator RIEGLE. Exactly. You know, when I see the polling data
today in this country and all of the major polling organizations are
asking the American people this question, are we on the right eco-
nomic track going into the future, or on the wrong track.

And, for the first time now, there is an 80 percent majority of
the American people who recognize and say, in answer to that
question, that we are on the wrong economic track going into the
future because they see precisely what is happening in their own
lives.

I mean, people with excellent work records and job skills are los-
ing their jobs, cannot find replacement jobs. In essence, the philoso-
phy behind this is that if your plant closes down and your job goes
to Mexico, that presumably you are going to have to follow your job
to Mexico.

Of course, you work for $1.25 an hour and you live in a poisoned
environment, and things of that kind. It is not practical and it is
really an insult, I think, to our people to have this situation where
we have got this job crisis which is getting worse.

Now, some people blame organized labor. My understanding is
that if you take the percent of the labor force today in the private
sector, leave aside public employees, the private sector, that the
number of organized labor members is about 12 percent. Is that an
accurate figure?

Mr. DONAHUE. It is slightly over that. Approximately 12.6, or
something like that.

Senator RIEGLE. 12.6. So, let us say it is 13 percent. If it is 13
percent, is that alp,) not saying that 87 percent of the workers in
the private sector a - not members of unions?

Mr. DONAHUE. Yes.
Senator RIEGLE. I mean, the notion that the union movement is

somehow responsible for the problems in America, it is another one
of the straw men, I think, that has been set up precisely by this
administration, which has stacked the cards in the tax laws and
every other way through this trickle-down economics, to run the
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money up to the top of the income scale on the theory that some-
how some of it will trickle back down to everybody else.

And we are seeing the job base of America destroyed in the
meantime. We are seeing the middle class being ground down in
the process, and I think it is a danger to the future of this country.

I think if we do not get off this track immediately and get a
major job program going in this country-and I am talking about
the public sector, the private sector, organized labor, and unorga-
nized workers all combining in a kind of a team effort-we are
going to lose our economic future. We are going to lose part of it
to Mexico if this thing goes through, but we are losing our economic
future.

Senator BAUCUS. Thank you. Thank you very much, Senator.
Senator Danforth.
Senator DANFORTH. Mr. Donahue, in your view, where should we

go from here? Do you think that free trade agreements with coun-
tries that have lower income scales than we have are not a very
good way to pursue our policy?

Mr. DONAHUE. Yes, I do. I would agree that they are not a good
way to pursue our policy. As to where we go, I would offer a couple
of suggestions which will not be adopted by anyone.

But, first, I would take the word "free" and get it out of our vo-
cabulary. It does not exist. There is no such thing in the world as
free trade, not between any two nations. This is not a free trade
agreement. That is an ideal that does not exist.

So long as we keep setting up that phrase, as the shibboleth, we
said our protectionism is the shibboleth on the other side and we
do not have rational discussion. I would argue that we should pur-
sue trade negotiations in whatever forms available to us.

I think there is a substantial reason to question the validity of
creating a trade block between three nations or a hemispheric
block, as opposed to another hemispheric block. But I think that is
a debate we have not really come to a serious conclusion about yet,
and I do not really know the answer to it.

But we are locked into and we are lead participants in a trade
system which talks about multilateral negotiations in the GATT.
And while we are pursuing those negotiations, we get off into this
arrangement with Mexico and Canada, this diversion from the
GATT. I would say we ought to be pursuing GATT negotiations.

If it is determined to be in our national interests to create a
trade block of some size, perhaps we ought to pursue that. We
ought to pursue it, however, from a different level and from a dif-
ferent spirit than we start with now. The spirit we start with now
is that we have to seek free trade, whatever that is. And we have
to, therefore, abandon restrictions.

I would proceed in trade negotiations looking for the ways in
which we can actuate a policy of managed trade. That amount of
deficit which Senator Riegle demonstrates, $1.1 trillion, or to tell
us that we are not running this company very well. We have a real
flop on our hands. If we were in business we would do something
about it.

Senator DANFORTH. So, your view is that our policy should be
managed trade.

Mr. DONAHUE. Yes, sir.
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Senator DANFORTH. That is, it is my understanding that man-
aged trade is that it says, here is the target deficit with any given
country, or surplus, bfit it is geared to dollar amounts. It is not
geared to really changing the rules of trade, but geared to fixing
dollar amounts.

Mr. DONAHUE. Well, it depends. I mean, it can be approached in
a variety of ways. Congressman Gephardt approached it in that
way in which you suggest because he despaired of finding any
other way of dealing with the Japanese trade deficit, and he said,
why should we write prescriptions for them, why do we not just tell
them to work this out themselves in any way they choose: either
stop exporting to us or start importing from us; let them decide
what they want to do.

The opposite approach is the approach of the administration, a
failed approach, to pursue the Strategic Impediment Initiatives
talks, which went noplace, with the Japanese. The opposite ap-
proach is the approach of the administration in the GATT to insist
that agriculture is the sine qua non, and nothing can move except
for agriculture, and to argue that the nations which decide to pro-
tect their farmers are wrong. We know the truth; they are wrong,
therefore we have to change that. I think each nation has to man-
age its own trade and its own interests, Senator.

Senator DANFORTH. All right. Well, I have a strange feeling that
I am Madison Square Garden this morning. But let me just give
you a hypothetical question. Let us say that the United States-
just on a hypothetical, not Mexico or any other specific country-
let us say that there is a country that has significantly lower wage
standards than we have, and the same country has much higher
trade barriers than we have--much higher.

Do you think that, under that hypothetical situation, there really
is such a thing as a so-called free trade agreement that would be
satisfactory to you, or is the disparity in wage standards in itself
so inherently unfair that we really cannot deal with it?

Mr. DONAHUE. Oh, not at all. Not at all. If I felt that, I would
say that we could only death with a very limited range of nations
in the world. I do not believe that at all. I believe that we should
negotiate with everybody. We should be prepared to negotiate in
our own self-interest with everyone. And our self-interest is what
ought to be the standard by which you judge the adequacy of this
agreement, or any other.

So, I would negotiate to reduce tariff barriers or other barriers
in any country where they exist, and I would be very careful about
what I gave away for it. I would proceed from the premise that
there are such things as nations, there is such a thing as national
interest.

We ought to pursue the course by which we give maximum pro-
tection to the citizens of our nation, however you define that pro-
tection, whether long-term or short-term, that best protects the in-
terests of the people of our nation.

Senator DANFORTH. Thank you. Thank you, Mr. Chairman.
Senator BAUCUS. Thank you very much, Mr. Donahue and Mr.

Robinson. You have been excellent witnesses, and you have raised
a lot of new points which are very helpful to this committee. I com-
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mend you very much. You have been excellent, both of you. Thank
you very much.

Mr. DONAHUE. Thank you very much.
[The prepared statement of Senator Grassley appears in the ap-

pendix.]
Senator BAUCUS. The hearing is adjourned.
[Whereupon, the hearing was concluded at 12:07 p.m.]
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COMMiTTEE TO EXAMINE NAFTA AGRICULTURE AND ENERGY ISSUES, U.S. LOOKING
To COMPETE, BENTSEN SAYS

WASHINGTON, DC-Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, Thursday announced a hearing on agriculture and energy aspects of the
North American Free Trade Agreement.

The hearing will be at 9 a.m., Wednesday, September 30, 1992 in Room SD-215
of the Dirksen Senate Office Building."It is important to hear how the NAFTA will affect agriculture in the U.S. and
our oil and gas industries, our electricity producers and our equipment suppliers.
I want to make sure that the agreement puts us in a better competitive position
in these sectors," Bentsen said.

"This hearing should he!-) the Committee obtain a better understanding on how
the NAFTA will affect the livelihoods of Americans in these important sectors,"
Bentsen said.

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

The CHARMAN. This hearing will come to order. If you will
please take seats and cease conversation. We have been delayed
ust a few minutes because the Senate is voting on the START
Treaty. Other members of this committee will be coming after they
vote.

Today we are holding the last of' the hearings that I scheduled
for this fall on the North American Free Trade Agreement, as an-
nounced by the administration in August. Today we are going to
focus on two key sectors in NAFTA: agriculture and energy. In both
of those areas, the United States stands to gain from a more open
trading system with Mexico.

Mexico is the third largest export market for our agricultural
goods, and it is the fastest growing. The administration has esti-
mated that this agreement could boost our agricultural sales to
Mexico by $1.5-$2 billion over 15 years. I will be interested in
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hearing whether the producers themselves think that we will real-
ize these kinds of gains.

There is no question but that we are going to have some winners
and some losers in agriculture under the NAFTA. At the same
time, I want to make sure that we provide a cushion to those farm-
ers who are most likely to suffer as a result of increased competi-
tion from Mexico. For example, I think of the concerns of the people
in the fruit and vegetable business along the Rio Grande about the
competition they will face from across the border.

There is no doubt that energy trade is an extremely important
part of our trading relationship with both Canada and Mexico. Last
year, we received 24 percent of our total oil imports from our. two
neighbors. Mexico has about a $20 billion oil service sector market,
a sector that we can not afford to ignore. At the same time, the
NAFTA negotiations have had to acknowledge, and work around,
the Mexican constitutional restrictions. That has not been easy.

The result has been that the NAFTA does not make nearly as
much progress in opening up Mexico's energy sector as it does in
opening up sectors like automobiles and agriculture. But the
NAFTA makes some progress, and I want to understand just what
that will mean to our oil and gas producers, equipment suppliers,
and others in the energy industry.

So, I look forward today to hearing from the Department of Agri-
culture and from the representatives of the agriculture and energy
sectors regarding their views of the agreement. I would like to rec-
ognize my colleague, Senator Baucus, for any comment he would
like to make.

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

Senator BAUCUS. Thank you very much, Mr. Chairman. In the
previous four hearings held in this committee on the North Amer-
ican Free Trade Agreement, one could easily have received the im='-
pression that it was an agreement with one foreign country, name-
ly, Mexico. But, in fact, both Mexico and Canada are party to the
NAFTA.

Since we have -ad a free trade agreement with Canada since
1989, it is understandable that Canada might often be lost in the
discussion, the assumption being that we already have free trade
with Canada. But, actually, two important sectors-agriculture and
cultural industries-were effectively exempted from the Canadian
Free Trade Agreement.

Unfortunately, with regard to Canada, these exemptions were es-
sentially continued in the NAFTA. That is, as a consequence,
American farmers, publishers and filmmakers are understandably
upset.

Many of my constituents who raise wheat were told by the ad-
ministration that they should support an extension of fast track. In
return, the administration would attempt to address their concerns
with Canada and the NAFTA negotiations.

Unfortunately, in the final days of the NAFTA negotiations, Can-
ada essentially chose to withdraw the entire topic of agriculture
from NAFTA. The administration consented, choosing to negotiate
bilaterally with Mexico on agriculture and allowing agricultural is-
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sues with Canada to be handled by the Canadian Free Trade
Agreement.

Anyone who believes that we have established true free trade
with Canada should take a hard look at the situation faced by
American wheat farmers. First, Canada continues to provide export
subsidies on all wheat exports to the United States.

The Canadian Free Trade Agreement includes a general prohibi-
tion on employing export subsidies on shipments to the other party,
but Canada is granted a special exemption from this provision for
certain transportation subsidies. Not surprisingly, Canadian wheat
exports to the United States have risen dramatically, and are ex-
pected to hit 42 million bushels next year.

Of course, Canada can still employ wheat export subsidies on ex-'
ports to Mexico. Earlier this month when the President announced
that he was expanding EEP sales by 1.1 billion bushels, I had
hopes that the administration was finally going to counter the sub-
sidies of the EC and Canada. Unfortunately, it appears that the
announcement was just an election year gimmick.

Mexico is not on the list of countries eligible for EEP. And, to add
insult to injury, the Bush Administration's Deputy USTR noted
yesterday that the announcement was not an announcement of new
sales at all; in fact, it was just a cynical election year attempt by
President Bush to win the votes of wheat farmers with false prom-
ises.

Second, all sales of Canadian wheat are still handled by a gov-
ernment-chartered monopoly known as the Canadian Wheat Board.
The price that this board charges for export sales of wheat is gen-
erally much lower than the domestic price for the same wheat. This
practice is generally known as dumping, and is prohibited by U.S.
law.

The United States recently instituted dispute settlement proceed-
ings against Canada related to durum wheat on the pricing prac-
tices of the Canadian Wheat Board. But these proceedings are slow
and narrowly targeted. In the meantime, U.S. farmers continue to
suffer. Tn Mexico last year, Canada captured 76 percent of the mar-
ket through these cutthroat pricing policies, while the Bush Admin-
istration sat on its hands.

Third, Canada is allowed to require end-use certificates on grain
imported into Canada. These certificates are required to ensure
that imported grain is not commingled with Canadian grain.

American wheat farmers recently pressed for similar end-use cer-
tificates on imports of Canadian wheat to ensure that Canadian
wheat was not mixed with U.S. wheat and slipped into American
farm export program shipments. But they are told by the adminis-
tration that such end-use certificates would violate the CFTA. Ap-
parently, the United States and Canada are living by a different
set of rules.

Canada may be a good trading partner in many sectors, but, with
regard to Canadian practices, it could put Japan o shame. And the
acninistration seems willing to tacitly accept this trade cheating.
I have listened to the administration's excuses for years and frank-
ly do not understand why it is not standing up more for American
producers.
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Assuming the Congress drafts implementing legislation for the
NAFTA next year, I will be seeking to include three provisions.
First, if they do not pass Congress this year, I will seek to require
end-use certificates on wheat imports from Canada. If Canada can
employ such certificates, the United States can, too.

Second, I will seek to initiate trade dispute settlement proce-
dures to end unfair pricing on U.S. sales by the Canadian Wheat
Board. If unfair pricing continues, I will press for use of U.S. Un-
fair Trade Laws to address these issues.

Third, I will seek a commitment from the administration to use
the Export Enhancement Program to counter Canadian subsidies
on wheat shipments to Mexico. American wheat farmers got a poor
deal under the Canadian FTA, and, thanks to the tactics of Canada
and the cooperation of the Bush Administration, they are not able
to improve the deal in the NAFTA. This is unacceptable.

Free trade means that everyone plays by the rules, not just that
the United States plays by the rules and Canada ignores them. I
am determined to level the playing field for American wheat farm-
ers.

Mr. Chairman, thank you for the opportunity to speak.
The CHAIRMAN. Thank you.
Senator Packwood, for any comments you would like to make.

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

Senator PACKWOOD. Thank you, Mr. Chairman. Over the last
month, this committee has held five hearings on the proposed
NAFTA, including a broad range of government and private sector
witnesses. To me, the results of these hearings are clear: that the
NAFTA is in the best interests of both the United States and my
State of Oregon. As a result, I strongly support the NAFTA and
will work hard towards its implementation next year.

Oregon already has substantial trade with Canada and with
Mexico. Between 1987 and 1991, Oregon exports to Mexico rose 190
percent, from $19 million to $55 million. And Oregon exports to
Canada have doubled and are now valued at $736 million.

According to the Commerce Department, an estimated 2,700 new
Oregon jobs have been created as a result of Oregon export growth
to Mexico and Canada, and a total of 17,100 jobs are currently sup-
ported by Oregon's exports to those two countries.

What finally sold me on this agreement was a study- by the Or-
egon Economic Development Department. This is a department of
the State of Oregon. The Oregon Economic Development Depart-
ment surveyed a cross section of Oregon industries, including: the
Oregon Cattlemens' Association; the Oregon Wheat Commission;
the Northwest Horticultural Council; the Oregon Potato Commis-
sion; the Western U.S. Agricultural Trade Association; the Oregon
Chapter of the American Electronics Association; the Western
Wood Products Association; the Portland Chamber of Commerce.
And, in addition, they surveyed numerous labor organizations.

After surveying these various sectors, the study concluded: (1)
Oregon's top 10 exports to Mexico will increase, because most Mexi-
can tariff and non-tariff barriers will be phased out immediately or
within the first 5 years; (2) Oregon's service industries will benefit



149

from Mexico's opening of its service market; (3) The NAFTA pro-
vides new opportunities for Oregon companies that have not tradi-
tionally exported to Mexico; (4) NAFTA will continue the Oregon
job creation that is already occurring; (5) Oregon's three major in-
dustries-agriculture, timber and high-tech-indicated that, on bal-
ance, they will benefit substantially from the NAFTA; (6) Job loss,
if any, will be negligible, as Oregon companies are not likely to re-
locate to Mexico, nor will Oregon products face significant new im-
port competition.

On this point I was interested in the study done for the Depart-
ment of Labor in their attempts to quantify the effects of NAFTA
on each State. This study concluded that Oregon, out of all of the
States, would be one of the top job gainers under NAFTA.

I understand and appreciate the concerns about the environment
and U.S. job dislocations. But this is what I have concluded from
the hearings. On the environment, the NAFTA is the first trade
agreement that the United States has ever entered into that ad-
dresses this question. While we did not get everything we wanted
out of NAFTA to improve the environment, I am convinced we are
clearly better off with the agreement than without it.

On job dislocation, while there will be some job losses within cer-
tain sectors in the United States, overall, the NAFTA will create
new U.S. jobs. After questioning witness after witness, I believe
there is very little in the NAFTA that will entice U.S. firms to
move to Mexico.

Most U.S. firms who want to go to Mexico are already there. And
even if we did not have any new free trade agreement with Mexico,
they would go or not go, as they choose, but t NAFTA ,agreement
will not be the factor that will cause ten) t g e Chair.

The CHAIRMAN. Thank you. We are pltba d to have tI -s morning
Hon. Ann Veneman, who is the Deputy Secretary of th U.S. De-
partment of Agriculture. If you would proceed.

STATEMENT OF HON. ANN M. VENEMAN, DEPUTY/SECRETARY,
U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON, DC

Secretary VENEMAN. Thank you, Senator. Mr. Chairman and
members of the committee, I am very pleased to be here today to
discuss the proposed North American Free Trade Agreement-
NAFTA, as we call it-as it relates to agriculture.

Speaking for Secretary Madigan and the Department, I want to
begin by conveying our gratitude for the support we have received
from you, Mr. Chairman, and from so many members of Congress,
in conducting these negotiations.

While we fully understand that approval for the process and ob-
jectives does not guarantee endorsement of the end result, I hope
you agree that our negotiators were successful in achieving the out-
come that we sought: a good, fair, comprehensive agreement that
merits the support of the U.S. Congress and the farmers.

I can report to you that the agreement text closely reflects the
advice and guidar,,;e provided to us in frequent consultations with
members of Congress, Congressional staff, and the numerous U.S.
agricultural groups that we worked with to develop the various
U.S. positions.



150

The proposed NAFTA meets our objectives for a market access
agreement that will create new, long-term growth opportunities for
U.S. agricultural exports within our own hemisphere. The provi-
sions also address the concerns expressed to us about the need for
long transition periods or special safeguards for our most import-
sensitive sectors, as well as strong protections for U.S. consumers
and the environment.

Mr. Chairman, I have submitted my full statement for the
record, and will not take this committee's time by reading it now.
But, with your permission, I would like to summarize the provi-
sions and benefits of this agreement most important to U.S. agri-
culture.

First, let me highlight a few of the agreement's major accom-
plishments involving trade liberalization for agriculture. If ratified,
the NAFTA will result in the ultimate elimination of all tariffs,
quotas and licenses that act as barriers to agricultural trade be-
tween the United States and Mexico.

It will give the United States, and, with some exceptions, Can-
ada, preferential access in the Mexican market. It will establish
strong rules of origin to ensure that primary benefits of NAFTA go
to North American producers. It wipl provide stronger protections
for agricultural inventions, patents,1krademarks and technologies,
and it will create a quick, fair, and effective process for resolving
disputes on NAFTA violations among member governments.

"-- Let me point out, as well, that the agreement does not affect our
Section 22 quotas for any country other than Mexico. It does not
involve any compromise of stringent U.S. standards for food safety
or animal and plant health, and it requires no changes in U.S.
farm programs, nor would it preverit any future changes so long as
our programs remain consistent with GATT obligations.

As you know, Mr. Chairman, the NAFTA provisions addressing
agricultural market access involve two separate bilateral agree-
ments: one with Mexico and the United States, and the other be-
tween Mexico and Canada. The Canada-Mexico agreement, at Can-
ada's insistence, maintains current protections for dairy, poultry
and eggs, but is otherwise similar to the United States-Mexico
agreement.

There are no exempted commodities in the United States-Mexico
agreement, although there are special provisions for specific com-
modities during the transition period. Our goal was an open border
with free access to the Mexican market for the U.S. agriculture and
food industries. Mexico represents one of the world's fastest grow-
ing agricultural markets; already the third largest export market
for U.S. agriculture, as you noted yourself this morning.

It is precisely the kind of diversified growth market needed to
ensure future export opportunities for U.S. bulk and high-value
products. The NAFTA will substantially improve current U.S. mar-
ket access and prevent Mexico's return to past policies that se-
verely limited trade and economic growth.

At the same time, the agreement will further stimulate Mexico's
economic development, providing the additional jobs and income
that will translate into greater demand for U.S. products.

Under the agreement, all non-tariff measures affecting agricul-
tural trade between the United States and Mexico will be elimi-
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nated immediately. They will be converted to either tariff rate quo-
tas or ordinary tariffs. This includes Mexico's import licensing sys-
tem, the single greatest barrier to U.S. agricultural sales in the
market.

All agricultural tariffs will be eliminated; many immediately,
others over transition periods of 5, 10, or 15 years. After the 15-
year implementation period, we will have free trade. The imme-
diately tariff eliminations apply to a broad range of agricultural
products.

In fact, when the agreement goes into effect, more than half the
value of agricultural 'trade between o.ir two countries will be com-
pletely duty free. Both countries protected their import-sensitive
sectors with longer transition periods, tariff-rate quotas, and, for
certain products, special safeguard provisions.

The United States will have tariff-rate quotas on imports from
Mexico that are now subject to our Section 22 quotas. That is: dairy
products, cotton, sugar-containing products, and peanuts.

Basically, the tariff-rate quotas initially allow only a small quan-
tity of products to enter duty-free, and any amount over the duty-
free quota is subject to a higher tariff. In most cases, the duty-free
quota grows at a 3 percent compounded annual rate, while the
over-quota tariff is gradually reduced.

At the end of the 10- or 15-year transition period, all trade is
duty free. In addition, special safeguard provisions in the form of
tariff-rate quotas will apply on a seasonal basis to protect the U.S.

r market from sudden import surges of Mexican tomatoes, fresh on-
ions, eggplants, chile peppers, squash, and watermelons.

These products accounted for about $340 million in U.S. farm im-
ports from Mexico in 1991. The tariffs and quantity-based meas-
ures on the safeguard items will be phased out in 10 years.

Several other import-sensitive products are included in the long-
est phase-out category of 15 years to give producers additional time
to adjust to free trade. These will apply to U.S. imports of Mexican
orange juice, dried onions and garlic, asparagus, cantaloupes and
certain other melons, cucumbers, broccoli, peanuts and sugar.

I know these import protections are of a special concern to mem-
bers of Congress and to many farmers, so I will refer you to my
formal statement for a more detailed explanation, and will be glad
to answer your questions on these provisions.

But I would like to focus for a short time on the benefits of the
proposed agreement for U.S. agriculture. USDA's goal was to reach
an agreement that would open Mexico's market to U.S. farmers
and create new opportunity for U.S. agricultural and food exports
far into the next century. We believe strongly that the negotiations
were successful.

In analyzing the impact of the agreement, USDA economists
have made the following projections. By the end of the 15-year
transition, the NAFTA is likely to increase annual U.S. agricultural
exports by $1.5-$2 billion over what would have been expected in
the absence of an agreement.

The increased exports to Mexico will boost U.S. farm cash re-
ceipts a projected 2 to 3 percent. The larger exports will also trans-
late into more than 50,000 additional jobs in agriculture, the food
industries, and the rest of the U.S. economy.
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The expected benefits for U.S. agriculture would expand over
time as the Mexican standard of living improves. The gains in agri-
culture would spread and multiply throughout rural America.

U.S. grains and meats are expected to account for more than half
the increase in U.S. agricultural exports, although many products
from the United States would benefit. Let me mention a few. For
U.S. corn, Mexico's import licensing requirements will be elimi-
nated immediately, replaced by a tariff-rate quota.

Initially, 2.5 million metric tons of corn will be allowed to enter
Mexico duty-free. This duty-free quota will grow at the rate of 3
percent a year, while Mexico's tariff on the over-quota amount will
drop to zero in 15 years.

Under these provisions, U.S. corn exports to Mexico are expected
to steadily increase. U.S. sorghum exports to Mexico will also in-
crease, following the immediate elimination of all existing tariffs on
sorghum trade.

Mexico's import licensing requirements for U.S. wheat will end
immediately, and the 15 percent tariff on U.S. wheat will be
phased out over 10 years. By that time, U.S. wheat exports to Mex-
ico are expected to reach 1-1.5 million tons a year, compared with
an average of 355,000 tons over the last 3 years.

For U.S. soybeans, Mexico's seasonal duty will be cut to 10 per-
cent and phased out over 10 years, giving U.S. producers an even
larger share of this growing market. In fact, when NAFTA is fully
implemented, the combined gains in U.S. exports of corn, sorghum,
wheat, and soybeans may approach 4 million tons a year.

Mexico is already one of the fastest-growing export markets for
U.S. meat, and NAFTA will improve U.S. access. Beef trade is ex-
pected to continue to increase under NAFTA, while U.S. pork ex-
ports may double by the end of the transition period when Mexico's
tariff on U.S. pork is completely phased out.

In addition, NAFTA should give the United States a larger share
of Mexico's dairy product imports; boost Mexican demand for U.S.
cotton; help ensure significant growth for U.S. exports of fresh ap-
ples, pears, and peaches; increase U.S. exports of many high-qual-
ity fresh vegetables, particularly during Mexico's off season, and
substantially increase U.S. exports of tobacco and wood products to
Mexico.

Mr. Chairman, over 14 months of intensive negotiations, our ne-
gotiators worked to craft an agreement that offers a broad range
of benefits and protections for U.S. agriculture, and these are not
limited to the market access provisions that I have discussed so
far.

The NAFTA also includes strong rules of origin for United
States-Mexico trade, generally much stronger than in the United
States-Canada agreement. Commodities originating from outside
the NAFTA must be transformed significantly in Mexico before
they can receive any preferential treatment by the United States.

In addition, the NAFTA specifically recognizes the right of each
country to establish its own levels of protection for human, animal,
and plant health, as long as the measures are based on science. Im-
ports that do not meet U.S. standards will be prohibited.

There are important agricultural-related provisions in other
areas, as well: in the intellectual property rights text, which will
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provide stronger protections for U.S. agricultural inventions and
technology; in the elimination of Mexico's local content require-
ments for manufacturers so that U.S. firms in Mexico will no
longer be required to buy only Mexican products; and in the open-
ing of Mexico's market for international truck and rail transport,
allowin U.S. companies, including companies involved in agricul-
tural transportation, to compete for a share of the business.

Mr. Chairman, with the concurrence of the Congress, the United
States can cast its vote to free our continent from barriers that re-
strain trade, economic growth, and opportunity. To expand and
prosper, U.S. agriculture needs growing export markets and new
opportunities.

Mexico, in particular, represents an agricultural market of tre-
mendous potential. The NAFTA will protect and expand U.S. ac-
cess to this market, while bolstering Mexican economic growth and
the increased demand that results from higher incomes.

The NAFTA text represents a comprehensive, fair, and balanced
agreement; one that meets our. agricultural objectives and address-
es our primary concerns. Its ratification next year would dem-
onstrate to the world what forward-looking nations can achieve
when they embrace the benefits of free trade for their farmers and
ranchers, their citizens, and their economies.

Mr. Chairman, that concludes my statement. I would welcome
your questions and those of the members of this committee.

[The prepared statement of Secretary Veneman appears in the
appendix.]

The CHAIRMAN. Thank you, Madam Secretary. Let me state that
I am going to put a 5-minute limitation on questioning by each of
the members of the committee. We have a long list of witnesses we
want to hear testify, and we want to, in turn, ask them questions.
As we get more members of the committee here, I may have to
move that to a 3-minute limitation. So, if you would start the clock,
lease. Traditionally, I let them start the clock after the Chairman

as questioned, but we will go ahead this time.
One of the things that concerns me, as someone who has been

involved in agriculture along the Texas-Mexican border all my life,
is the question of pest and disease problems. Mexico does not have
as tight control on those types as we have, generally, in the United
States. I think back, for example, to the Mexican fruit fly. We
started combatting the encroachment of that 40 years ago.

So, I have deep concern about that, and I know Texas farmers
do. We do not want to see some of those things moving across the
border. It is not trade protectionism. It is trying to see that we con-
trol situations that could damage our products within our own
country.

What do.edthe USDA plan to do insofar as beefing up inspection
facilities along the border if we see a substantial increase in agri-
culture trade?

Secretary VENEMAN. Mr. Chairman, as you know, I come from
the State of California, where the farmers out there have h..any of
the same concerns.

The CHAnRMAN. Yes.
Secretary VENEMAN. We will not change, as you know, our food

safety rules and our pesticide requirements, and so forth, coming
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into this country. That is a very important point that I think many
in the public do not understand. Nevertheless, we have continuing
problems with pests from a number of countries.

One of the things that I would say, is that I think this agreement
creates greater opportunity to have more harmonization of stand-
ards regarding those pests. We already have, as you probably
know, the largest APHIS international presence in Mexico that we
have in any country throughout the world. They have worked very
hard with Mexico.

As w-. have worked through this free trade negotiation, we have
had parallel discussions going on with people in APHIS, in Food
Safety Inspection Service, as well as EPA and a number of other
organizations.

The CHAIRMAN. Let me ask you about: the physical facilities along
the border where trucks cross. What are you going to do to bolster
those facilities?

Secretary VENEMAN. Well, my understanding is that the inspec-
tion rates will not change. I have not spoken with APHIS directly
to find out whether or not they are going to put on additional in-
spectors, but we will do what we need to do to maintain the kind
of inspection that we have had in the past to ensure that our pro-
ducers are protected from any undesirable pests and diseases.

Well, I assure you, if the trade expands as we hope it will on
both sides, you are going to need more physical facilities in order
to manage that situation. Otherwise, you are not going to have the
kind of inspection that will apprehend that type of an encroach-
ment.

The CHAiRMAN. Let me ask you about the action you took on Sec-
tion 22 with Mexico. I had understood earlier from your Depart-
ment that section 22 would not be changed except in the context
of the Uruguay Round. Now, why the change?

Secretary VENEMAN. What we had in this agreement was an op-
portunity to reduce all barriers between the two countries. Now, I
do not know of any specific representations regarding the Uruguay
Round, although we have talked about the fact that if we do some-
thing with Section 22 specifically, it would be in the context of the
Uruguay Round.

What we did was we took the concept that is in the Dunkel text
in the Uruguay Round that has been discussed for a number of
years throughout these 6 years of negotiations in the Uruguay
Round, the concept of tariffication, and applied it to Section 22 and
the import licenses simply between the two countries of Mexico and
the United States

The CHAIRMAN. Well, I must say, that seems contrary to what we
had been told before, that it would L.- done in the context of the
Uruguay Round. I would assume possibly that you are just not
making headway in the Uruguay Round and finally felt that you
could make that headway with Mexico and did. But I would like
to get a more detailed answer from you in writing, if you would,
please.

Secretary VENEMAN. We will be happy to provide that for the
record.

The CHAIRMAN. All right.
[The information requested was not received at press time.]
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The CHAIRMAN. Now, let me ask you again about Section 22. You
did that, the elimination in effect of Section 22 quotas with Mexico,
but Canada did not feel a need to change their supply mQtnagement
programs to eliminate some of their quotas. Do you, in effect, think
we got a better deal with Mexico as a result?

Secretary VENEMAN. I do, and I will tell you why. Simply, be-
cause, for all of our Section 22 commodities, we have greater export
potential to Mexico than Mexico has to this country in any of those
products. So, because we got the licenses tariffed from Mexico, we
also have great export potential in all of those products as well.

We have not-and it is important to emphasize-undermined the
use of Section 22 for any other country in the world. This will only
apply to Mexico; it will not apply to Canada. Canada and Mexico
do not have the same deal with regard to the products that are
subject to supply management in Canada.

Mexico did not lift its license restrictions on those things that
Canada did not lift its supply management. So, in effect, we have
a freer trade agreement. There is tremendous opportunity in Mex-
ico for things like dairy products.

Canada does not want to change its supply management. It will
not have access to that market. Our dairy farmers that I have spo-
ken to- around the country are quite excited about the potential for
the Mexican market. So, yes, I think we got a good deal by doing
this.

The CHAIRMAN. Recognizing the members in the order of their
arrival, Senator Baucus.

Senator BAUCUS. Thank you, Mr. Chairman. Madam Secretary,
I think you know, the American wheat producers are very upset
about these negotiations for several reasons. Essentially, they
revolve around Canada. One, is the Canadian wheat exports, the
anticipated exports into Mexico; and the other is the rise of the Ca-
nadian exports into the United States.

Secretary VENEMAN. Excuse me. Could you repeat what you said
about the exports into Mexico?

Senator BAUCUS. Yes. The major concern that American wheat
producers have is the increase in Canadian wheat exports to Mex-
ico. Canada now has about 76 percent of the Mexican market in
wheat.

Obviously, because of very significant subsidies-the transpor-
tation subsidies that Canada has, the Crow's Nest Agreement,
which amounts to $40-$100 a ton subsidy of Canadian wheat-
combined with the black box of the Canadian Wheat Board, where"
Canada sells wheat overseas at prices much lower than prices that
the Canadian Wheat Board sells wheat to Canadian consumers.
And it is all secret. We do not know what those overseas prices are.

And, third, American wheat farmers are quite upset because the
administration agreed to Canada's request that agriculture be
taken off the table in NAFTA. So, what assurances can you give
to American wheat producers that, in light of all of that, that they
are going to get a fair deal, particularly when the administration
has refused to use the Export Enhancement Program to sell wheat
to Mexico?

Secretary VENEMAN. That is a long question.

64-026 0 - 93 - 6
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Senator BAUCUS. Well, it is a very deep concern that American
wheat producers have, and here is your opportunity to allay their
concerns.

Secretary VENEMAN. Well, first of all, I think it is important to
emphasize that agriculture has not been taken off the table in the
NAFTA.

Senator BAUCUS. With respect to Canada.
Secretary VENEMAN. Well, let me just finish. We have gotten a

very good deal with regard to agriculture in the NAFTA. Now, the
Canadians, early on, refused to participate in the discussions that
were going on between the United States and Mexico and wanted
to either not be a part of the agriculture agreement or have their
own deal, because they simply would not agree to the kinds of mar-
ket access provisions that we were talking about.

As a result, we still have the Canada FTA. We still have the pro-
visions that allow us to have the trade agreement with Canada in
agriculture that we negotiated under the Canada FTA. Those pro-
visions will still govern.

Senator BAUCUS. But that does not address the concerns I raised.
Secretary VENEMAN. The concerns that have come out have been

with the Canadian Wheat Board, their pricing policy, the trans-
parency. I would Jueg to differ with your assessment that the ad-
ministration has sat on its hands in this regard. We have, for the
last 4 years, had numerous meetings with the Canadians, had
many opportunities to discuss this with them. It has been dis-
cussed at USDA at every level; at USTR at every level, including
Ambassador Hills. We have pressed the Canadians on this issue
very, very hard.

Senator BAUCUS. And with what result?
Secretary VENEMAN. Well, without result yet. But it is not as if

we are not attempting to do something on it.
Senator BAUCUS. Well, the administration on its own can in Mex-

ico. Why has it not?
Secretary VENEMAN. Well, let me get to that. The subsidy ques-

tion that you raised with export subsidies, in the United States-
Canada agreement, we agreed that we would not use export sub-
sidies to the territory of the other party. So, we do not have export
subsidies used between the United States and Canada. We also got
a provision

Senator BAUCUS. We are not talking about EEP to Canada, we
are talking about EEP to Mexico.

Secretary VENEMAN. I know. I am giving this to you by way of
reference. When Mexico's discussions were begun, there was a de-
sire not to give up the export subsidies that we are using into Mex-
ico because we need them to counter and offset what the Euro-
pean- are doing into the Mexican market.

Senator BAUCUS. And which Canada is doing in Mexico as 76
percent of the market.

Secretary VENEMAN. Canada also has a subsidy, particularly in
the form of the Western Grain Transportation Act, export subsidies
off the western ports, as you are fully aware of. If we were not able
to address the export subsidy issue with Mexico because we want
to continue to have access to our Export Enhancement Program, we
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certainly were not going to be able to get rid of Canada's export
subsidies in that regard.

Now, we have not traditionally used our export subsidy programs
to counter and offset the subsidies of Canada.

Senator BAUCUS. Why not? They are subsidies.
Secretary VENEMAN. That is true. We have generally used them

to counter and offset the subsidies of the European Community to
bring them to the negotiating table in the Uruguay Round.

Senator BAUCUS. The Europeans. But why not the Canadians?
They are subsidies, too. And we do not even know how deep they
are because it is a black box. It is secret pricing, whereas American
pricing is essentially public.

Secretary VENEMAN. I understand that. And we continue, as I
said, to press the Canadians on that issue.

Senator BAUCUS. My time is up. I was going to ask other ques-
tions about end-use certificates and also about sugar, which I can-
not understand either. I will supply those for the record.

Secretary VENEMAN. We would be happy to answer them for the
record.

Senator BAUCUS. Thank you, Mr. Chairman.
[The responses to written questions were not received at press

time.]
The CHAIRMAN. Thank you. Senator Packwood.
Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman, and thank you

Madam Secretary. Madam Secretary, I appreciate the testimony
and the good work that you all have been trying to do. The sugar
provisions of the treaty, however, in my opinion, are not sufficient
to justify my support unless some changes are made.

It is my understanding, that the sugar text as written would
clearly allow Mexico, after 6 years, to effectively cause severe dam-
age to the U.S. sugar industry and also to the 39 countries around
the world that export sugar into the United States under the cur-
rent program. I think that that result would clearly call on the
Congress to make changes to the existing sugar program which
currently operates at no cost to the taxpayers..

Now, the reason I have made this statement is because I have
looked at the text very carefully, and it seems to me very clear that
the NAItTA says that after year six Mexico can export its entire
crop of surpluss sugar to the Unite States after 2 years of "surplus
producer" status.

That would mean that, in the seventh year, if Mexico had
achieved sufficient "surplus producer," status, its entire surplus
production would be able to be exported to the United States, caus-
ing the problems that I just outlined. Now, in your statement you
say that the administration does not believe that Mexico will soon
become a surplus producer of sugar. That is probably correct.

But what will happen is that Mexico will import high-fructose
corn sweeteners, thereby replacing 1.5 million tons of sugar that
they cui gently use in their soft drink industry, thereby becoming
a surplus producer; not because they produced any more sugar, but
because they imported something to replace heir sugar consump-
tion.
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I do not think the NAFTA was intended to allow a country duty-
free access to the United States because it achieved a surplus of
a product not by production increases in that country, but instead
by importing something to replace their domestic consumption of
the product.

Now, is that not clearly possible? I mean, you as much admit
that, that you all tried to get HFCS's included in the agreement
and were unsuccessful. But, by not including them in the consump-
tion equation, is that not the practical effect?

Secretary VENEMAN. That is correct, Senator. It\js correct that
there were discussions about HFCS during the negotiation.

Senator BREAUX. I appreciate that.
Secretary VENEMAN. And our negotiators had lengthy talks about

that particular issue.
Senator BREAUX. And we really lost on that, did we not?
Secretary VENEMAN. Well, we were not able to get the kinds of

provisions that you are talking about.
Senator BREAUX. Are there any provisions on restricting the im-

portation of HFCS's into Mexico in order to achieve a surplus of
sugar? Is there anything that prevents them from doing that?

Secretary VENEMAN. Not that I am aware of, Senator.
Senator BREAUX. That being the case, is it not possible that they,

in fact, would be able to import HFCS's from any country, includ-
ing the United States, and use corn sweeteners to replace their do-
mestic sugar consumption, thereby achieving a "surplus," thereby,
after 6 years, be able to export all of that surplus sugar into the
United States.

Secretary VENEMAN. Well, it is not impossible, Senator. But let
me just give you a couple-

Senator BREAUX. Let me just stick on that. What, in the NAFTA,
would prevent this scenario from happening?

Secretary VENEMAN. First of all, they would have to reach net
producer surplus status.

Senator BREAUX. That would be easy to do, I would suggest,
under this provision.

Secretary VENEMAN. All right. Now, second, they would be lim-
ited in year seven to 150,000 tons. That certainly would not be
their whole production.

Senator BREAUX. Let me follow-up on that point, because I dis-
agree with it. After year seven, if they become a net surplus pro-
ducer of sugar because of this HFCS import gimmick that they
could use, they would be able to export their entire surplus to the
United States with no restrictions. Is that not correct?

Secretary VENEMAN. If, in fact, they have been a net surplus pro-
ducer for two consecutive years.

Senator BREAUX. That is correct. So, there is no restriction. If
they become a surplus producer because of an import gimmick,
they would be able to export to the United States their entire sur-
plus into this country with no restrictions. Is that not correct?

Secretary VENEMAN. I would like to just make a couple of com-
ments about why we think it is less than likely that the scenario
that you are presenting would happen. First of all, we do not an-
ticipate that HFCS would quickly go into the Mexican market. The
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reason is this: (1) consumer taste; (2) economics. They are not set
up either in their industries to use HFCS nor to produce HFCS.

Senator BREAUX. If that is our position, why did we not just in-
stead replace the term "sugar" in the consumption definition with
the term "caloric sweeteners?" If we do not think that that is going
to happen, why could we not gt HFCS counted in the calculation
of surplus? I

Secretary VENEMAN. As I said, Senator, there were discussions
on this subject. The Mexicans were not at all interested in going
beyond-

Senator BREAUX. I guess not. [Laughter.]
Secretary VENEMAN. In going beyond the normal definition of

sugar.
Senator BREAUX. Well, I think they did a wonderful job on their

part on this particular question, and we did not.
The CHAIRMAN. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I want to follow up

on the sugar area. In my home State, we are a major sugar-produc-
ing State. Just to give you the figures to give you a point of view
of the impact that I am concerned about, we now have over 2,200
Michigan farmers that are farming sugar beets on over 150,000
acres in Michigan. At the same time, as you might expect, we have
five sugar beet factories that, themselves, employ over 2,000 peo-
ple. All of that adds about $440 million to the Michigan economy,
so this is a big chunk of activity.

As we go through the Department of Commerce data on the
value of crops that Michigan has been shipping to Mexico--now,
this would be everything-it hes averaged less than $3.5 million
over the last 5 years.

Sc, from the point of view of possible impact in this one area-
and there are other Michigan agricultural areas that I think are
severely impacted-we have not found Mexico to be worth much in
terms of the size of the market with respect to what has been going
on there.

Now, along the lines of what Senator Breaux has said, I am very
much concerned about sugar and sugar products making their way
into Mexico, and, in turn, coming on up into the United States.
Chile, for example, now has a free trade agreement with Mexico,
and I think Mexico has indicated that they intend to move into a
number of agreements with other Latin American countries.

And I am wondering how you plan to test sugar or any sugar de-
rivatives to determine what their origin is so that we understand
whether we are being blind-sided, as I am almost certain we will
be. You have got to bear in mind, and let us not have any illusions
about it, you have got a corrupt legal system in Mexico.

Now, you may want to try to dress it up any way you can, but
that has been laid out in testimony in hearings here before. Sen-
ator Moynihan has raised that point, and so forth. I want to know
how you are going to test and be certain that we are not having
sugar just transshipped through Mexico into the United States,
which obviously is a loaded gun aimed at my sugar beet producers
in Michigan.

Secretary VENEMAN. Senator, there has been concern about this
issue with a number of agricultural areas. There are a couple of
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things. One, is that only NAFTA-origin sugar, under the rules of
origin, would be eligible for the preferential treatment, as you
know. The shipper would have to certify that, yes, indeed, it is
NAFTA-origin sugar. Now, in addition-

Senator RIEGLE. Well, suppose he gives you false certification,
how do you have a way of making sure that, in fact, it is?

Secretary VENEMAN. If any U.S. company had any indication at
all that there were false certifications or non-NAFTA-origin sugar
coming into the country, they would be allowed to request an audit
from the Customs Service.

Senator RIEGLE. Well, let me ask you, what does the government
do? I do not think the burden should fall on the private sector to
have to figure out whether the sugar they are buying is illegal and
in violation of the agreement.

I mean, you drafted the agreement. I think the government has
an obligation here to make sure that it is being adhered to and
that there is not a violation. What is the government going to do?
What kind of an inspection program do you have in mind?

Secretary VENEMAN. Well, the Customs Service is the agency
that monitors the rules of origin to make sure that they are com-
plied with. I do not know whether this committee has had a hear-
ing with Treasury or the Customs Service or not yet. I know that
the Agricultural Committee is having one this morning to discuss
these very issues.

Senator RIEGLE. We have had some hearings where the Treasury
comes in, the Customs Service comes in, and the Customs Service
says one thing and then the Treasury overturns it. We have had
a situation like that. But what do you plan to do? I mean, what
are the verification procedures that you see being put in place
here? Do we not need some new ones to protect precisely against
this kind of a problem?

Secretary VENEMAN. Senator, these are Customs issues that are
monitored by the Customs Department on rules of origin. USDA is
not going to set up a separate and distinct Customs system to mon-
itor rules of origin for agricultural products, as I do not believe the
Commerce Department would be setting them ,up to monitor on in-
dustrial products.

Senator RIEGLE. Well, then how about on the use of pesticides
and any other violation that we see taking place down in Mexico
that, in turn, builds itself into the product that is coming up?

For example, in the area of fruits and vegetables, we also happen
to be a State that has a $300 million annual industry there. We
employ thousands of producers in our State, and obviously food
processors down the line from the people that actually grow the
products.

What is your plan for making sure that we are not having things
happen down in Mexico that is giving them a cost advantage, ei-
ther by using materials that we cannot use here, or even labor
practices, for th t matter, that are getting built into the agricul-
tural productioii that is coming in and putting our people out of
work? What plans do you have in that area?

Secretary VENEMAN. Well, first of all, all food products that come
in from Mexico will have to meet U.S. requirements as far as resi-
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dues, food safety, and all other requirements. Those will not be
changed.

Senator RIEGLE. And what percent do you sample now to make
sure that that is occurring? I have seen as little as 2 percent. Can
that be right?

Secretary VENEMAN. I do not have those numbers.
Senator RIEGLE. Do you have somebody with you that knows? Is

there somebody here that knows the answer?
Secretary VENEMAN. I do not think so. It is an FDA issue. I

think-
Senator RIEGLE. Would you have somebody find out for the next

round?
The CHAIRMAN. If you would give him the written answers to

that so we can have it for the record. Thank you. Time has expired.
[The information requested was not received at press time.]
The CHAIRMAN. Senator Symms.
Senator SYMMS. Thank you, Mr. Chairman, and thank you,

Madam Secretary, for your statement. It is very obvious, as you
watch the debate, that it is very hard to sell NAFTA even though
it may be very good for the country and it may specifically even be
good for States like Louisiana, Idaho, Minnesota, and Michigan.
Unfortunately, all Senators have some political soft spot in the
NAFTA.

My political soft spot happens to be a real concern over our sugar
industry. But I do think it is important that we have a full under-
standing of where we think the sugar industry will be.

If, in fact, the free trade agreement makes both sides of the bor-
der more wealthy-which I believe that it will in the big picture
and is a positive, net plus for both the United States and for Mex-
ico-what would be the estimates of sugar consumption in Mexico
itself, with 88 million people who have a relatively low income com-
pared to the United States? If, in fact, their incomes could be bene-
itted, what would be the change in their own domestic sugar con-

sumption?
Secretary VENEMAN. Well, Senator, what I would like to do is get

you some specific numbers from our economists for the record.
Senator SYMMS. Well; we would like to have those.
Secretary VENEMAN. But let me just say that, overall, we expect

not only sugar consumption, but the consumption of agriculture
and food products, particularly higher value products, to increase
substantially over time. We are already seeing significant in-
creases.

As the Mexican. economy develops, as people have more dispos-
able income, they tend to spend it, first, on food and food products.
Therefore, in the area of sugar and sugar consumption, in the area
uf many of these products, particularly the higher value products,
but other products as well, we expect to see significant increases
in markets simply because, as the economic situation improves,
people have more income to spend on these items.

Senator SYMMS. So that the possibility is the prediction that it
allows so much sugar to be exported to the United States may not
actually evolve. So if we cut our nose off to spite our face we may
end up losing other business benefits that would come from this
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treaty and not, in fact, have really damaged our sugar industry. Is
that correct?

Secretary VENEMAN. That is correct. And many who look at this
agreement often look at it as a stagnant market rather than a mar-
ket that is growing over time.

Senator SYMMS. Right. Now, the next question I have follows
along with what Senator Breaux said. He was being pretty specific
with you with respect to what are the safeguards to prevent Mexico
from buying cheap, foreign sugar and then selling it in the United
States for a profit. What is the safeguard?

Secretary VENEMAN. Well, one of the main things that the sugar
industry was concerned about was transshipment, as we were ne-
gotiating this agreement. So, by year six of the agreement, Mexico
has to have a border control program in place which will parallel
the U.S. program so they cannot be shipping in sugar, substituting
that sugar and sending it to the United States. So, there will be
a program of equivalent type in place by the end of year six.

Senator SYMMS. In other words, the Mexican Government has
agreed then to permit U.S. Customs to inspect their sugar facilities
to prevent this from happening. Is that correct? That is what I
have been told, but I just want to get that on the record.

Secretary VENEMAN. That is correct. We all have the right to in-
spect to ensure that rules of origin are being complied with.

Senator SYMMS. So, what we have is an agreement from their
government, specifically in the treaty to do that. Now, the next
question I wantoid to ask is, the phase-out of tariffs on refined
sugar and sug.r-containing products coming from Mexico in 10
years while th,; phase-out for raw sugar is 15 years. Why the dif-
ference? I can submit these questions to you.

Secretary VENEMAN. I would like to get you that answer for the
record so that you can have time.
I Senator SYMMS. All right. Then, could the phase-out for refined
sugar and sugar-containing products be equalized with that of raw
sugar? That would go with it.

Secretary VENEMAN. All right.
Senator SYMMS. Well, Mr. Chairman, I see that my time has

about expired. I will submit these questions to you for the record.
[The questions appear in the appendix.]
Senator SYMMS. I would just say in the remaining part of my

time, I personally think that it is important that you can make the
case so that you do not have Senators who should be voting for
NAFTA, voting against it because of a significant part of their
economy. And I might just point ou4 for the record that my State,
Idaho, in exports to Mexico from 1987 to 1991, have increased 193
percent. So, we are already doing a significant amount of business
with Mexico.

And, in the big picture for the country, I think it is very impor-
tant that we do have this agreement. Unfortunately, I think every
Senator here has some political problem with the NAFTA. If you
can work those out, it will be a lot easier to sell the treaty. It is
a lot easier to be against one little thing and not explain all the
other people who get hurt because you cannot see the benefit from
it, but people can see the presumed threat to the question.
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Secretary VENEMAN. I agree. And we would be happy to meet
separately with any of the members.

Senator SYMMS. So, I ask unanimous consent to submit my en-
tire statement for the record, Mr. Chairman, and the questions.

The CHAiRMAN. Without objection, that will be done.
[The prepared statement of Senator Symms appears in the ap-

pendix.]
Senator SYMMS. I thank you.
The CHAiRMAN. Thank you. Senator Durenberger.
Senator DURENBERGER. Mr. Chairman, I would ask unanimous

consent that my statement be made part of the record.
The CHAIRMAN. That will be done.
[The prepared statement of Senator Durenberger appears in the

appendix.]
Senator DURENBERGER. Madam Secretary, thankyou very much.

I need you to respond to a variety of questions, andI will ask you
to do that in writing because of the time pressure we are under.
The questions that Senator Baucus raised are critical.

Meetings and discussions and pressing the Canadians for 4 years
is not going to satisfy either one of us. Nor is the argument-and
I hope you can clarify this-that some of these issues, such as price
transparency and transportation subsidieS, are going to be covered
when we finally get back to the Uruguay Round or bilateral nego-
tiations.

I have never quite been able to understand the interplay here.
We did not negotiate bilaterally with the Canadians, but we are
going to do it at the GATT negotiations or are we going to do it
under the United States-Canadian Free Trade Agreement. I think
you need to explain to all of us-wheat is the major example-the
interplay between these various agreements.

On the sugar issue-which we all care about-I care about it the
most; I have got 4,830 sugar beet farmers-sugar is one of those
examples, at least the safeguard mechanism, that is bothering me
about this whole agreement. I,

I am going to ask you questions about corn; I amgo'ing to ask
you questions about barley; I am going to ask you questions about
the recordkeeping process for commodities, like pork, that operate
under rate quotas; I am going to ask you questions on some other
areas.

But one of the problems here is the same problem that I have
experienced when I was on the Intelligence Committee, doing ver-
ification of commitments made under treaty agreements with the
Soviet Union.

If you are going to have an agreement which depends entirely on
inspectors standing at the ports of entry; if you are going to have
an agreement that depends entirely on getting at the Mexican or
Canadian books; if your whole agreement-as this one seems to
be-is to be conditioned on some kind of an auditing process, this
thing is not going to work.

This agreement has to be premised on the fact that it is in the
best interests of each of these nations and each of the traders, the
growers, the manufacturers in these nations, to make this work. In
other words, all of the incentives ought to be to make this thing
work rather than to try to set up a system that guarantees district.
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That is a general observation, as I listen to the folks in Min-
nesota. Minnesotans should be all for free and fair trade. Our
whole State would benefit from that. That is the interest that I try
to represent. But today, all of the polls in my State are two to one
against this agreement.

I am not sure that going back there and just saying, I have got
a guarantee that this record is going to be open every year and
that somebody is going to be inspecting the points of entry for this.
It is not going to work. We have too much experience with Cuban
sugar going to Canada and coming into the United States. You can
go on and on with this sort of thing.

So, that is a general observation that I would make, not only to
you but also to the USTP, to this administration, to anybody else,
about this particular agreement. I really want to support it. I think
it is important to our country's national interest. It is certainly im-
portant to the interests that I represent in the State of Minnesota.

But if I have doubts about how are we going to verify that Mex-
ico is not importing foreign sugar out of the world market for do-
mestic use; if I have to ask you questions about how the Govern-
ment Grain Trading Agency makes the purchases, whether there
will be a de facto import quota system; how do we do record-keep-
ing, this sort of thing, I do not think we are going to make it.

But I am going to ask you those questions anyway, because that
is the interpretation that I am getting of the premise on which the
implementation of this agreement in agriculture is going to have to
lie. So, I will leave it at that. I have the questions in writing and
I will submit those questions for your response.

[The responses to written questions were not received at press
time.]

Senator DURENBERGER. Do you have a general observation about
my characterization of the terms as it relates to agricultural, com-
modities, concentrating very heavily on safeguards?

Secretary VENEMAN. Well, let me make a couple of comments
about your initial statements on Canada, the GATT Round, and
how all of this fits together. In the United States-Canada agree-
ment, we had a very difficult time addressing the subsidy issues,
as you know, and we said tht those issues would be left for the
GATT negotiations.

There has been a lot of confusion over the export subsidy provi-
sions and that we would not use export subsidies to the territory
of the other party. That was agreed to. There has also been confu-
sion over the fact that that did not incorporate the Crow's Nest
subsidy that went through Thunder Bay.

That subsidy was, in fact, a domestic subsidy because it was not
conditioned on the export of the product, unlike the transportation
subsidies that go out of west coast ports. So, that will be addressed
under the internal subsidy part of the Uruguay Round.

We have pursued the transparency issue on numerous occasions,
and we cannot forget that we have, in fact, filed a case on durum
wheat under the provision of the Canada FTA that says that you
shall not sell it below cost of acquisition, plus handling, storage
and other costs. That has gone to hearing; a final decision is ex-
pected in Decembe-e or January. So, I think that we have taken ac-
tion. We did get some provisions in the United States-Canada
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agreement, and we will have to pursue and get the rest of those
subsidies addressed in the Uruguay Round. And that is how they
fit together.

On the issue of enforcement and rules of origin, we have had a
number of questions about that. Again, I would raise the fact that
I think that it would be helpful to have discussions with the Treas-
ury Department and Customs because I think they really have to
assist in making those kinds of assurances.

We have the ability, not just to audit at the border, but to go into
these countries and to audit the plants themselves. I think that is
an important distinction, that it ie not just an audit at the border,
as I understand it. So, I would make those observations. We would
be happy to answer your questions for the record, too.

Senator DURENBERGER. Thank you.
The CAiuRMAN. Thank you. Senator Grassley.
Senator GRASSLEY. In my State, there is some concern about

whether or not this is a good trade agreement, bqsed upon a study
by the Dallas Federal Reserve Bank that said that grain farmers
would lose income under this provision.

Yet, I think USDA is saying otherwise, and I am sure that my
own Iowa State University is saying that this is pretty good for ag-
riculture. Yet, this Dallas Reserve Bank study has received quite
a bit of publicity. I want your view of what this is going to do for
farmers, and particularly some commentary on the Dallas Reserve
Bank study.

Secretary VENEMAN. Senator, if I can quote my top economist at
USDA, he says that study has no credence at all. Let me tell you
why. Our economists say that study is wrong on almost every
point. It did not address issues with Mexico. It was done in 1986,
and it assumed that all trade barriers, all subsidies would be
phased out immediately.

In other word$, it took this scenario that had no relevance to
anythi g -we have -vet talked about negotiating in any trade agree-
ment And said, if all trade barriers and all subsidies were elimi-
nateq, here today and gone tomorrow, this is what may happen,
and it did not address the Mexico issue at all; that is what that
study involved.

Our economists have gone over it. It has no relevance to what
we have done on Mexico. It really does not have any relevance to
what we are doing in the GATT because we have never talked
about a complete elimination, an overnight elimination of anything.
So, I do not know why that study has gotten so much attention in
the press; I certainly do not think it deserves it. Hopefully, people
can combat the fact that it has anything at all to do with the Mexi-
can agreement or the NAFTA.

Senator GRASSLEY. Do you agree with Iowa State University's
statement that at least midwestern agriculture generally would
benefit from this agreement?

Secretary VENEMAN. Absolutely. Our economists indicate to us
that-and I think it was both in the Chairman's statement, as well
as mine-the benefits to agricultural trade from this agreement
would be $1.5-$2 billion as a result of this agreement.

Now, as my economists explained to me, that does not include
the growth that is going to occur in the marketplace in any event.
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And, as you know, the growth in the Mexican market has been tre-
mendous in the last few years.

So, the additional $1.5-$2 billion is on top of that normal growth
that is already occurring. So, we are not just talking about the
three we have now plus the two we may have, we are talking about
a much greater spread than even that. So, we think it will be very
beneficial for agriculture.

Senator GRASSLEY. The next question deals with the issue of
NAFTA giving the United States the ability to compete with the
European Community, and if the European Community would sub-
sidize sales to Mexico, would the United States-and, again, this
deals with agriculture-be able to subsidize sales to Mexico so we
could compete with the European Community?

Secretary VENEMAN. Yes, sir. We have maintained our ability to
use the Export Enhancement Program to counter and offset the
subsidies of the European Community.

Senator GRASSL.Y. Then another problem that comes up under
the United States-Canadian agreement that raises questions about
United States-Mexico agricultural trade are the more rigid stand-
ards that maybe Canada might have for the import of meat prod-
ucts and other value-added products into Canada. Specifically, this
would be true of our red meat products. What mechanism would
be in place to ensure Mexican meat products being imported into
the United States meet the same food safety standards as the Unit-
ed States?

Secretary VENEMAN. We require that all meat products coming
into this country meet our standards for meat and meat products.
They are required to meet our standards from Canada; they are re-
quired to meet them from Mexico; from any other country.

As you know, we have a number of countries that we do not
allow meat imports into this country, simply because there are
some disease problems or other health and sanitary problems.
Those will not change under the North American Free Trade
Agreement.

Senator GRASSLEY. What about the other way around, like, for
instance, sometimes we have to meet higher health standards for
the Canadian Government than we would have if we were taking
meat products into the United States, even though those would still
meet our standards. What about our sales to Mexico, if they would
have standards that are higher? I know they are for health pur-
poses, but they also have the same purpose as a non-tariff trade
barrier.

Secretary YENEMAN. Senator, that is a very good question, be-
cause we have seen many instances in which we have seen health
and sanitary standards used as disguised barriers, or blatant bar-
riers to trade. There is no question about it.

The thing that this agreement will require with its very com-
prehensive sanitary and phytosanitary part of the text, is that all
such standards be based on sound scientific evidence. That is what
we have been pursuing also in the GATT, but we have been able
to get that in this agreement. I have not heard any of the agricul-
tural groups criticize that part of the agreement at all; they all
think it is necessary.
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The other problem that we had this year was the Mexicans were
trying to impose new standards under the guise of health reasons
on very short notice. There is a provision in the North American
Free Trade Agreement that would require 60 days notice-unless
it was an emergency situation, like a disease situation-before they
could apply such a new standard. So, that is a very positive step
and I think will help to prevent some of the problems that we saw
this year, as well.

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

The CHAIRMAN. Thank you. Senator Pryor.
Senator PRYOR. Mr. Chairman, could I yield to someone else for

a moment?
The CHAIRMAN. Yes, of course. I was just following the sequence

of appearance.
Senator PRYOR. Thank you.
The CHAIRMAN. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. Ms.

Veneman, in terms of winners and losers here, there have been a
number of people who have called about the potential damage of
the agreement to horticulture and to citrus. I wonder if you could
tell us what your assessment is.

Secretary VENEMAN. Senator, as we began negotiating this agree-
ment, there was a lot of concern on the part of many horticultural
producers that they wanted to make sure that they had the great-
est protection possible under the agreement. As we went through
these negotiations, indeed, we did and were able to get the safe-
guard provisions or the longest phaseout period for the most sen-
sitive products, which includes some of the citrus areas, as well as
the horticultural areas.

Senator BRADLEY. And what are those phaseouts?
Secretary VENEMAN. Do you want for all the specific products?
Senator BRADLEY. No, no, no. You mean, for each different type

,' of citrus there is a different phaseout?
Secretary VENEMAN. No. The orange juice is a 15-year phaseout,

and I believe for most citrus it is a 15-year phase it. It is a 15-year
phase.

Senator BRADLEY. And what is being phased out?
Secretary VENEMAN. Well, that is the longest period over which

tariffs will be phased out. Now, on orange juice, there are special
provisions that will require that orange juice be phased out at an
even slower rate up front, with the remainder being at the end of
the term so you give them more time to adjust up front to the fact
that this agreement is going into effect.

So, that is probably the most protective from the standpoint of
the transition period of any phaseout that we were able to achieve
in the orange juice area. I think it is important, though, not to for-
get that many people in the fruit and vegetable industries are ex-
cited about the Mexican market as an opportunity for export: many
of the people from the California Central Valley, where I come
from, are already experiencing many export opportunities there; I
have talked to growers in Texas; and even some people where you
would not expect it. I have had folks in my office, saying, you will
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not believe this. I am able to export tomatoes into -he Mexican
market.

I mean, there are off-season opportunities, particularly, or simply
opportunities whbre the quality has not been there in the Mexican
market, and as the consumers have greater demand for quality
products, our producers are finding tremendous opportunities, even
in the areas that we believe are most sensitive. So, I think the op-
portunities will be there for them, as well.

Senator BRADLEY. So that you think that Central Valley produce
has export opportunities in Mexico beyond simply wine and dairy
products?

Secretary VENEMAN. Oh, certainly. Some of the fruit producers
out there were already seeing tremendous opportunities in the tree
fruit areas, but some of the folks in the vegetable industry, as well.

Senator BRADLEY. Because one of the concerns expressed to me
was in broccoli, asparagus, cauliflower, spinach, tomatoes as areas
where they felt that they might have some problems.

Secretary VENEMAN. And, also, we have the longest phaseouts on
some of those vegetables that are believed to be the most sensitive
so that the greatest adjustment period can take place.

Senator BRADLEY. So, those are how long a phaseout?
Secretary VENEMAN. Some are 10, with a safeguard, and some

are 15. If you would like, we could provide all those for the record,
but I do not have them off the top of my head.

Senator BRADLEY. Please do that.
[The information requested was not received at press time.]
Senator BRADLEY. Well, I know this is a lot to ask since there

are a lot of different products. What about peanuts?
Secretary VENEMAN. Peanuts is a 15-year phaseout. Peanuts is,

as you know, protected in the United States now by Section 22 quo-
tas. That will be converted to its tariff equivalent with an initial
small tariff rate quota.

As you know, Mexico does not export peanuts to us in any sub-
stantial quantity or even minimal quantity. There are some very,
very small quantities that come in. But the export opportunities for
peanuts to Mexico are quite good.

Senator BRADLEY. So, the concern expressed about the treaty's
threat to U.S. peanut production, how would you respond to that
concern on the part of a lot of peanut farmers?

Secretary VENEMAN. I do not believe that there is a threat to
U.S. peanut production in this country because Mexico is not a
major, or even much of a peanut producer at all. The threat, I
think, that the peanut producers feel is that we are tariffying Sec-
tion 22 for Mexico only. We do not think that that undermines Sec-
tion 22 in any other country. It remains in effect.

But I think the main concern is in that area. If you look at the
economic analysis, it will show that the export opportunities for
peanuts in Mexico are fairly significant and should give us oppor-
tunity.

Senator BRADLEY. Is there a number that you can attach to that?
Secretary VENEMAN. We can give you some economic analysis.

There should be some additional export opportunities for Mexico.
[The information requested was not received at press time.]
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Senator BRADLEY. So, basically it is the fact that it tariffies the
quota, and, therefore, the peanut farmers worry about that happen-
ing with other countries. But your point is, it will only happen in
a free trade arrangement situation. If, for example, you added an-
other country, that might happen, but it is related only to the free
trade agreement.

Secretary VENEMAN. That is right. The Section 22 is only related
to the NAFTA agreement, and only with Mexico, not with Canada.

Senator BRADLEY. Yes. That is a good point, and an important
point. Thank you for clarifying.

The CHAIRMAN. Thank you, Senator.
Senator Daschle.
Senator DASCHLE. Thank you, Mr. Chairman. Ms. Veneman.

some of us thought that we had assurances from the administra-
tion that the outstanding subsidy issue between United States and
Canada would be resolved through NAFTA, that the United States-
Cqnadian agreement would be -ropened to deal with these issues.
Why was the United States-Canada agreement not reopened?

Secretary VENEMAN. Senator, I heard that earlier today, that
there were some assurances from the administration. I can tell you,
that is the first time I have heard that. The United States-Canada
agreement was negotiated, as you know. It did not address certain
issues that some of the grain producers are concerned about.

There was a fairly early on decision, particularly by the Canadi-
ans, that they did not want to participate in the trilateral negotia-
tions as it pertained to agriculture.

Therefore, the United States proceeded to negotiate the agri-
culture chapter of the NAFTA with Mexico alone, under the as-
sumption that the Canada-United States agreement on the agri-
culture chapter would remain in place to effect United States-Can-
ada trade.

So, there was not success, certainly, in opening up the Canada
agreement to resolve the outstanding problems. I know they ar.
numerous. I have had many discussions over the years about them.\
We have, as I said previously, pursued the Canadians on the trans-
parency issue on numerous occasions; we have a durum case filed
that has been heard on selling at below cost of acquisition, plus
handling, storage, and other costs. It is a case we would not have
filed without the provision that gave us that right in the United
States-Canada agreement.

We continue, certainly, to hear about the transportation sub-
sidies with Canada through Thunder Bay. That is an issue that is
not an export subsidy because it is not conditioned only on the ex-
port of the products. We will continue to pursue that issue in the
GATT negotiations.

Senator DASCHLE. Well, I am really surprised that you are sur-
prised that this issue has just now come up. I mean, it has been
the subject of a number of discussions, and, certainly, I know I am
not alone in understanding that this agreement was going to be
opened up. Why did we reopen CFTA for automobiles but not agri-
culture?

Secretary VENEIAN. I do not know. I am not aware of what hap-
pened in the auto negotiations and I cannot comment on that, Sen-
ator.
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Senator DASCHLE. Do you think that Canada enjoys better access
terms to the United States as a result of these separate market ac-
cess agreements?

Secretary VENEMAN. I think it is important to recognize that our
trade in agriculture with Canada has gone up 44 percent since the
United States-Canada agreement was implemented 4 years ago.

Senator DASCHLE. But that is not what I am asking. I am asking
whether, under the separate access agreements, Canada is going to
have better access to the United States.

Secretary VENEMAN. To the United States?
Senator DASCHLE. To Mexico.
Secretary VENEMAN. No. We have better access to Mexico than

Canada does, because Canada did not want to open up some of its
non-tariff barriers. So, they remained closed. Mexico keeps licenses
on some of the products that Canada has. So, we have a greater
access agreement with Mexico than does Canada.

Senator DASCHLE. Will Congress have the ability to review the
terms of the Canadian-Mexican access agreements?

Secretary VENEMAN. That is in the NAFTA.
Senator DASCHLE. So, we will have a chance to look at it.
Secretary VENEMAN. I think you would probably have it.
Senator DASCHLE. Mexico took the U.S. meat industry somewhat

by surprise, as you know, this summer, by imposing a Mexican ver-
sion of the EC's third-country meat directive. In June, Mexico
joined the European Community as the only meat importers in the
world to demand that each processing facility seeking to export to
Mexico be certified as eligible for export by Mexican officials.

As we have experienced with the EC, this kind of facility certifi-
cation can be used to virtually shut off imports. While it appears
that the Mexicans have backed off this plan, they have not with-
drawn this directive. What actions has USDA taken to deal with
this problem?

Secretary VENEMAN. I agree with you, Senator, that that is a
very disturbing development on the part of Mexico, and we cer-
tainly hope that they are not going to take such actions in the fu-
ture. We were able to get past the August 15 deadline on that
issue. They will have some inspections of our plants, but it has
been on an agreed-to basis between USDA inspection officials and
Mexican inspection officials.

One of the things, as I said earlier in this hearing, that has re-
sulted since we have had these talks going on with Mexico is we
have also been able to bring both our APHIS people and our FSIS
people, along with their Mexican counterparts, into more produc-
tive discussions on issues such as this.

We also have the sanitary and phytosanitary provisions of the
NAFTA which will govern disputes such as this in the future in the
trilateral setting. And we believe that that sanitary and
phytosanitary text will help with dispute resolution if, in fact, it
would get to that point.

Senator DASCHLE. Is the USDA seeking a Memorandum of Un-
derbtanding on this?

Secretary VENEMAN. I am not sure whether or not we have an
MOU on it; I would have to find out. But we -have had numerous
bilateral discussions. My understanding is we have reached agree-
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ment. I can get you additional information for the record, if you
would like.

Senator DASCHLE. Thank you.
[The information requested was not received at press time.]
Senator DASCHLE. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Pryor.
Senator PRYCR. Thank you, Mr. Chairman. Ms. Veneman, first,

on September the 8th, I submitted 12 questions relative to cotton
and how the cotton markets and cotton producers, et cetera, might
be affected with this agreement should it go into effect.

Last night at 7:23, over the fax machine I received an answer to
the 12 questions, and I frankly have not had time to examine all
of them. What . would like to do, Mr. Chairman, is ask unanimous
consent to put my questions to the USDA in the record, and also
the responses I received from USDA last evening.

The CHAIRMAN. That will be done.
Senator PRYOR. I think it would be helpful to have that placed

in the record.
[The questions and answers appear in the appendix.]
Senator PRYOR. Mr. Chairman, finally, if I might, I would ask a

question that relates to EEP. Of course, we are talking about the
export enhancement program. The President announced back in
early September that he was broadly expanding EEP, that he was
going to do a huge EEP program and it was going to help our
wheat farmers.

Now, subsequent news articles in the New York Times say that
this is merely a reshuffling of the existing programs. Our own am-
bassador to GATT states, "The multi-country wheat EEP an-
nouncement does not constitute any significant increase in the pro-
rram level. It would merely annualize our EEP program and is not

ely to result in significant increases in either the tonnage of sub-
sidized wheat or our overall spending for the EEP program." And
those are the quotes from our own ambassador. Do you agree or
disagree with that statement?

Secretary VENEMAN. Well, I think it lies somewhere in between.
We heard statements last weekend that the administration was not
using the "EP program at all and suddenly decided to start using
it, just because it was the election. That is certainly untrue. As you
know, we lave been using the EEP program aggressively for the
last several years. In some ways, this is a new process, but it also
adds additional countries. So, I think the truth does lie somewhere
in between.

We have used a process with these EEP initiatives where we
have announced them for different countries at different times
when they ran out, when we needed one. What we did this time
is we had a super EEP, so to speak, for wheat, which incorporates
all of the EEPS that we had, plus add some more.

What that does is a couple of things. It creates certainty in the
market as to where we are going to be selling and where we are
going to be countering the subsidies of other countries with our
EEP program, and, secondly, it assists in simply the process of get-
ting all of these through the review process. So, I think that it is
beneficial. It is a beneficial process. And, as I said, it is something
in between the article you read and-
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Senator PRYOR. Well, it was not necessarily the article, it was
our own ambassador's statement to the GATT Council, and that is
what has confused me. I think it has confused a lot of wheat farm-
ers. I think the President actually made this announcement in Sen-
ator Daschle's State of South Dakota back in early September, if
I am not mistaken.

And, then, to have our own ambassador say, well, it does not
amount to much, and the New York Times say we are just
reshuffling the program, I am very confused, and I think a lot of
farmers are confused about it.

Secretary VENEMAN. Well, that is what I tried to explain. I did
not know about our ambassador to the GATT's statement. I am
sorry.

Senator PRYOR. Yes. Well, thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much. Madam Secretary, it has

been most informative, and we are appreciative of that. We have
no further questions at this time. I know that a number of my col-
leagues have many more things that they would like to ask you,
but we have used over half the time and we have witnesses from
the energy and agriculture sectors, and I would urge my colleagues
to propose written questions, if they will.

Senator RIEGLE. Mr. Chairman, I will not, then, go over that line
right now. I would like to just make one comment then and I will
give you some questions for the record. But I am very much con-
cerned about the fact that Canada, as you know, has opted out of
NAFTA concerning eggs, poultry, and dairy. It turns out that dairy
is the largest agricultural sector in my State.

And I am concerned about the advantages this gives the Canadi-
ans in this situation. I think we have got to have a detailed expla-
nation. The Chairman does not want to take the time to go into
that now, and I appreciate that, because there are others waiting.
But I think we need a detailed explanation.

Also, in the area where Cala Hills says there are going to be
winners and losers in agriculture, I think you have got to be forth-
right with us in telling us what the sectors are that are going to
be hardest-hit in the United States; and those farmers who are
going to lose market possibilities, where are they, and what might
they do as an alternative? How might they shift their production
to something else? I think you have got to give us a road map on
that. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.
Secretary VENEMAN. Mr. Chairman, may I respond to the dairy

question quickly and we will do additional for the record?
The CHAIRMAN. Well, if you will, but make it relatively short if

you can. I know we are going to have some more votes as we go
along, so our time will be cut short.

Secretary VENEMAN. Quickly, though. For your diary producers,
we have the advantage, not the Canadians. We are the ones that
got access to the Mexican market; the Canadians did not. As I have
talked to dairy producers around this country, they are very excited
about the export potential in a market that is clearly dairy defi-
cient. So, we are the winners in dairy, not the Canadians. That is
all I wanted to say.
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Senator RIEGLE. Well, we cannot prolong this. I disagree with
that interpretation, because the Canadians are free to come in and
under price us in Mexico. Surely, you can see that point.

Secretary VENEMAN. They are still subject to licensing and we
will not be.

Senator RIEGLE. Well, we will see. Thank you, Mr. Chairman.
Secretary VENEMAN. Thank you, Mr. Chairman.
The CHMRmAN. It is difficult to see who was going to get the last

word on that, but thank you very much. [Laughter.]
Thank you very much, Madam Secretary.
Secretary VENEMAN. Thank you, Mr. Chairman.
The CHIRMAN. I do think the questions are pertinent, and we

will look forward to the written answers.
[The responses to written questions were not received at press

time.]
The CHIRMAN. We, next, have a panel of agriculture witnesses.

Mr. Pete Wenstrand, who is vice president of Government Rela-
tions for the National Corn Growers Association; Mr. Ray Prewett,
who is the executive vice president of Texas Citrus Mutual and
Texas Vegetable Association; Mr. Charles Thibaut, who is the
chairman of the National Legislative Committee, American Sugar
Cane League; and Mr. Madison Angell, who is the president of the
National Association of Wheat Growers. If I have mispronounced a
name, by all means, correct me.

I am going to ask my colleagues, because of the time problem,
to limit their questioning to 3 minutes as we make the rounds
again. We have had good attendance by the members, coming in
and out as they attend their other committee hearings, and I am
sure that we will probably end up with some votes which will fur-
ther limit our time. Mr. Wenstrand, if you would proceed, Dlease.

STATEMENT OF PETE WENSTRAND, VICE PRESIDENT, GOV-
ERNMENT RELATIONS, NATIONAL CORN GROWERS ASSOCIA-
TION, ESSFX, IA
Mr. WENSTRAND. Mr. Chairman and members of the committee,

thank you for the opportunity to present the views of the National
Corn Growers Association. I am Pete Wenstrand, a farmer from
Essex, IA. Starting tomorrow, I have the privilege of serving as
First Vice President of the NCGA.

The National Corn Growers Association has endorsed the North
American Free Trade Agreement for several reasons, which I will
discuss in detail later. First, I would like to commend the Finance
Committee for your attention to this agreement and to your dedica-
tion to see that NAFTA is good for the country.

When we testified on behalf of fast-track negotiating authority
many months ago, we recognized that Congress has the final say
on the destiny of NAFTA. If your examination concludes that this
agreement is not good for U.S. agriculture or our Nation in general,
we trust that you will inform the President, as well as us, of your
findings so that we can attempt to address your concerns. If you
determine that it is a good agreement, we hope that you will act
swiftly to move the process along.
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From the perspective of the U.S. corn grower, Mexico has been
a steady market until recent years. For the 1985-1992 period, Mex-
ico averaged buying 2.4 million metric tons of corn.

In the 1989-1990 marketing year, Mexico had a bad crop and
they imported 4.6 tons. However, Mexico subsequently increased its
own corn subsidies, resulting in more production and beginning a
downward trend in corn imports.

This year, foreign purchases dropped to almost 1 million metric.
tons, reflecting what we were concerned was more of a norm, rath-
er than the exception. As a result, Mexico, which was once among
our top three export customers, fell to number 10. Given the cur-
rent uncertainties of all of our export markets, the United States
needs a positive turnaround with our historic custopner.

As you know, Mexico has had an arbitrary licensing program
that can choke off corn imports at any time. The removal of this
barrier was the number one criterion for us to judge a NAFTA
agreement to be successful. -

The pact before us today would eliminate the import licensing
program and replace it with a tariff rate quota. The initial level of
duty-free imports would be 2.5 million metric tons, with a
compounded growth of 3 percent per year for 15 years. At the end
of that period, all trade in corn would be unhindered..

While one would always hope for immediate free trade when it
is of benefit, or for a higher quota, the level negotiated is Wrtainly
a substantial improvement over the recent trend. The 2.5 tn level
would place Mexico back among the top five export customers for
U.S. corn farmers. %.

This agreement would also improve sales of value-added U.S. ag-
riculture products to Mexico. All indications suggest that pork, beef
and poultry sales to Mexico will increase as a result of this agree-
ment.

Few question that the agreement, on the whole, will create new
industries and jobs in Mexico, creating new wealth. With this in-
creased afflueiice, an improved diet will be demanded by the Mexi-
can citizens. This further expands the potential for sales of not only
meat ane livestock, but certainly would cause more corn disappear-
ance, but also other food items which the Mexicans will require.

U.S. corn producers stand to benefit from the increased exports
of our bulk commodity, as well as processed products that magnify
the value of our grain. Of course, NAFTA would link the United
States, Mexico and Canada in the largest and richest free trade
zone in the world, with 390 million people and a $6 trillion econ-
omy. This trade union promises to be a valuable hedge against the
many unfair trade practices around the world.

Most specifically, we hope this pact will send a clear message to
Brussels. As you know, we are continually frustrated by the lack
of import access to the European Community, while the EC sub-
sidizes exports freely to the rest of the world. NAFTA should signal
that the United States will not sit idly by while the EC continues
to rob our farmers of their markets.

Even with this said, however, I think it is just as important to
point out that our trading partners who deal with the United
States fairly should not have anything to fear from NAFTA. In fact,
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it should improve all three countries' economies, setting the stag--
for increased buying power and enhanced trade around the glol..

Of course, most of the discussion of NAFTA has been focused an
Mexico, but Canada is the other major partner in this three-cou:.i-
try union. Canada is the number one customer for U.S. high-valutxd
exports and is the destination of almost 10 percent of all our agri-
culture exports.

The National Corn Growers Association opposed the United
States-Canada free trade agreement because of the institutionaliz-
ing of the countervailing duty on U.S. corn. A few years later,
GATT ruled in our favor and Canada adhered to the finding and
the NCGA position was justified. I mention this just to illustrate
the fact that we do not take these agreements lightly and will fight
to ensure U.S. interests are protected. We did welcome Canada's
entrance into these talks and are excited about our neighbor to the
north helping create the agreement.

Finally, just let me touch on concerns that this agreement will
cost jobs in the United States. We must accept the challenge to dis-
cover the job opportunities that this agreement represents. For in-
stance, Iowa produces approximately 25 percent of the hogs raised
in this country.

If NAFTA accelerates a demand for pork, there will be new jobs
in livestock breeding, feed milling, veterinary services, meat pack-
ing, et cetera. This is only one example of how a trade agreement
can represent opportunities.

We must firmly create jobs and increase farm prices in this coun-
try, and I firmly believe NAFTA will, by adding value to our prod-
ucts, by improving the economies of our closest neighbors, and by
creating more trade. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much.
[The prepared statement of Mr. Wenstrand appears in the appen-

dix.]
The CHIRMAN. Our next witness will be Mr. Ray Prewett, execu-

tive vice president of Texas Citrus Mutual and Texas Vegetable As-
sociation, from my home tow--I am delighted to have you here.

STATEMENT OF RAY PREWETT, EXECUTIVE VICE PRESIDENT,
TEXAS CITRUS MUTUAL AND TEXAS VEGETABLE ASSOCIA-
TION, McALLEN, TX
Mr. PREWETT. Thank you, Senator, and members of the commit-

tee. I appreciate the opportunity to testify here today. I am Ray
Prewett, from Mission, TX. Before summarizing my testimony, I
would like to clarify that I represent two separate organizations, as

'Senator Bentsen said: Texas Citrus Mutual, and the Texas Vegeta-
ble Association. And, because of different circumstances for vegeta-
bles in our area and in Texas -s compared to citrus, the two orga-
nizations do have somewhat different positions.

Most people in our area of south Texas realize the immense ben-
efits and the large number of winners that we will see from this
agreement. I wanted to make that clear before I state my concerns
here today.

First, on the citrus position. After careful study of the citrus pro-
visions in this agreement, Texas Citrus Mutual has come to the
conclusion that we have no choice but to oppose the proposed
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NAFTA agreement in its present form. My comments are directly
primarily at fresh citrus, because we ship over 80 percent of our
grapefruit and oranges from our area to the fresh market.

I would like to make a brief statement that I think Secretary
Veneman's comments were primarily about juice in the phaseout
period that is granted under the agreement. Those vary by season,
as far as fresh fruit is concerned. But, for oranges, the longest is
5 years, and, for grapefruit, the longest is 10 years; for juice it is
15 years.

I have provided my testimony and some background information
on the tremendous growth that we are seeing in the Mexican citrus
industry at the present time, and I have documented a differential
in production costs in our two areas which is the basis for our con-
cern.

We are extremely disappointed that there is not some kind of ef-
fective transition protection in the agreement for fresh U.S. citrus.
Our only practical protection is the Mexican fruit fly problem in
Mexico, which is currently limiting the amount of fresh grapefruit
and fresh oranges coming to the United States from Mexico, and
we do expect Mexico to solve that problem, at least in certain
areas, over a period of time.

It is very important to understand that, because citrus is a tree
crop, it is a long-term investment and growers do not have the
flexibility of changing to a different crop every year.

Although there is no significant protection for the fresh U.S. cit-
rus industry in this agreement, the citrus industry in Mexico has
been given a tremendous break in the agreement. Frozen con-
centrated orange juice is, by far, the most important citrus export
product from Mexico. The proposed agreement grants Mexico a 50
percent immediate reduction in duty on the first 10 million gallons
of FCOJ exported to the United States.

The primary effect of this immediate tariff reduction will be to
assure that these first 10 million gallons come from Mexico, and
not from Brazil or some other area. But it will allow Mexiro to sell
that quantity at a significantly higher price, and, therefor, will be
a major benefit to Mexico.

On the fresh side, we see, certainly, some opportunity in the
long-term to sell an increased amount of grapefruit to Mexico, but
presently Mexico is not a significant consumer of grapefruit. They
are planting and producing most all of their grapefruit for the ex-
port market.

So, our position on citrus is as follows: for us to support the
agreement would require either an increase in either tarifflevel be-
fore the phaseout, or at least some kind of snap-back provision to
protect against adverse price impact of Mexican fresh grapefruit
and oranges in our market.

Now I would like to turn to our position as far as the Texas Veg-
etable Association is concerned. First, we would like to mention
that, just in the lower Rio Grande Valley, in 1986, which is the
year we last have official statistics on a regional basis, there were
77,730 acres of melons and vegetables.

There are at least 10,600 seasonal farm workers employed in
these labor-intensive industries. While estimates are difficult to
make as to the impact of this agreement, we do estimate that, over
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the next 3 years, 25-40 percent of the vegetable acreage in our area
will be lost, with much of it going to Mexico. This could mean as
many as 3,533 on-farm jobs, as well as other related jobs, that
could be lost in our area over the next 3 years.

As one example, I would like to refer, briefly, to broccoli. Three
years ago, we had 5,000 acres of broccoli that was being grown for
our freezer plants in the Rio Grande- Valley. Now we have only
1,500 acres. We realize that happened without the agreement, but
we think the agreement will accelerate the impact.

We have proposed, with respect to one vegetable crop-squash-
that there be another look taken and that there be some reduction
in the duties on squash coming out of Mexico that is grown for the
process market so that it can be used in our freezer plants in the
valley, at least during the period of April 15 to May 15.

We also have some recommendations that we feel strongly about.
A lot of our vegetable producers do operate in Mexico, and it is very
difficult to get a lot of our production inputs that those growers and
other growers in Mexico use. I am talking about seed, chemicals,
fertilizer, transplants, and other crops.

And, while we know it is normally up to the other country to de-
cide how to facilitate the import of such items, we believe this
agreement provides an opportunity, and there is certainly a need
to make it much easier to get these kinds of production inputs into
Mexico.

The only thing I will say, since my time has run out, is that, in
other areas of my testimony, it states that we are very much con-
cerned about the insect and disease problems that we face in citrus
and vegetables, because of problems they have that we do not have.

The most serious of those is probably the threat of tristeza,
which is not presently in Mexico, but it is moving in that direction.
If Mexico were to get tristeza, it would be a major threat to the
citrus industry in the Rio Grande Valley. Thank you.

The CHAIRMAN. Thank you. We will take your entire statement,
all of you, in the record.

[The prepared statement of Mr. Prewett appears in the appen-
dix.]

The CHAIRMAN. Mr. Thibaut, if you would proceed. You are the
chairman of the National Legislative Committee of the American
Sugar Cane League, from Thibodaux, LA.

STATEMENT OF CHARLES THIBAUT, CHAIRMAN, NATIONAL
LEGISLATIVE COMMITTEE, AMERICAN SUGAR CANE
LEAGUE, THIBODAUX, LA, ACCOMPANIED BY LUTHER A.
MARKWART, EXECUTIVE VICE PRESIDENT, AMERICAN SUG-
ARBEET GROWERS ASSOCIATION, WASHINGTON, DC

Mr. THIBAUT. Thank you, Mr. Chairman. Mr. Chairman and
members of the committee, my name is Charles Thibaut. I am a
Louisiana sugar cane farmer, and Chairman of the Legislative
Committee of the American Sugar Cane League. The domestic U.S.
sugar industry is united in its opposition to NAFTA in its present
form.

Although we have consistently overcome natural and economic
adversity in the past, we frankly believe we cannot overcome the
effects of the proposed North American Free Trade Agreement.
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The domestic sugar industry employs approximately 117,000 peo-
ple, with an annual payroll well in excess of $1 billion. Secretary
of Labor Lynn Martin stated before this committee that there
would be 150,000 jobs lost as a result of NAFTA. We know- where
78 percent of those jobs will be lost forever.

Either Secretary Martin's figures are incorrect, or certainly the
domestic sugar industry is taking a disproportionate share of these
jobs losses. Most of our field workers are persons of limited skills.
It is likely they will move down the pay scale and not up the scale
to better jobs.

Mr. Chairman, what comfort can an unemployed sugar mill
worker in Jeanerette, LA find in knowing that there are jobs cre-
ated on Wall Street? Mexico is currently a net importer of sugar.
Under the proposed agreement, Mexico will more than likely be-
come a surplus producer and exporter of sugar well before the 15th
year of the transition period.

Mexico currently utilizes approximately 1.5 million tons of sugar
annually as beverage sweetener. By substituting high-fructose corn
syrup for sugar in their soft drink industry, it is anticipated that
Mexico will become a surplus producer in less than 5 years.

The United States and Canada have already made very expen-
sive transitions from a sugar-dominated market to a sweetener
market equally shared by sugar and corn sweeteners. It is abun-
dantly clear that U.S. farmers and factory workers paid their price
for this transition. Under the proposed NAFTA, the U.S. sugar in-
dustry will have to pay that price once again.

As was done in the United States, Mexican producers and factory
workers must bear the burden of their own transition. But the pro-
posed NAFTA' allows their displaced sugar to be dumped and
pushed into the U.S. market at the expense of U.S. producers, tra-
ditional foreign supplies and more U.S. jobs. This is unfair.

Mexico should not and cannot be allowed to export sugar to the
United States that has been displaced by Mexican high-fructose
corn syrup. This influx into the United States of unlimited amounts
of displaced Mexican sugar will render the no-cost provision of the
Farm Bill impossible to achieve, and, thus, defeat the intent of
Congress.

To ease the burden of the U.S. sugar industry, the agreement
must be modified in several respects. First, Mexico will be given in-
creased access to the U.S. market any year it is projected to
achieve surplus producer status.

The determination of surplus producer status must be modified
to include in the consumption calculations, not only sugar, but also
other caloric sweeteners, particularly corn sweeteners.

Secondly, the surplus producer calculation must be made on the
basis of verifiable history and not just on vague projections, as
presently provided.

Thirdly, there must be an access limitation incorporated into the
agreement. At the end of the 15th year, or at any earlier time that
Mexico achieves surplus producer status for two consecutive years,
Mexico will be permitted to send its entire net surplus production
to U.S. markets. This provision must be stricken.

Fourth, under the agreement as presently drafted, U.S. Section
22 protection for refined sugar and sugar-containing products must



179

be phased out over 10 years. This transition period should be in-
creased to 15 years, consistent with the transition period for raw
sugar.

lhese necessary changes will mitigate several potential damag-
ing effects that are currently in the proposed agreement. First of
jall, they will reduce the false incentive for Mexico to increase pro-
duction of a surplus commodity.

In addition, Mexico will not be allowed to dump its displaced
sugar into our market. The U.S. sugar industry will be ensured a
true 15-year transition period instead of allowing Mexico virtually
unlimited access after a mere 6 years. There will be a 15-year tran-
sition period for refined sugar, and our most sensitive sugar-con-
taining products.

Finally, our changes will guarantee the integrity of the sugar
program and access to our domestic market for our traditional for-
eign suppliers. The fast-track procedure provides for this 90-day re-
view and consultation period for Congress and the industry to iden-
tify and correct flaws in the agreement.

We formally and respectfully request that Congress direct the ad-
ministration to resolve these problems in the text of the agreement
in the manner in which we have prescribed in order to prevent se-
rious damage to the U.S. sugar industry. We appreciate the oppor-
tunity to testify today and will answer any_ questions you may
have. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Thibaut appears in the appen-

dix.]
The CHAIRMAN. Our next witness is Mr. Madison Angell, who is

the president of the National Association of Wheat Growers, from
Mocksville, NC. We are pleased to have you.

STATEMENT OF MADISON ANGELL, PRESIDENT, NATIONAL

ASSOCIATION OF WHEAT GROWERS, MOCKSVILLE, NC

Mr. ANGELL. Mr. Chairman, members of the committee, I appre-
ciate this opportunity to present testimony on the recently nego-
tiated NAFTA. I am Madison Angell, from Mocksville, NC, a grain
farmer, and I am President of the Wheat Growers Association.

Mr. Chairman, to capsulize, the NAFTA would eliminate the
Mexican import licensing system that has been used continuously
to restrict imports of wheat from the United States. In its place,
a 15 percent tariff would be applied on wheat imports in the Unit-
ed States, which would be phased down to zero over a 10-year pe-
riod. Provision is made for accelerated reductions in the new duty,
with the consent of parties to the agreement.

In contrast, U.S. wheat presently enters Mexico duty-free, with
the exception of a 10 percent tariff that is applied to the durum
wheat. The NAFTA does not contain a definition of export sub-
sidies, unlike the United States-Canada Free Trade Agreement,
which prohibits the use of the Canadian Western Grain Transpor-
tation Act subsidies on grain exported to the Western United
States.

The NAFTA accord would allow the use of this subsidy scheme
on the westbound grain movements to Mexico. The United States
would be free, under the NAFTA, to use its export subsidy system,
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the Export Enhancement Program, to compete against Canada and
non-NAFTA countries in the l4.xican wheat market. While this
provision provides the United States the opportunity to take this
into the Mexico market, this can only be done with the sustained
use of our export subsidies.

The current state of North American wheat trade defies geog-
raphy. Canada's principal wheat-producing region is centered
around Regina, Saskatchewan, some 2,821 miles from the Mexican
wheat import market in Mexico City, yet, Canada enjoys 76 percent
of the wheat market.

The reason for this abnormality is that the United States has
been unwilling to match subsidized competition, and there has
been no indication that our government will go head-to-head
against the Canadians in the future if NAFTA is implemented.

Regrettably, the NAFTA agreement fails to address the question
of price transparency. This important issue was sidetracked in the
United States-Canadian Free Trade Agreement, and has not been
included in the Uruguay Round of GATT negotiations. Unlike the
open market U.S. trading system, sales price are not revealed in
exporting countries with monopolistic marketing regimes, such as
the Canadian Wheat Board. The lack of price transparency makes
it impossible to determine unfair trading practices.

A bilateral panel is currently reviewing the pricing of Canadian
durum wheat exports to the United States to determine if the grain
has been sold below Canada's acquisition price. If so, the sales will
be in violation of the United States-Canada Free Trade Agreement.
The panel results are to be known in December of 1992. The find-
ings, however, will not cause Canada to reveal its prices to an inde-
pendent body for monitoring, as U.S. wheat growers have urged.

Price transparency should be provided for in the NAFTA agree-
ment to ensure that U.S. prices and supplies are not undermined
by subsidized Canadian imports, and that the U.S. exports to Mex-
ico are not systematically displaced by subsidized Canadian sales.

Finally, I would like to discuss another 'North American grain
issue which we hope the Congress will incorporate into the trade
legislation. It, too, results from the unsatisfactory outcome of the
United States-Canada Free Trade Agreement.

The 1990 Farm Act explicitly forbids the practice of commingling
foreign grain with U.S. grain for export under U.S. taxpayer as-
sisted programs. More than 80 percent of U.S. wheat exports uti-
lize these programs in one form or another, yet there is no present
means of assuring that, foreign grain is not mixed under these ship-
ments.

With the implementation of the United States-Canadian Free
Trade Agreement, all U.S. wheat and oats exported to Canada
must be accompanied by an end-use certificate which details where
the grain is going. We believe that it is important that the same
method be used to protect the integrity of U.S. grain.

The adoption of this procedure would not disturb the status quo,
inasmuch as foreign grain could still be blended with U.S. grain for
domestic utilization and for export without government sponsor-

s"e see no alternative to end-use certificates which would pro-
mote compliance with the 1990 Farm Act. Options such as transit
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billing or diminimus requirements would actually permit and ex-
pand the volume of foreign grain to be exported under these pro-
grams.

Thank you again, Mr. Chairman, for the opportunity for today's
presentation. I will be glad to answer questions at any time.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Angell appears in the appendix.]
The CHAIRMAN. Mr. Prewett, as I listen to you, I got the feeling

that, other than the caveats and some relatively minor modifica-
tions, that your association, on fruits and vegetables-I am not
talking about citrus-is reasonably well satisfied with the agree-
ment. Yet, I hear from Florida a very contrary view; people that
feel strongly that NAFTA is just going to put them out of business.
Why the difference in the viewpoint?

Mr. PREWETT. Well, I think, Senator, an awful lot of it has to do
with our proximity to Mexico. Our producers have been involved in
growing vegetables in Mexico for many, many years, have taken
our technology there and have been successfully been growing mel-
ons and onions, .for example, for many, many years, as you are
aware.

The only way that many of those producers feel like they are
going to be able to survive is to continue to produce in Mexico and,
in fact, to expand their production in Mexico. So, that is the first
thing, I think. They see Mexico as an opportunity to produce and
we also see opportunity to sell some vegetables into Mexico. So, I
think it is the different circumstances that our two production
areas have.

The CHIMRiAN. Let me get into citrus because I have been in
that myself. We are talking about a 5-year phaseout on fresh or-
anges, as I understand it.

Mr. PREWETT. Correct.
The CHAIRMAN. And 10 years on grapefruit. You have, it seems

to me, an industry that is both capital and labor intensive. Given
the cost of money in Mexico and the shortage of capital generally,
yet the abundance of cheap labor, how does the cost of production
in Mexico compare to our cost of production in this country?

Mr. PREWETT. Our best estimates are that it costs about $1.60
per 40 pound carton to produce grapefruit/ oranges in Mexico, and
about $3.60 in the lower Rio Grande Valley. So, there is a substan-
tial disparity in cost. But from there, you get into the kind of qual-
ity they grow in Mexico, which, in most cases at present, will not
match our quality.

Part of that is because they are growing a lot of their fruit to be
shipped to the Mexico City market where it eventually ends up in
the home where it is squeezed for juice and they are not concerned
about the exterior appearance. But, nonetheless, their costs of pro-
duction are substantially less and that is the basis for our concern.

The CHAIRMAN. Mr. Wenstrand, on the question of corn produc-
ers, the agreement does not do anything directly, does it, about
Mexico's subsidies? So, why do you think our exports will increase
as a result of NAFTA?

Mr. WENSTRAND. I am sorry, Mr. Chairman. Which subsidies are
you referring to?
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The CHmIRMAN. I am talking about the subsidies that I under-
stand lexico gives its corn producers.

Mr. WENSTRAND. I will admit, I am uncertain as to the status of
those subsidies. It is my understanding that there are, overall,
changes going on in agriculture in Mexico, including for corn pro-
ducers.

As you kow, corn is highly regarded culturally in Mexico; it is
a very important product. That is one of the reasons why it is was
such a diffic-ilt issue in the negotiations. I think overall economic
growth-the change in diet demands, specifically for meat and pos-
sibly for processing as well-will supply that demand.

As you know, the import licensing system was very arbitrary.
And, as I understand it, even though corn above the 2.5 million
metric tons is subjected to a very high tariff, if they get into a situ-
ation where they have production problems, that tariff can be
waived. So, I tWnk overall economic growth will supply that de-
mand for U.S. coin.

The CH~MAN. I see my time has expired. Senator Baucus.
Senator BAUCUS. vThank you, Mr. Chairman. Mr. Angell, would

American wheat producers generally support the NAFTA if end-use
certificates were required on Canadian wheat coming into the Unit-
ed States, and if price transparency were addressed and solved,
and if the administration were to use EEP in wheat sales to Mex-
ico?

Mr. ANGELL. Well, really, the concept of NAFTA, we think, is
good. We are still concerned with the contents of it. I have been
in contact with a number of our member States. Right now we
could not really give you a definite answer until our convention in
February. However, it would be very dubious, as it stands now,
that we could support it. Our people are real concerned about what
is happening. They are real concerned about the fact that we are
duty free now but tariffs would apply to wheat going into Mexico
in the future.

Senator BAUCUS. If these three areas are not addressed, would
wheat producers probably oppose NAFTA?

Mr. ANGELL. My personal opinion is we surely would. But I
would really like for alt of our States to agree on that.

Senator BAUCUS. I appreciate that. Now, why do you suppose the
administration, so far, has not addressed these three issues? That
is, why is the administration, in your judgment, not using EEP in
sales to Mexico?

Mr. ANGELL. Sir, I really could not answer that. Our wheat fai n-
ers would really like a good answer to that, also, as to why they
are not doing it.

Senator BAUCUS. Does it have something to do with America's re-
luctance to go toe-to-toe with Canada on wheat sales, although we
are very willing to go toe-to-toe with a community that is much far-
ther away, the European Community?

Mr. ANGELL. Well, I am sure that we do not want to go toe-to-
toe. We would like to keep good relations with Canada. That has
probably got quite a bit to do with it. We have never seen any indi-
cation in the past that we would compete with the Canadians.
However, we have great difficulty in finding out what prices the
Canadians are getting for the wheat. I know in our negotiations,
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a lot of times on exports, the Canadians always come in and get
some of the deals.

Senator BAUCUS. But is it true that, even though the Canadians
are our neighbors and we like to be friendly with neighbors, that
the Canadian practices with their transportation subsidies, and
also with the lack of price transparency are probably just as much
a subsidy as, say, the European system is with respect to American
wheat sales worldwide.

Mr. ANGELL. Oh. Yes, sir. The subsidies for transportation, in
some cases, amounts to as much of $20 a ton on some movements.
That is a factor, and they are hidden. That is one of our concerns.
We would like to really know the ways that Canada is subsidizing
their grain exports.

Senator BAUCUS. Thank you very much. Thank you, Mr. Chair-
man.

The CHAIRMAN. Thank you. Senator Packwood.
Senator PACKWOOD. Mr. Angell, I did not quite understand your

answer to Senator Baucus's questions, and I think he meant it
theoretically. But if Canada were to get rid of transparency and the
transportation subsidies, and, instead of export subsidies they just
said, fine, we will go toe-to-toe with the United States with no ex-
port subsidy, in your judgment, would the U.S. wheat growers then
be willing to say, fine, we will go toe-to-toe with you so long as nei-
ther one of us have those subsidies?

Mr. ANGELL. Yes, sir. I think our wheat growers and American
growers are willing to go toe-to-toe with anybody in the world on
our exports. We can produce the food and we can do it if we get
a level playing field to do that with.

Senator PACKWOOD. All right.
Mr. ANGELL. That is our problem right now.
Senator PACKWOOD. I understand that. I think your problem is

justified, vis-a-vis Canada. But now I am curious, from the stand-
-point of the good of the United States, how this committee decides
it. Let us say your problems with Canada are solved and you are
willing to go toe-to-toe.

Before asking you that, let me ask you a question. I am intrigued
with the chart that comes with your testimony on the wheat im-
ports into Mexico. They vary tremendously from year to year vis-
a-vis the United States and Canada, both before and after the
North American Free Trade Agreement. What is the reason?

Going back to 1983, we did not export anything, and Canada ex-
ported 364,000 metric tons. The next year, both countries hardly
did a thing; the same in 1985-1986. Then, in 1988-1989, we go-
it is either 8 or 9, 63, I cannot make it out--to 66, 219 to zero, and
300 to 62. Then, last year, they get 70 percent of the market, yet,
their practices have not changed any over the years. Why this tre-
mendous fluctuation?

Mr. ANGELL. A tremendous amount of that is due to the weather
fluctuations in the countries and the supplies. Canada has had a
couple of years in there they were oversupplied; other years they
were not. Then, again, competition in the price with subsidies. It
is very hard for us to understand, as wheat farmers, how this hap-
pens.
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Senator PACKWOOD. So, that basically is not necessarily Canada's
subsidy, they may have a bad crop year, we have a good crop year,
or maybe vice versa. Or maybe Mexico has a good year and they
do not need to import anything from us. There are a lot of variables
involved.

Mr. ANGELL. Yes, sir. There are some variables involved.
Senator PACKWOOD. Now I want to ask this theoretical question

again. I remember when we were doing the Israeli Free Trade
Agreement. The avocado growers were opposed to it because they
were afraid of avocados coming in from Israel.

I will start with Mr. Tbibaut. Hypothetically, what would happen
if we solved the Canadian problem with wheat and we would have
then corn and wheat for this agreement and sugar and citrus
against it.

What would happen if the entire sugar and citrus industry just
disappeared from the United States and we imported all of our
sugar and citrus? I realize there would be a tremendous dislocation
in unemployment, and wheat and corn would have a tremendous
increase in employment. Given that situation, how would the coun-
try suffer

Mr. THIBAUT. Well, you would lose about 117,000 jobs, to begin
with.

Senator PACKWOOD. Would we gain any jobs elsewhere?
Mr. THIBAUT. In sugar?
Senator PACKWOOD. No, no, no. In other agricultural industries.
Mr. THIBAUT. I cannot answer that question. I know that in

sugar we will lose 117,000 jobs. And the consumer, over the last
8 to 10 years, has had a nice price for sugar. The price for sugar
in the United States, as a percentage of disposable income, is the
cheapest in the world.

The program has worked; why mess with it' You are going to
lose all these jobs. If you displace these workers, they are not going
to move up the job scale, they are going to move down the job scale.

Senator PACKWOOD. I will ask this last question and then come
back on another round. Should we, then, in this agreement, renego..
tiate it to make sure that no jobs are lost in any U.S. industry?

Mr. THIBAUT. Yes, sir. Absolutely.
Sena-for PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Breaux.
Senator BREAUX. I do not want all my sugar farmers to become

wheat farmers. I think the word should go out from these hearings
today to the administration, but particularly to our friends in Mex-
ico who really want this agreement--referring to Mr. Thibaut's tes-
timony-there are an awful lot of members of the Senate that have
some real concerns about your testimony and agree with your testi-
mony and the prints that you have made.

It is my understanding that if NAFTA passed in its current situ-
ation, that Mexico, which is now an importer of sugar, would not
be able to import any raw sugar into their country to make them-
selves a surplus producer, but they could import in an unlimited
amount of HFCS-high-fructose corn sweeteners-in order to cre-
ate a surplus in their domestic sugar production thereby allowing
them to export all of their surplus sugar to the United States with-
out any duty restrictions whatsoever.
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So, this provision is a "trick provision."
Mr. THIBAUT. That is correct.
Senator BREAUX. I mean, there is a trick going on in NAFTA

that allows them to become a surplus producer by importing a
product to replace some of their sugar consumption. Is that agreed?

Mr. THIBAUT. That is correct. That is correct. They are not going
to increase their acreage in sugar cane. All they have to do is, as
you said, import the high-fructose corn syrup and replace that
sugar in their soft drink industry.

enator BREAUX. Well, this really is a trick provision, as I would
call it. They do not have to produce one more acre of sugar but
could become a surplus producer of sugar-

Mr. THIBAUT. That is correct.
Senator BREAUX [continuing]. Under the terms and the way the

text is drafted under NAFTA. Now, it seems that the text can be
corrected. The agreement says, "Net production surplus means the
quantity by which a party's domestic production of sugar exceeds
its total consumption of sugar for a marketing year." The problem
could be c6Vrected by changing the phrase "consumption of sugar"
to "consumption of caloric sweeteners." Would that be correct?

Mr. THIBAUT. Yes, Senator. Exactly.
Senator BREAUX. That would correct the problem in this area

that you are concerned about. Now, Secretary Veneman, said in her
statement that the industry wanted this solution that you have rec-
ommended today.

But, she said, in the negotiations, that Mexico rejected this sug-
gestion and it becanie clear that we would have to offer concessions
in other areas to change Mexico's position. That is what the admin-
istration is telling you. What do you think about that?

Mr. TImBAUT. Well, that is fine for the corn people. But for the
sugar people, that is going to really hurt us. We cannot afford that,
to put possibly 1.5 million tons of sugar into this market that some-
times reacts violently to 10,000 tons of sugar. The administration
traded sugar away there.

Senator BREAUX. Well, I think your testimony is good. It is on
target. I think you all have been willing to make some rec-
ommendations and I think that our friends in Mexico should recog-
nize the validity of those recommendations and they should, in fact,
agree to these changes.

Mr. THIBAUT. Thank you, Senator.
The CHAJRMAN. Gentlemen, I know this 3-minuteltime limitation

is cutting you pretty short. We will do a second round, if you de-
sire. Senator Riegle.

Senator RIEGLE. Thank you, Mr. Chairman. I have a resolution,
S.R. 109, that would change the process by which we would deal
with this NAFTA eventually on the Senate Floor, and -ve would
change the procedure by allowing more time on the Floor and we
would also open it up for amendment in any one of five areas. That
may be the way-there will be some differences on this committee
about that-that, in the end, we can really go in and correct the
defects in this package.

I think this is a loaded gun pointed at a lot of industries in our
country and sugar is one of them. You have laid that out. Now, my
understanding is, even though your technical advisory group was
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set up to help develop a sound negotiating strategy. The adminis-
tration was directed to work with you. I gather that they really did
not do that, and that, in the end, they reported back to you what
they had done. Is that essentially the case?

Mr. THIBAUT. That is exactly right. When they have those meet-
ings they just come in and tell us what they have done. As far as
the sugar industry having input into what was going on into the
negotiations, as you know, the negotiations were secret, and we
had no input into them whatsoever.

Senator RIEGLE. So, the whole advisory thing, in your case, was
sort of a sham.

Mr. THIBAUT. Yes, sir. Exactly.
Senator RIEGLE. All right. Now, if the impact occurs, as you

think it will-ard I agree with you, we are going to have a lot of
damage in Michigan in our sugar-producing industry there-what
are people likely to do who are now producing sugar that get
knocked out of the game in this country? I mean, what do you turn
to? What line of work do you go into?

Mr. THIBAUT. In south Louisiana, we have tried crop after crop
and none of them have worked for us. We have a very severe cli-
mate in south Louisiana, and sugar cane is the best suited crop to
our area. I cannot speak for other areas, but if we do not have
sugar cane in south Louisiana, we cannot grow tomatoes, we can-
not grow cabbage, we cannot grow wheat, soybeans; we just cannot.

Senator RIEGLE. Right. And the workers that are now working
in your industry, if they are displaced, what do they do? Are they
supposed to move to Mexico to find a job?

Mr. THIBAUT. As you know, they are not going to do that. They
are going to go on the welfare rolls, if that is going co happen.

Senator RIEGLE. Well, that is the problem. I mean, I see this as
a package that is going to create a lot of jobs in Mexico, but I do
not see too many jobs being created in the United States. In fact,
we have had testimony here, from the Secretary of Labor. and oth-
ers, about job losses in this country, and we have just identified
one here.

Mr. Prewett, let me ask you. I am concerned about enforcing
these rules of origin. That has always been a problem with Mexico.
Now that they are entering into free trade agreements with other
countries in Latin America, how do we avoid the problem of Mexico
becoming 'a staging area through which items come from other
countries and, in a sense, Mexico is used as a platform to come in
here? How do we really develop an enforcement mechanism that
can deal with this problem? I mean, I do not see a practical way
to do it, quite frankly. Do you see one?

Mr. PREwr'r. Well, Senator, we are very concerned about that,
as well, primarily with respect to orange juice. Now, I would say
that the NAFTA agreement has the strongest possible language of
what you can do, theoretically anyway, of saying that all of the or-
ange juice that is going to get the benefit of this reduced tariff from
Mexico has to be grown in Mexico, 100 percent of it. Enforcing that,
of course, will be the problem.

Senator RIEGLE. Yes. Your problem is, you do not live in a theo-
retical world, you hive got to live in the real world. That is where
this thing breaks down. Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you. Senator Symms.
Senator SYMMs. Thank you, Mr. Chairman. Gentlemen, thank

you for your testimony. I will preface what I say again by the fact
that I think it is a lot easier to get a special interest group, such
as a large group of sugar growers in Idaho-to be opposed to some-
thing than it is to get the people who are going to benefit from this
to come out and say why they are for it. I know there are a lot of
people who think this is going to be a big plus-a lot of responsible
people, I might add-for the overall economy.

But I want to go back, Mr. Thibaut, with you, and ask why is
there a contradiction over the potential Mexican sugar exports be-
tween USDA analysis and other government experts; where do you
see this conflict?

Mr. TH1.AUT. If I might, I would like to ask Luther Markwart
to answer that question for me.

Senator SYMMs. All right.
Mr. MARKWART. One of the concerns, Senator, is that we have to

look at what the Mexicans really wanted in the agreement and
what they asked for, because what both government and industry
are trying to do is project something into the future which we real-
ly cannot determine. But if you look af what the Mexican nego-
tiators want, in February, when they met in Dallas, their request
was for 1.5 million tons of access to the U.S. market.

Now, why would they ask for something that huge? That is the
entire import quota for the United States. Why would they ask for
something of that size with no intention of ever making the shift
and putting sugar in here?

Later on in the negotiations, they wanted to shorten the period
from 6 years to 3 years, where, if they were a net surplus producer
in 3 years in the first part of the agreement, then they would have
unlimited access to the U.S. market for their surplus production.

And, as I understand today, already some of the Mexicans that
were involved in the negotiations, the private sector people, are al-
ready in the United States looking for huge amounts of r.-oney to
develop their sugar industry and those deals are all based .i a suc-
cessful conclusion of the NAFTA. So, it is watching what they are
doing, is our concern.

Senator SYmMS. So then, in the long-term, you do not see any
benefits for the sugar industry in the United States. Is that your
point?

Mr. MARKWART. No.
Senator SYMMS. My first question to Ms. Veneman was about the

safeguards. Now, when we did the Canadian Free Trade Agree-
ment, we had a separate agreement on timber by a Memorandum
of Understanding between the Canadian Government and the U.S.
Government.

Do you see any way that there could be a separate Memorandum
of Understanding that would enforce the safeguard that you are
looking for, that if we had an agreement that they 'could not go in
and purchase sugar from one country and then bring it back in and
sell it in the United States? Would that make you feel more com-
fortable?

Mr. MARKWART. Well, not really. Some of those safeguards are
already in there. They have made an attempt at that. The problem
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that I think was mentioned earlier is the verification. Sugar is fun-
gible. You cannot look at it, taste it, or touch it and tell where it
came from. It is a basis of checking the paper work on it, and that
is the concern.

The CHAIRMAN. Thank you. Senator Durenberger.
Senator DURENBERGER. Mr. Chairman, I thank you for the oppor-

tunity, and I appreciate the time restraints that we are all under.
I do have questions I want to propose to each of these. But I need
to ask Pete Wenstrand a question about something that came up
here in the last hearing; it keeps coming up, particularly since the
middle of March, that is: the issue of ethanol production.

I cannot find anything-nobody seems to be able to find any-
thing-in this agreement that deals with the issue of ethanol pro-
duction and the potential for sales on the part of American corn
producers or other ethanol producers to Mexico.

Also, I wonder if you would give us a little advice or a little ob-
servation about the degree to which the corn growers see Mexico
as a primary competitor in the ethanol market in this country and
in other countries in this hemisphere, for example.

Mr. WENSTRAND. Senator, as Mexico as competitor in ethanol
production, or as a user?

Senator DURENBERGER. Well, comment on both, if you will, to the
extent that you know the answer. I am concerned about the poten-
tial of their being a competitor, as well.

Mr. WENSTRAND. As far as being a competitor, just without a lot
of backgound on the issue, I do not think that there is a big rea-
son to be concerned about Mexico being a competitor on ethanol
production. Certainly, up to this point now, corn is the preferred
product for ethanol production.

And if you are going to do it, it usually takes large capital invest-
ments and fairly significant plants to be a low-cost producer. So,
actually I would think, hopefully, that, over the long run, there
might be more opportunity for ethanol use or production in Mexico.

Certainly, as far as corn processing, in general, across the world,
other sources of starch are used on occasion, such as tapioca, in
Asia. To my knowledge, I do not know of any processing of starch
like that in Mexico. So, I would be glad to try and further answer
that question in writing.

[The questions and answers appear in the appendix.]
Senator DURENBERGER. Thank you. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. Peter, I will start with you. I think you were

in the audience when I asked the question of Ms. Ann Veneman
about the Dallas study. I am sure you have heard about the Dallas
Reserve Bank study. I would like to have your reaction tn that. If
you agree with her analysis of that, how do you see the general
agreement from the standpoint of income negative or income posi-
tive for agriculture?

Mr. WENSTRAND. Senator, I must admit, that is the only report
that I have ever seen which states that agriculture, in general-
specifically my industry, corn-would be a loser, whether it be in
the NAFTA situation, or other situations, specifically the Uruguay
Round. I think every analysis I have seen states that expanded
trade benefits U.S. corn producers.
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I must admit, I had my own questions about the study, and ap
parently their assumptions and their analysis were completely dif-
ferent assumptions than every other analysis that was used.

Senator GRASSLEY. There is currently, again, Peter, a President
decree in Mexico that prohibits the use of corn in feed, with excep-
tions granted in some regions of the country in which feed ingredi-
ents are not available. Do you think that this prohibition should be
eliminated by Mexico as part of the implementation of NAFTA?

Mr. WENSTRAND. Certainly, as you stated, there are areas which
prefer U.S. corn because of logistical, transportation, or cost rea-
sons. We would certainly like to see that expanded.

I think that, again, I do appreciate the difficulty the Mexicans
had negotiating, given the cultural significance of corn in their
country. Certainly, anytime you can expand the exports, we would
support that provision.

Senator GRASSLEY. Also, Mr. Prewett, from your statement on
page four. I have two questions about two different statements, but
they all deal with the subject of job loss. "We will estimate that
there will be a decline of 25 percent to 40 percent in vegetable acre-
age, and, therefore, a similar decline in the number of farm work-
er's jobs over the next 3 years. This would mean 3,533 farm work-
ers may lose their job over the next 3 years."

Do you have any way of knowing whether or not those jobs, from
your estimation, would be domestic workers or foreign workers, or
some of each?

Mr. PREWETT. Mostly domestic workers. Yes.
Senator GRASSLEY. And then, "We realize many vegetable jobs

will be lost in Mexico and other areas, with or without an agree-
ment, but we believe a significant number of these jobs can still be
saved by making some common sense changes to the agreement."

This statement appears to verify that the NAFTA agreement, in
and of itself, does not create job losses, since you state jobs will be
lost with or without the agreement. That being the case, are we
overall better off with or without NAFTA in the long run?

Mr. PREWETT. Senator, all I can comment on is the two indus-
tries that I represent. And, in vegetables, it is a mixed situation.
We are not opposed to the agreement on vegetables. We are op-
posed to the agreement, as it stands, on citrus at the present time.

I guess those of you in Congress will have to make that overall
decision about what is best for the country. We certainly see a lot
of benefits to the agreement. But, in citrus, specifically, and, to
some extent, vegetables, for our area, we do see a number of net
job losses.

Senator GRASSLEY. Thank you.
The CHAIRMAN. Thank you. Senator Daschle. Thank you, Mr.

Chairman.
Senator DASCHLE. Mr. Angell, I would like to clarify the degree

to which the Canadians have an advantage right now with regard
to wheat in the Mexican market. They have 76 percent of the mar-\
ket today. Has that been consistent for some time?

Mr. ANGELL. They have generally had the best end of that mar-
ket all along.

Senator DASCHLE. So, the fluctuations that Senator Packwood
was talking about with regard to Mexican wheat imports do not
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necessarily relate to United States or Canadian exports to Mexico.
Canada has been able to maintain a consistent advantage over a
long period of time.

Mr. ANGELL. Basically, I think the exception we were talking
about was a year or so later, that the relation of the Canadians
being able to do as much as they wanted to, but they did not have
the wheat to do it with. But, in most cases, they do have the ad-
vantage. Really, that relates back to the price transparency we are
sill talking about, because we are unable to know just how they
are subsidizing.

Senator DASCHLE. Well, that is really the point that I think has
been brought up now on a couple of occasions already. But the nub
of the problem; it seems to me, with regard to the wheat market,
is price transparency. We have the advantage of using the Cana-
dian Free Trade Agreement as a prototype to determine what ad-
vantage the Canadians have enjoyed with regard to the export of
wheat. How does the lack of transparency under the Canadian Free
Trade Agreement relate to the advantage that Canadians enjoy in
exporting wheat to the United States?

Mr. ANGELL. It still is the factor that we do not really know how
well or what methods they are using to subsidize the wheat. It is
just not available, exactly what we are competing with price-wise.

Senator DASCHLE. How do our producers accommodate that lack
of information? I mean, what is it that you can do to counter it?
Obviously, in this country, you do not use EEP, so what mechanism
do we have to protect ourselves from what clearly appears to be a
fairly significant subsidy in transportation?

Mr. ANGELL. Wel, this is really one of the things, if we could get
it clarified through the NAFTA, where we can really understand
what the other guy is doing and how he is dealing, or what is hap-
pening behind the scenes. It is harder to deal with something when
you do not really understand what you have got going against you.
I think that is our main problem right now.

Senator DASCHLE. Senator Baucus asked you if you could support
the agreement if you had price transparency. Does that imply that
you could not support it without price transparency?

Mr. ANGELL. We need to have that, and, speaking for some
70,000 some wheat growers that we have out there, we really want
to make our support unified and be sure that I am representing all
of them. But I feel like, with a level playing field, and price trans-
parency, end-use certificates, and this type thing, if all of these
come, I think perhaps our wheat growers can do that.

Senator DASCHLE. But, short of that, I would assume that
you-

Mr. ANGELL. It is going to be very dubious whether our guys
would go along with it.

Senator DASCHLE. Thank you. Thank you, Mr. Chairman.
The CHAIRMAN. Gentlemen, we have another important an inter-

esting panel waiting. Are there those that feel the need for a sec-
ond round of questioning?

[No response.]
The CHAIRMAN. If not, gentlemen, thank you very much. Our

next panel consists of Mr. Eugene Ames, Jr., who is the chairman
of the Independent Petroleum Association of America, and presi-
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dent of Venus Oil Co., from San Antonio, TX; Mr. Russell Ginn,
who is chairman and chief executive officer of Tom Wheatley Valve
Co., and he is the treasurer, executive committee member and di-
rector of the Petroleum Equipment Suppliers Association from
Houston, TX; Mr. William Greehey, who is the chairman and chief
executive officer of Valero Energy Corp., San Antonio, TX; and Mr.
T. Boone Pickens, Jr., the chairman of the board and chief execu-
tive officer of Mesa Petroleum, Inc., Dallas, TX. Gentlemen, we are
pleased to have you.

If anyone is under the misconception that this is not a Texas
panel, you are wrong.

Senator BREAUX. Yes. I was noticing that, Mr. Chairman.
The CHAIRMAN. Mr. Ames, if you would proceed.

STATEMENT OF EUGENE AMES, JR., CHAIRMAN, INDEPEND-
ENT PETROLEUM ASSOCIATION OF AMERICA, AND PRESI-
DENT, VENUS OIL CO., SAN ANTONIO, TX
Mr. AMES. Thank you, Mr. Chairman and distinguished members

of the Senate Committee on Finance. My name is Gene Ames, Jr.
I am President of Venus Oil Co. of San Antonio, TX, an independ-
ent exploration and production company. I am also chairman of the
Independent Petroleum Association of America, the national trade
association which represents the interests of the Nation's independ-
ent crude oil and natural gas producers.

IPAA and 45 cooperating oil and gas associations from around
the country have submitted written testimony to the committee
which I intend to summarize. I note that we will file amended tes-
timony for the record at a later date. My statements today are
made on behalf of IPAA.

We have consistently supported and advocated workable and
beneficial integration of the energy industries in the United States,
Canada, and Mexico. But, our support of free trade is conditional.
Free trade must never prevent the U.S. Government from taking
necessary steps to assure fairness in markets within the free trade
zone.

Although progress toward our ultimate goals of free and fair
trade in North American energy has been very difficult, we believe
that the negotiators have made significant progress.

The draft agreement provides some immediate benefits for cer-
tain segments of the U.S. petroleum industry. Under this agree-
ment, the American petroleum service and supply industry may
have new opportunities for drilling and service contracts and to
profit from their success. We also believe that NAFTA contains an
important first step toward greater access to growing Mexican nat-
ural gas markets.

NAFTA provides a broad framework for increasing trade liberal-
ization among the signatories. Although the agreement is far from
perfect, we recognize that achieving the goal of free trade is an on-
going process. We must continue to work together to promote great-
er integration of our energy markets.

We are hopeful that the implementing legislation and further
unilateral actions by the Mexican Government may build on the
limited energy sector achievements in NAFTA to create significant
energy-related benefits for Canada, Mexico, and the United States.
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But, full integration of North American energy markets cannot
happen as long as Mexico's oil and gas market remains essentially
closed to competition, while the U.S. energy market is essentially
wide open.

We are disappointed with the Mexican reservation clause in the
agreement. The lack of political commitment to full energy invest-
ment and trade liberalization in Mexico will hamper growth in
cross-border energy trade.

Mexico's refusal to address comprehensively the fundamental
problems created by its own restrictions on participation in petro-
leum markets, with or without free trade, means that this monop-
oly will continue to burden Mexico's oil and gas consumers and
limit Mexico's petroleum production.

We recognize that the reservation clause in the agreement refers
on!y to the Mexican States' exclusive rights. We hope this means
that, as the burdens of the monopoly on the Mexican economy be-
come more intolerable, the Government of Mexico will consider new
and creative ways of involving Mexican, Canadian, and American
independent oil and gas producers in Mexico's petroleum industry.

Otherwise, the monopoly on exploration and development of pe-
troleum resources and on natural gas direct sales and pipeline con-
struction and operation will also frustrate and limit economic de-
velopment in Mexico, and limit efforts to reduce Mexico's over-reli-
ance on the use of fuel oil.

In summary, we view this agreement as a step in the right direc-
tion. Under NAFTA, we believe that U.S. energy producers and
independent oil and gas operators will see immediate benefits and
long-term development of competitive North American markets.

Put simply, IPAA believes that NAFTA is an opportunity that
should not be missed. Thank you.

The CHAIRMAN. Thank you very much.
[The prepared statement of Mr. Ames appears in the appendix.]
The CHAIRMAN. Mr. Pickens.

STATEMENT OF T. BOONE PICKENS, JIL, CHAIRMAN OF THE
BOARD AND CHIEF EXECUTIVE OFFICER, MESA INC., DAL-
LAS, TX
Mr. PICKENS. Mr. Chairman, I am Boone Pickens, CEO of Mesa,

Inc., of Dallas. As an oil and gas producer and businessman, I have
done business throughout the world. In fact, the last time I -ap-
peared before you I outlined a roadblock set by corporate Japau to
prevent Americans from gaining access to the Japanese economy.

It has become clear to me that in a new global economy, eco-
nomic opportunity is not restricted to the Far East or a unified Eu-
rope. In fact, even greater economic potential lies just to our north
and south, in Canada and Mexico. I know, because I have done con-
siderable business in Canada, and lived in Calgary in the mid-
1960's.

My written testimony focuses on the overall benefits NAFTA will
bring to U.S. economy, but I want to focus my oral comments on
what NAFTA means, first, for America's independent oil and gas
producers; second, for the environment; and, finally, for the Texas
and U.S. economies.
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America's oil and gas industry lost 450,000 jobs in the past 10
ears. That is more than the U.S. auto and steel industries com-
ined. Federal subsidies, government bail-outs and hand-outs are

not the answer. Instead, we have to increase the demand for natu-
ral gas by developing new markets for this premium, abundant
U.S. fuel.

NAFTA provides that opportunity. It opens the door to increased
natural gas exports to Mexico by giving U.S. producers unprece-
dented access to end-users in Mexico. As more companies open
manufacturing facilities in Mexico and that Nation's economy con-
tinues to expand, the demand for natural gas will increase dra-
matically.

From 1990 to 1991 alone, U.S. natural gas exports to Mexico in-
creased by 275 percent. NAFTA would enable U.S. oil and gas
firms to compete for 50 percent of the $4.7 billion in goods and
services purchased by PEMEX each year. Within 10 years, U.S.
companies can compete for 100 percent of those contracts.

In the first year that NAFTA is in effect, this provision alone
could create more than 20,000 U.S. jobs, most of them in the oil
and gas industry. In addition, NAFTA eliminates about half of all
tariffs on oil and gas equipment. The remaining tariffs will be
phased out within 8 to 10 years.

Unfortunately, some critics believe NAFTA will increase environ-
mental problems, particularly along the United States-Mexico bor-
der. Those critics would have you believe Mexico is soft on pollu-
tion.

Those who wage that argument have not met President Salinas.
I have, and know this: President Salinas is very concerned about
environmental problems. For instance, because of the government's
efforts to solve Mexico City; critical air pollution problem, citizens
could not drive 1 out of every 5 days last winter and, for a couple
of months, 2 out of 5 days.

I met with President Salinas in Mexico City 3 months ago. He
told me that he has decided to use natural gas as a way to start
solving Mexico City's air pollution problem. It may be the only way
to go, because, compared with gasoline and diesel, natural gas vehi-
cles reduce carbon monoxide emissions by up to 99 percent.

In addition, I have also had meetings with government, business
and energy leaders at all levels in Mexico, including Mexico's Sec-
retary of Commerce, Dr. Jose Jaime Serra Puche, the Mayor of
Mexico City, Manuel Camacho Solis, and the President's point man
on pollution, Fernando Menendez Garza.

One part of their plan calls for 300,000 public and private fleet
vehicles to be converted to natural gas or propane. Mexico's leader-
ship is committed to natural gas vehicles as an immediate solution
to their pollution problems.

Cooperation and communication is outstanding between the
Mexican Government and U.S. businessmen. We have been asked
by the Mexican Government to participate in a task force to help
develop a strategic plan for their natural gas industry.

My company is actively pursuing natural gas vehicle opportuni-
ties in Mexico City. We have manufacturing facilities in Iowa and
Texas, and we expect to export thousands of our natural gas and
propane conversion kits to Mexico. NAFrA will help us, but it is
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also going to help every U.S. company interested in this new mar-
ket.

That leads me to my final point: what this means for the Texas
and U.S. economies. U.S. natural gas exports to Mexico are ex-
pected to increase nearly fourfold by the year 2000, from a current
level of almost 300 million cubic feet per day to a billion cubic feet.

Meeting that increased demand will create 16,000 iew jobs in the
United States.

Let me close with this comment. We can approve NAFTA and
create an integrated market of $6 trillion and 360 million people,
or we can turn our backs and not take advantage of the economic
opportunities in Mexico and Canada. Thank you.

[The prepared statement of Mr. P'ckens appears in the appen-
dix.]

The CHAIRMAN. Mr. Ginn, as I understand it, you represent a
group of manufacturers of oil equipment, and I would like to hear
from you next.

STATEMENT OF RUSSELL E. GINN, CHAIRMAN AND CHIEF EX-
ECUTIVE OFFICER, TOM WHEATLEY VALVE CO., AND TREAS-
URER, EXECUTIVE COMMITTEE MEMBER AND DIRECTOR,
PETROLEUM EQUIPMENT SUPPLIERS ASSOCIATION (PESA),
HOUSTON, TX
Mr. GINN. Thank you. Mr. Chairman, members of the committee,

good morning. I am Russell Ginn, Chairman and CEO of Tom
Wheatley Valve Co. of Houston, TX. My statement today is offered
on behalf of 205 member companies of the Petroleum Equipment
Suppliers Association.

PESA represents U.S.-based equipment manufacturers, service
companies, and supply companies which make up the oilfield serv-
ice industry. We appreciate the invitation from Senator Bentsen
and the members of the Senate Finance Committee to comment on
the effects of the proposed North American Free Trade Agreement
on our industry.

We see NAFTA as an opportunity for the U.S. oilfield manufac-
turing, service, and supply sectors because it will facilitate exports
to the important Mexican market, allowing our member companies
to retain jobs and technological leadership at home.

While NAFTA will not provide equitable national treatment at
its implementation, we believe that it will improve our position
over the status quo regarding access. Although we are disappointed
at the length of time for the phaseout of set-asides and tariffs, we
feel it of vital importance to our industry to support NAFTA.

Many people believe that the companies in the oil and gas indus-
try are all large, multinational corporations employing workers
around the world. But, as you, Mr. Chairman, and Senator Breaux
clearly understand, my company is more typical of an oilfield sup-
plier, in that we employ approximately 90 people in Texas. In all,

ESA member companies nave operations in 39 States and the
District of Columbia.

This past decade has seen a massive shake up of the oil service
industry. More than half of the more than 900,000 Americans
working in the U.S. oil and gas extraction industry in 1981 have
lost their jobs. Today, equipment service companies and drilling
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contractors provide about 200,000 jobs in the United States, down
23,000 this year alone.

Five years ago, the domestic oil and gas industry accounted for
about 65 percent of our member companies' total sales. Today, the
reverse is true. Export sales account for nearly 70 percent of total
revenues. It is clear that without sales to the international market-
place, a number of equipment manufacturers and service compa-
nies would not survive.

A key factor in penetrating those markets is the elimination of
trade barriers. NAFTA will provide us an opportunity to signifi-
cantly increase our presence in Mexico, which offers strong, long-
term business prospects for our industry.

In 1990, Mexican expenditures for exploration and production
equipment, the core business for PESA member companies, were
estimated at $560 million. Mexico is now undertaking a national
energy modernization program to ensure that oil production meets
a projected annual increase of 5 percent in internal demand, while
maintaining a constant level of exports.

This translates into a minimum $20 billion in new investments
over the next 5 years, much of which will be for products and serv-
ices which could be provided by the U.S. equipment manufacturing,
service and supply sectors.

PEMEX has been the sole operator in Mexico since the domestic
oil industry was nationalized in 1938, and has long shown a pro-
curement preference for Mexican suppliers and contractors. The
government procurement chapter of NAFTA provides formal access
to the Mexican market for the first time to oilfield service compa-
nies from the United States and Canada.

Throughout the negotiations, the Mexicans had insisted upon ex-
clusion on parts of that market from the agreement. The eventual
negotiated settlement allows access to 50 percent upon implemen-
tation. The exclusions will be phased out over a period of 10 years.
Even though we would have preferred to have seen the phaseout
period significantly shorter, say, 3 to 5 years, we believe this is a
genuine improvement over our current position.

Similarly, the chapter on market access improves our current po-
sition regarding tariffs on exports from the United States into Mex-
ico. Currently, the Mexican Government charges a tariff of up to
20 percent on imported oil field equipment, but other duties and
taxes can increase that effective amount to as high as 33 percent.
Those tariffs will be reduced to 16 percent in the first year of im-
plementation and phased out in 8 years.

Products which fall into other rate categories will see their tariffs
reduced over periods of 5 or 10 years. NAFTA will provide a lim-
ited, immediate benefit with parity being achieved at the end of 10
years.

In summary, the U.S. oil equipment manufacturing, service and
supply companies see Mexico as a strong, long-term potential mar-
ket because of its large oil reserves, and declining U.S. activity is
causing many of us to emphasize export sales in order to survive.

We are confident of our competitive edge over Mexican compa-
nies, due to management methods, quality of goods and services,
and technological expertise. The North American Free Trade
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Agreement will make an important contribution to our ability to
participate in that market by removing trade barriers.

Finly, I could not close my remarks without acknowledging the
efforts and cooperation of the U.S. negotiating teams for the chap-
ters on government procurement and market access, with whom
our association has worked over the past several months. Thank
you very much for this opportunity to comment on the North Amer-
ican Free Trade Agreement. We urge its approval by Congress.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Ginn appears in the appendix.]
The CHAIRMAN. Mr. Bill Greehey is the chairman and the chief

executive officer of Valero Energy Corp., and an old friend of mine.

STATEMENT OF WILLIAM GREEHEY, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, VALERO ENERGY CORP., SAN ANTO-
NIO, TX
Mr. GREEHEY. Thank you, Mr. Chairman, members of the com-

mittee. Our company is headquartered in San Antonio, and our
principle asset is a specialized refinery that is located in Corpus
Christi, TX. We upgrad- 1iigh-illphir residual oil into premium
product, primarily unleaded gasoline.

We are also in the process of finalizing construction of a $230
million project to upgrade butane into MTBE. I think all of you
know MTBE is a clean-burning, low-vapor pressure, high-octane
gasoline blend stock which is really a key ingredient to the refor-
mulated gasoline which has been mandated by the Clean Air Act.

We also own a 49 percent interest in Valero Natural Gas Part-
ners, which owns and operates natural gas pipelines throughout
Texas, and we are also one of the nation's largest producers of nat-
ural gas liquids. Again, I appreciate the opportunity to present our
views in support of the NAFTA agreement.

Our company is proud of our long relationship with Mexico.
Valero began selling gas to Mexico back in the early 1940's. We re-
cently expanded our relationship by completing a 400 million cubic
feet a day pipeline connection between the border from McAllen,
TX, which ties into the PEMEX system at Reynosa, Mexico. While
the Mexican imports of natural gas are still at low levels, they are
growing rapidly and could be far in excess of 1 billion cubic feet a
day within a few years.

And, with the economic activity generated in Mexico by NAFTA,
it will virtually assure the type of increase in demand, thereby cre-
ating significant increases and opportunity and jobs throughout the
oil patch in the United States.

Turning to a direct investment opportunity in Mexico, on Sep-
tember 2, I participated in a signing ceremony in Mexico City
where we committed to our first major investment in Mexico.

This is a project similar to the one we have in Corpus Christi
where we are upgrading butane into MTBE. It is a $350 million
joint venture in which we will have a 35 percent interest, which
ultimately can be increased to 51 percent.

Although we were hopeful that the treaty would remove more of
the investment and trade restrictions which are currently in place,
we feel that the treaty represents a significant first step.
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Environmental concerns have become a top priority for Mexico as
it struggles with severe air pollution, particularly in its larger
cities. Mexico is moving toward stricter enforcement of its environ-
mental regulations, and we are willing to help them meet their en-
vironmental concerns.

Within the past year, President Salinas shut down two of Mexi-
co's largest refineries because of their contribution to air pollution.
This was done at a time when unemployment is high and the de-
mand for refined products in Mexico is growing.

We have recently had discussions with President Salinas, as well
as Chairman Rojas of PEMEX, and Commerce Secretary Serra-
Puche concerning two additional environmental projects which we
are interested in pursuing in Mexico to assist that country to mini-
mize the benefits of their own domestic energy production, while,
at the same time, improving their air quality.

There are, in my opinion, many energy projects which will be
open to U.S. companies as a result of NAFTA if we are innovative
and competitive and are able to demonstrate that we can move for-
ward in helping Mexico in their production of energy and the pro-
tection of their environment.

I am also convinced that the adoption of NAFTA will provide
American companies in the energy industry such as Valero with
significant investment opportunities in the Mexican energy sector.

It will benefit American workers in our domestic facilities by pro-
viding more jobs, and will, at the same time, benefit Mexico by
helping build its economy and assisting in dealing with its energy
and environmental problems. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Greehey appears in the appen-

dix.]
The CHAIRMAN. Mr. Ames, I note that Mexico has precluded you

from risk sharing, either upstream or downstream, in the produc-
tion of oil and gas. Yet, in the NAFTA, they will let you negotiate
so-called performance contracts. What does that mean, and what do
you gain by that?

Mr. AMES. The performance or incentive service contracts open
the door for, as Mr. Greehey said, innovative arrangements, which
I presume primarily will benefit the service and supply segment of
our industry, which, of course, is needed, because this part of our
infrastructure is so severely depressed.

The CHAIRMAN. Mr. Pickens, PEMEX has had really a lock on
the production of oil and gas down there, and the services and utili-
zation of it. I am told now that, under this agreement, PEMEX and
CFE are under an obligation to be guided by commercial consider-
ations. How significant is that, what does it mean, and how do you
enforce it?

Mr. PICKENS. The last part of the question, how do you enforce
it, I do not know.

The CHAIRMAN. How do we see that they really are guided by
commercial considerations? That they act like a private enterprise
company rather than a State-owned company? That is a point of
agreement, as I understand it. And it is supposed to be a break-
through. As PEMEX makes its contracts and buys and sells in the
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market, it will be guided by commercial standards and not some-
thing that is a State standard, so to speak.

Mr. PICKENS. Well, we know there has been a big change in
PEMEX in just the last-

The CHARMAN. Well, I want to hear about that. That is part of
the deal.

Mr. PICKENS. But it has been broken up into five parts, I am
told, v here PEMEX did, somewhat, stand alone.

The CHAIRMAN. I am not talking about their management con-
trol, I am talking about their philosophy. Is there a change there
that you can see taking place?

Mr. PICKENS. For me, yes. Because I am now negotiating, and
Bill said he was dealing with Francisco Rojas. I have also met with
him and I think the attitude is totally different in PEMEX under
the guidance and direction of President Salinas. But I find him to
be very open and easy to talk to, which I did not expect to happen
when Ifirst went to Mexico City.

But, ask me how it will be administered and carried out, I do not
know exactly the structure of the agreement as to who would deter-
mine that. But I see a total attitudinal change by PEMEX over
what I expected to see.

The CHAIRMAN. Mr. Ginn, under the NFTA, PEMEX is required
to open up half of its procurement immediately to qualified NAFTA
bidders. Now, that is no guarantee that American companies get
half that business.

Mr. GINN. That is right.
The CHmimAN. But it does open up the competition. What is

your best guess as to what that means or American business?
Mr. GINN. Well, our experience recently has been that PEMEX

is much more open to other products. I guess they see this process
turning. I do not mean just as this agreement has been negotiated,
but in the last year, year and a half. And we are seeing more open-
ness towards their market. I think they have been acquiring, in
many, instances, with respect to our association, inferior products
and using inferior methods. They see the opportunity of upgrading
their situations and improving their production. I really believe
that we will have reasonable opportunity to sell into that market-
place and be successful. I really do.

The CHAIRMAN. We will move it to 5 minutes. We have very few
of us left here. Mr. Greehey, you apparently have done pretty well
in Mexico as it is. Do you see any improvement or opportunities
that are added to the current conditions if we implement NAFTA
insofar as your type of business?

Mr. GREEHEY. I think that we are going to have to work with
them and be innovative and imaginative in what kind of projects
can be privatized. But their whole infrastructure needs a lot of cap-
ital investment. And, as Mr. Pickens said, they really want to work
with us and help us.

For example, I am concentrating on environmental projects
where we never take title to anything and we clean up products for
them and make them better. This does two things: it gives them
cleaner products and mediates some of their pollution problems.
They are very receptive to these kinds of projects.

The CHAIRMAN. I see my time has expired. Senator Breaux.
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Senator BREAUX. Thank you, Mr. Chairman. Thank the members
of the panel for their presentations. I know, Mr. Chairman, that
you mentioned that this panel was a Texas-oriented panel. But I
want you to know, they have walked a lot of miles in Louisiana,
as well, every one of them, and we are glad to have them here.

I guess that one of the problems that we have heard about is
Mexican Government's refusal to allow performance-based con-
tracts. You are not going to be able to go down there and get royal-
ties for any kind of exploration and production projects that you
might work on.

Is that a problem, or can contracts be worked out that would
have performance-based incentives that really accomplish the same
overall goal without doing violence to the Mexican constitution
which prohibits royalty-type of arrangements? Anybody want to
comment on that? Any exploration people, IPAA?

Mr. AMES. Well, I would say that there is permissive language
that permits PEMEX, permits the Mexican Government to enter
into performance-based incentive contracts. Now, that is a very
broad description, and only time will tell what sort of innovative
approaches that they are willing to go into. But they need Amer-
ican independent oil and gas technology and capital to help them
develop their smaller oil and gas fields in order to maximize Mexi-
co's production.

Senator BREAUX. Well, let me ask this. Would American explo-
ration and production companies be able to go into Mexico and
work with PEMEX under the existing prohibitions of risk type of
contracts?

Mr. AMES. Not pre-NAFTA. And post-NAFTA, the door is open
to discussions and to try and work out some form of incentive con-
tract. We do not know what can be done yet, and we only learn as
we try to work out arrangements with them.

Senator BREAUX. I guess Valero is already selling gas down
there. Is there a tariff on it, or are there any difficulties now? I
mean, you are pretty much not affected by NAFTA with regard to
natural gas sales down there. It does not improve, it does not get
worse, it is about the same, is it not?

Mr. GREEHEY. Well, you know, Mexico is a growing market for
natural gas. We are strictly transporting for PMI, which is the
marketing arm of PEMEX. But today we are moving over a couple
hundred million cubic feet of gas a day, which is really helping the
producers in south Texas. This will cause additional drilling in that
area and will result in additional American jobs. But our working
relationship with PEMEX has been outstanding.

Senator BREAUX. If you have a need for, some extra natural gas,
I have got some suggestions where you might find some.

Mr. GREEHEY. I am going to hold you to that.
Senator BREAUX. Mr. Pickens, I have read exciting things about

what you are attempting to do in Mexico as far as the environment
and the supplying of natural gas equipment for vehicles. Can you
tell us, what is the status of that project?

Mr. PICKENS. We are trying to negotiate a long-term contract
with PEMEX now to deliver natural gas to us in the Mexico City
area to convert vehicles to natural gas. We would make those con-
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versions and then, at the same time, put in the fueling facilities in
Mexico City.

And the numbers, of course, are huge, and the problem is critical
as far as Mexico City is concerned. They have 2.5 million vehicles
in the city, and I think their first cut at it would be to convert the
fleet vehicles in there which get up to 450,000 fleet vehicles.

The cost of all that is somewhere on the o'der of $2.5 billion. So,
the numbers get very large, and then you look into their other
cities and you can see cities of 2 and 8 million, several of them that
have problems that may not be as critical as Mexico City's but they
do have problems. So, my point is, the President of Mexico is very
intent on doing something about the pollution problem in these
cities, and so, with it, I think, comes a great amount of business
for American companies.

Senator BREAUX. Well, one short question as a final one. Do any
of you have any difficulties or see any potential problems in doing
business with PEMEX, which is a government-owned company,
when something goes sour with a contract; for example, having
someone to proceed against?

We have all experienced problems in the past with doing busi-
ness with PEMEX where you do not have an opportunity to sue be-
cause they are a government entity, so how you get your rights pro-
tected? Is this a potential problem that NAFTA needs to address?
Any comments on that?

Mr. PICKENS. We have not signed any contract with PEMEX, so,
consequently, I am not at the point of having any problem over a
contract. But I can see a great amount of support from the Sec-
retary of Commerce, Dr. Serra-Puche, in assuring us that whatever
contracts we have PEMEX will be honored. And, to this point, I
feel comfortable with it, but, again, I have not signed any contracts
yet.

Senator BREAUX. Yes.
Mr. GINS. Senator, equipment suppliers deal with national oil

companies throughout the world, and I do not see any different
problems with PEMEX than we have elsewhere. We have approxi-
mately $100 million worth of business going on now successfully,
so we see an expansion of that as opposed to creating a new situa-
tion completely.

Senator BREAUX. Thank the panel very much.
The CHAIRMAN. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I would like to ask

unanimous consent to insert into the record an article that is out
of the current issue of National Journal, which is a journal that
writes on the Federal Government.

The headline is, "In Mexico, Lobbyists Strike Gold." And it runs
through the question of all the hired guns in this town that have
been put on the payroll of the Mexican Government and Mexican
industryto sort of grease the skids to put this agreement through
here. r

The(t.AimA-Wlthout objection, that will be done.
[TlM article appears in the appendix.]
Senator RIEGLE. The picture on the front is William Brock, who

used to be our trade representative for this country, and obviously
is a heavy hitter in trade policy and has a lot of relationships. He
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is being paid $30,000 a month by the Mexican Government to lobby
this bill through here. He is one of many. That is $360,000 a year.

That may or may not sound like a lot of money to any of you;
it sounds like a lot to me. It is more than we pay the President
of the United States. It puts a very bad taste in my mouth that
the top trade officials of our government, in effect, leave these posi-
tions, go through the revolving door, and end up out there working
for other governments in situations like this. I think the public has
sort of had it up to here with this kind of an arrangement. It sort
of permeates this whole situation, quite frankly. I will not cite all
the other people in here, because it will be in the record.

And I very much respect all of you and the positions you have
taken-some of you I have known for many years-but some of you
have your own private business deals going this very day down in
Mexico, so you obviously have a private interest that cross-relates
with the fact that you are in here testifying, I take it essentially,
from a public interest point of view, in terms of what you think is
good public policy. But the two overlap. I mean, they are a little
hard to separate. Which ones of you have got private business deal-
ings going in Mexico today, and which ones do not? How about you,
Mr. Greehey?

Mr. GREEIIHFY. We are finalizing negotiations on building a
MTBE plant in Mexico. We are also discussing with them two other
major environmental projects.

Senator RIEGLE:. All right.
Mr. Gi*:-:fIF:Y. And, incidentally, all we have is an office in Me.,-

ico City and with one employee who represents us in those negotia-
tions.

Senator RIEGLE. Very good. Mr. Ginn, do you?
Mr GINN' Senator, at this point, the only business we have in

Mexico is ',, hen they want a product we manufacture or one of our
members manufacture that is not available in Mexico now, manu-
factured in Mexico. So, effectively we are limited to only those
products they need that are not manufactured inside Mexico. So,
we do nt t have any project.

Senator I:IE:. Right. Mr. Pickens, beyond what you discussed
with Senator Feaix, do you have other deals cooking down there
right now?

Mr P1, i,.KNS. No, that is it.
Sen, or I EGLE. Mr. Ames?
Mr. AMES. No, sir, Senator. I have no private business. My sole

interest is in trying to expand markets and find business for inde-
pendent producers in this country.

Senator RIEGLE:. Well, I am concerned about that. Now, am I
right in understanding that a Mexican company, if it wants to
come up and drill in the United States, can do so, but that an
Amei ican company, if it wants to go down and drill in Mexico, can-
not do so'? is that essentially correct, or not?

Mr. PICKENS. I think so.
Senator RIEGLE. Is that fair? Mr. Ames, do you think it is fair?
Mr. AMES. No, sir, I do not. I think that there must be a move-

ment and that Mexico needs to move to expand their markets to
let American independent producers go in there and drill to help
them develop their resources.
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Senator RIEGLE. If we are going to do that, though, is this not
the time to do it, when you are striking the deal? Is this not the
time to get that understanding and not put it off to some unfore-
seen date in the future?

Mr. AMES. Obviously, if we had a perfect NAFTA, it would be
right. But it is my understanding that it is politically impossible
in Mexico because of their constitutional prohibitions. So, I think
this is a start in that direction.

Senator RIEGLE. Do you think it is fair, Mr. Pickens?
Mr. PICKENS. I agree with Gene on it. We have got a constitu-

tional problem in Mexico. What I see in NAFTA, as it relates to
oil and gas producers in the United States, I would say that you
work your way out of it as time goes by. And I would be willing
to accept what we have and believe that it is a fair agreement at
this time.

Senator RIEGLE. Well, if we cannot go down there and drill, why
would we want to allow their folks to come in here and drill?

Mr. PICKENS. Well, for one thing, we have only 755 rigs operat-
ing in the United States and we have available to us about 3,000
rigs. So, if somebody wants to come in and spend the money in the
United States, I would say, let them come in and spend it. We are
basically a mature producing area, especially for oil, in the United
States. Consequently, we have a low number of rigs operating be-
cause it does not make economic sense for us to drill right now. So,
if they want to come in and do it, let them come in and do it.

Senator RIEGLE. Well, does that not cut two ways, though? If
they come in and drill, is that not just as likely to put an American
driller out of the game as keep him in the game?

Mr. PICKENS. No. I do not think it would Out any driller out of
the game. You are talking about a drilling contractor?

Senator RIEGLE. I am talking about somebody that is prepared
to come in and-

Mr. PICKENS. You are talking about a producer.
Senator RIEGLE. Yes.
Mr. PICKENS. I do not think you would put any producer out of

the business.
Senator RIEGLE. We have got a lot of people out of the business

right now, though, according to your statistics.
Mr. PICKENS. But not because ol competition, because the price

of our product is so low.
Senator RIEGLE. Well, you may be right. You know that business;

I do not. I suppose it depends on-
Mr. PICKENS. I am not sure I do. I have lost $200 million in it

in the last 3 years. [Laughter.]
Senator RIEGLE. Well, apparently that is easy to do. I can tell

you some of the people that are in that game up in my State feel
under great pressure too, and they are concerned about additional
pressure, quite frankly. My time is up.

The CHAIRMAN. Thank you, gentlemen.
Senator RIEGLE. Thank you, Mr. Chairman.
The CHAmMAN. Well, the- next man I want to call on has been

a long and very valued member of this committee. He has chosen
to go back into the private sector. We are going to miss him. I
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think this is probably the last hearing of this committee that he
will be attending.

Senator SYMMS. Well, thank you very much, Mr. Chairman. Be-
fore you said that, I had already jotted down a note here that I
wanted to thank you for the way you have conducted these hear-
ings.

I think that this Finance Committee has been truly kept abreast
of the process and we have allowed the witnesses to come in here
and testify, and I think our Chairman worked very closely with the
administration to see that the Trade Ambassador was available for
members of the committee; she was very cooperative, and I think
it has been a very good process.

There is no question that it is very hard to come out with a
NAFTA agreement that pleases every single person and still have
a perfect agreement, but I do think that the Chairman deserves a
great deal of credit for doing what he could to guide this in a very
positive direction for the country. I also would like to say that I be-
lieve that we can work out these differences.

I would just say, Mr. Chairman, that in my office, the only peo-
ple from Idaho that I have heard from are the sugar producers.
And, of course, they were opposed to this agreement before the
agreement was released to the media, and before they even knew
what was in it just because of the fear, the hype of it. On the other
side of it, I believe that there are a lot of companies in Idaho that
will benefit from the passage of NAFTA. There is a potential for
great work here, and it brings me to a question I wanted to ask
these fellows here at the table. I appreciate all of their testimony.

But, in the transport of this natural gas from the United States
to Mexico, Mr. Pickens, you mentioned about that there would be
a trade of some gas in Mexico City, that you would buy gas from
PEMEX. But would you still be exporting gas physically?

Mr. PICKENS. Would we, our company?
Senator SYMMS. Yes.
Mr. PICKENS. No.
Senator SYMMS. Your company, but the industry in general.
Mr. PICKENS. Oh, I think so. I think you will see gas come in like

Bill was talking about. Valero gas comes in and there is other gas
moving into northern Mexico.

Senator SYMMS. By pipeline, is that the way it is run?
Mr. PICKENS. That is right. Yes. This would release gas from

PEMEX that would not be in the northern part of the country, but
I think the gas that we would be buying in Mexico City would come
in from Vera Cruz.

Senator SYMMS. Well, with respect to the environmental cleanup
of Mexico City, we have had one major company in our State that
has recently been working on an agreement--I do not know wheth-
er they have signed the agreement or not-to manage a substantial
environmental clean-up project in Mexico City. As we are speaking
they are doing this. It happens to be, Mr. Chairman, a company
that I have mentioned to you before in dealing with high-speed rail.

But the potential then for construction companies and construc-
tion jobs is also enormous, is it not, from American companies with
their management capabilities to build infrastructure and manage
the building of infrastructure for gas transmission, for clean-up of



204

environmental plants, and waste disposal. Is that not a great mar-
ket potential in Mexico? Would all of you agree with that?

Mr. GREEHEY. Absolutely.
Mr. GINN. Yes.
Mr. PICKENS. Sure.
Senator SYMMS. Well, I guess I would ask one other question. I

know you all have already stated your support for this agreement.
But do you think that it is not possible, if all boats do rise with
the tide, that some of the perceived problems that those who are
in opposition to this agreement, perceived t}ireats to specific jobs
in certain industries or production capacities, such as sugar, that
if, in fact, the economy of Mexico could be made to grow, that some
of those problems might not ever occur?

In other words, you expect, I would think, Mr. Pickens, that.your
gas business is going to get bigger in Mexico as their economy gets
stronger, that they will buy more gas. Is that not correct?

Mr. PICKENS. Well, I think there is more to it than selling gas
in Mexico. I think that we see leadership in Mexico today that we
have never seen there before, not in my lifetime. And I think it is
an opportunity that we should take advantage of.

I am convinced that if the people on the property next to me
build a nice house, it increase the value of my property. And I
think dealing with Mexico, a a'y have dealt so with the Canadians
for years and years, that if We can have that kind of a relationship
with them, that both sides of the border will prosper.

I think the environmental problems are things to consider, of
course. I think the sugar growers probably make a point; I do not
know their business that well. But I do believe that it i, time to
bring North America together in some kind of a trade agreement.

We have a positive trade deficit, or trade in our favor with Mex-
ico now. I can see that growing. And the better jobs that you have
in Mexico, the more money they will spend, and a great part of
that is spent with us. So, overall, the gas business is a small part
of that. I think it is jvist smart to do.

Senator SYMMS. I thank you very much. Mr. Chairman, again, I
thank you. I will not be here to vote on this when it comes to the
Senate, but I do hope that we will see this agreement pass. I be-
lieve that the difficulties that we have aired here in this committee
can be, to some degree, worked out, and that there is way more
good for both this country, Mexico, and Canada to get this agree-
ment than to not get it.

I totally share that point of view, and I do think that we stand
on the threshold of seeing a great opportunity for not only Ameri-
cans, but for Mexicans to have a more beneficial, happier life in the
future if we can expand trade and break down these borders.

I just think it is a plus all the way around and that the other
problems can be worked out. And I certainly hope we see this come
to reality in the very near future. Thank you, again, Mr. Chairman.
It has been a privilege working with you on this committee these
years.

The CHAIRMAN. Thank you very much, Senator. Let q nake a
point about what is happening in Mexico, because Boone nade that
point about President Salinas, a man of substantial political cour-
age and vision. You have seen Mexico actually pushing Japan inso-
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far as possibly being the second-largest customer of this country.You have seen trade with Mexico more than double in just 4 years.You have seen us go from a deficit in trade with Mexico to a sur-plus in trade with Mexico.And, when you talk about low income in Mexico, you still haveto remember that they buy more from us r capita than do theEuropeans, who are much more affluent. So, it certainly followsthat, as their income increases, they will be an even better cus-
tomer.

So, I think we are seeing quite a breakthrough in the kind of re-lationship that we have with that country, and we ought to takeadvantage of it for our mutual benefit and to achieve a net increasein jobs on both sides.I said, with some pride, that this was a panel from Texas. But,let me also say, they are broad-gauged business people with na-tional and international experience whom I felt could make a con-tribution, and they have done so. Thank you very much.[Whereupon, the hearing was concluded at 12:28 a.m.]
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APPENDIX
ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF EUGENE L. AMES, JR.

Mr. Chairman and distinguished members of the Senate Committee on Finance,
my name is Gene Ames, Jr., President of Venus Oil Company of San Antonio, Texas.
I am Chairman of the Independent Petroleum Association of America (IPAA) and
I am here representing IPAA and 45 Cooperating Oil and Gas Associations from
around the country.

IPAA is the national trade association which represents the interests of the na-
tion's independent crude oil and natural gas producers, the "wildcatters" who, over
the years, have found most of the oil and gas this nation has produced. Independ-
ents drill about 85% of all domestic wells, produce about 60% of domestic natural
gas, and about 40% of the crude oil. The Cooperating Associations are state, re-
gional, and national petroleum industry and professiona organizations with strong
interest in oil and natural gas production, transportation, and marketing issues.
The organizations which I have been asked to represent appreciate the opportunity
to offer testimony on the North American Free Trade Agreement (NAFTA), a matter
of great importance to the energy industry and to our country's entire economy.

In October 1991, IPAA's Executive Committee established a NAFTA Task Force
comprised of IPAA members and representatives of many of our Cooperating Asso-
ciations. The NAFTA Task Force was assigned the responsibility to examine energy
issues presented by NAFTA and to assist IPAA in developing and advocating policy
positions regarding NAFTA. The Task Force has met with top U.S. and Mexican
government officials as well as with our friends in Congress and has consistently
advocated workable and beneficial integration of the energy industries in the U.S.,
Canada, and Mexico.

In 1988, IPAA supported the concept of a Free Trade Agreement with Canada
(FTA) because of our belief in the benefits of fair and open markets for energy pro-
ducers and consumers alike. IPAA leaders and staff worked with the Senate to as-
sure that free trade would be fair trade. We sought assurances that the implement-
ing legislation would provide that nothing in the agreement would in any way un-
dermine the authority of the Department of Energy (DOE) and the Federal Energy
Regulatory Commission (FERC) to create a "level playing field" for all suppliers of
natural gas to markets in the U.S. and Canada. This was important because, earlier
in the 1980s, FERC had occasion to take an action, known as Opinion No. 256, with
respect to natural gas pipeline transportation rate design issues in order to assure
that U.S. consumers could compare, on an "apples and apples" basis, opportunities
to purchase natural gas from domestic and Canadian suppliers. Our goal was to as-
sure equal access to U.S. and Canadian markets for ,natural gas supplies, regardless
of the country of origin.

As a result of IPAA's efforts, the legislative history of the implementing legisla-
tion of the FTA included language assuring that nothing in the FTA could be inter-
preted as amending the Natural Gas Act nor undermining FERC's ability to take
actions like Opinion No. 256. In the intervening years, however, our own govern-
ment has frequently appeared reluctant to address the issue. The FTA has even
been used as an excuse for the government's unwillingness to address the matter,
despite the clear and unambiguous legislative history preserving all the authority
necessary to assure a level playing field of equal opportunity for American and Ca-
nadian natural gas suppliers. Currently, FERC is in the process of implementing
its pipeline restructuring rule (Order No. 636) which, if properly realized, will ad-
dress our primary rate design concerns.

(207)
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I have related this bit of history in order to let you know that we have had wide
and not very happy experience with some aspects of free trade-not the concept, but
the actions on the ground. Our support for free trade is conditional: free trade must
never prevent the U.S. government from taking necessary steps to assure fairness
(reciprocity of opportunity) in markets within the free trade zone. While we are cau-
tious about NA.TA, we continue generally to support the effort to expand the FTA,
but only if the ultimate goal is reciprocity of opportunity.

When our NAFTA Task Force started its work in late 1991, the first task was
to come up with a list of goals wh'ich should be attained by our negotiators. The
following list was develope and circulated to the Administration and Members of
Congress.

* A fair regulatory environment. The "grandfathering" of Opinion No. 256
agreed to in the U.S.-Canada Free Trade Agreement should not be eroded. Also,
"energy consultation mechanisms" should not be used as a "back door" to sub-
vert due process in normal regulatory proceedings.
* Direct and Non-Discriminatory Access to Mexican markets. PEMEX, a
overnment corporation, has an exclusive right to construct gas pipelines and

has a monopoly on gas production and wholesale sales. Domestic U.S. roducers
seek the right to contra %I directly with end-users in Mexico and have the benefit
of common carriage on the Mexican pipelines. Although exports to Mexico have
increased in recent years, PEMEX has been slow to develop its natural gas
transportation grid. If possible, foreign investors should be allowed to partici-
pate in new Mexican pipeline projects. Pipeline rate designs and open access
rules should be symmetrical.
* Equity participation in exploration. Mexico only permits development
contracts for cash rather than compensation from a percentage of production.
Domestic U.S. producers, especially small, independent producers, seek to enter
into development projects in a competitive Mexican system where risks will be
,ewarded with a fair share of profits in the event of success.
* Reduction or elimination of import duties on natural gas and oil. A
free trade zone in energy including Canada, U.S. and Mexico would be estab-
lished.
* Oil and gas prices should be determined by market forces, with neither
subsidies nor discrimination permitted.
* Continuation of environmental reform in Mexico. Natural gas can pro-
vide a solution, as evidenced by the recent export agreement between SoCal and
an electric generating plant in Baja California.
* Access to reserve Sata, production history, survey information, seismic data
and well logs. Mexico has access to Texas data via the Texas Railroad Commis-
sion. Comparable data should be made available to U.S. producers. Private par-
ties should be allowed to shoot new geoseismic data across the border.
* Special agreements should address development of reservoirs which
cross international borders. After the President announced last month that Can-
ada, Mexico, and the U.S. have agreed on terms for a North American Free
Trade Agreement, the negotiators worked on specific language to implement the
agreement in principle.

On August 12, the President announced that Canada, Mexico, and the U.S. have
agreed on terms for NAFTA. On September 6, the draft agreement, which included
Chapter 6 covering Energy and Basic Petrochemicals, was released. On September
14, the Industry Advisory Committee on Energy for Trade Policy Matters (ISAC-
6) issued its report on NAFTA which we endorse and incorporate by reference. We
offer the following additional comments on the draft NAFTA language.

Energy is an area where the American and Canadian energy producing industries
and Mexican energy consumers have been able to work together-all pulling for
open access to North American energy markets. The headline in the July 21 Wall
Street Journal said, "Mexico Wins Demands in Trade Talks To Keep Full Control
of Its Oil Industry." But, the U.S. and Canadian negotiators were never trying to
take "control" of Mexico's oil industry in the first place. Instead, the U.S. negotiators
(and IPAA's NAFTA Task Force) have attempted to get Mexico to agree to certain
very reasonable and modest changes in the system which might offer increased op-
portunities for American business to assist development of Mexico's petroleum re-
sources within Mexico's own energy structure. While we are not happy with the lim-
ited progress on energy issues in the agreement, especially with respect to lack of
opportunities for exploration and development in Mexico by Mexican, Canadian, and
American independent producers, that is not the end of the story.

Although progress toward our ultimate goals of free and fair trade in energy has
been very difficult, we believe that the negotiators have made significant progress
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toward these goals. As you know, the energy chapter contains the following major
elements, some of which are directly related to our NAFTA Task Force's work for
an acceptable energy chapter in the agreement.

" Reservation Clause--With respect to the petroleum industry, the Mexican
government reserves to itself activities and investment in activities involving
production aid transportation of crude oil and natural gas, etc.

" Respect for Constitutions--The parties have agreed to respect their Con-
stitutions.

" Performance-bised incentive in drilling and service contracts will be
permitted.

" Access to Mexica Gas Markets-When end-users and suppliers of gas (or
petrochemicals) agree that a direct sale is desirable, such sales are authorized.
As law in the signatory countries may require, the appropriate state enterprise
may be involved and the "modalities" are left up to the parties.

" Petrochemical Marketing-Mexico will liberalize import restrictions on many
petrochemicals. Fourteen of the remaining 19 "basic" petrochemicals, the pro-
duction and sale of which are reserved to the state, would be reclassified as
"secondary" and open to competition from abroad.

" Procurement by PEMEX and CFE (the electricity generating monopoly) of
goods and services from U.S. and Canadian sources will be increased. Fifty per-
cent of all equipment contracts above $250,000 and all construction projects
above $8 million wilPbe open for competitive bidding.

" Electric Generation-Foreign investment up to 100% ownership would be
permitted in certain types of electrical generation facilities.

With respect to the Mexican reservation clause, we are disappointed. The lack of
political commitment to full investment and trade liberalization will hamper growth
in cross boarder energy trade. Mexico is not alone, however. U.S. restrictions on
crude oil exports and Canadian restrictions on investments, for example, also need
to be addressed. But, the primary impediment to full integration of North American
energy markets, which IPAA supports, remains the nature of Mexico's petroleum in-
dustry.

Restrictions on participation in petroleum markets, with or without free trade,
can harm oil and gas consumers and producers. We recognize that the reservation
clause refers only to the Mexican state's exclusive rights. We hope this means that
the government of Mexico will consider new and creative ways of involving Mexican,
Canadian, and American independents in Mexico's petroleum industry. Otherwise,
the lack of competition may adversely affect economic development in Mexico.

This is not to say that the agreement is a bad one. NAFTA represents the best
which was politically achievable by the parties at this stage in the development of
free and open North American energy markets. To the extent that NAFTA is viewed
as a broad framework for increasing trade liberalization among the signatories, it
is a positive development. We must continue to work together to promote greater
integration of our energy markets. This cannot happen as long as Mexico's oil and
gas market remains essentially closed to competition while the U.S. energy market
is essentially wide-open.

In addition to the energy chapter, however, there are other terms of the agree-
ment which may have positive implications for companies engaged in energy-related
trade in Mexico. The Mexican Government has agreed to protect investment and re-
strict anti-competitive activities in the energy trade. The draft agreement also in-
cludes a reference to liberalization of trade restrictions. So, while the agreement in-
eludes an exemption related to Mexico's constitutional requirements, it also includes
a "ratchet" which states that government policies may not be made more restricti,'.
than they are now and, if liberalized, may not subsequently be made more restric-
tive. The chapter on monopolies and state enterprises contains a provision requiring
each country to ensure that government-owned monopolies (like PEMEX and CFE
for example) do not use their monopoly positions to engage in anti-competitive prac-
tices in non-monopoly markets. Because the energy chapter states that end-users
and suppliers of natural gas have the right to negotiate supply contracts, it appears
that PEMEX is prohibited from anti-competitive actions in the gas supply business.
This is an important accomplishment which we strongly support.

The dispute resolution provisions will also apply to energy matters. Of course, the
actual utility of these ratchet, anti-monopoly, and dispute resolution provisions in
the real world of natural gas trade is debatable. As ISAC-6 points out, "The effect
of these provisions [related to natural gas] could be the ability of a state enterprise
[PEMEX] to refuse to agree to a contract [to transport natural gas), thereby effect.
tively vetoing a purchase or sale agreement . . . ." The critical question is whether
the provisions related to direct sales of natural gas, augmented by the ratchet, anti-
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monopoly, and dispute resolution provisions, will result in actual improvements over
the status quo. Mexico's post-agreement actions on the ground will have to answer
this question. Under the agreement, PEMEX should be willing to transport gas on
behalf of American suppliers to Mexican end-users. If it does not, a remedy must
be provided, if the agreement is to become more than words on paper.

In summary, the draft agreement is marginally positive with respect to energy is-
sues. It is possible that the draft agreement raises and effectively deals with some
very important energy issues. While it does not establish anything approaching the
"free trade" in energy which would represent true reciprocity of opportunity by
American, Canadian, and Mexican national in each others' countries, it may be
meaningfully (if marginally) positive with respect to energy issues in general. It all
depends on how it is implemented.

We are very hopeful that the implementing legislation and further unilateral ac-
tions by the Mexican government may build on the limited energy-sector achieve-
ments in NAFTA to create significant energy-related benefits for Canada, Mexico,
and the United States. After all, while we might not have achieved all the goals
we set for ourselves when our NAFTA Task Force began its work, the agreement
certainly does not make things any worse for us. NAFTA also opens some new op-
portunities which were unavailable before. As stated in the September 14 ISAC-6
report, "to the extent that the treaty prevents each government from returning to
more restrictive public positions and reflects the willingness of governments to move
beyond this agreement to further liberalization and eventual reciprocity, the treaty
can be seen as a marked improvement from current conditions." We agree.

Of course, we could also say that the agreement could have been much better.
But, we prefer to emphasize the importance of what has been accomplished and
work to build on these gains. We prefer to see this as the middle of the process,
not the end. We are convinced that open markets in Mexico which will permit Amer-
ican, Canadian, and Mexican independent oil and gas producers to search for, find,
and produce Mexican petroleum is the reasonable approach to Mexico's growing oil
import dependence and its lack of capital needed for its exploration, production, re-
fining, and distribution operations. Historically, government monopolies have not
match the efficiencies and benefits of competition. In light of this, we hope that be-
fore long Mexico's government will expose the energy sector to the rigors of the mar-
ket. In the long run, there is no alternative. When Mexico does thi3, we hope to
build on the accomplishments in this agreement to bring about the open and free
trade in energy that will ultimately benefit all North American petroleum producers
and consumers.
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PREPARED STATEMENT OF MADISON ANGELL

Mr. Chairman and Members of the Co.itte

Thank you for this opportunity to present testimony on the
recently-negotiated North American Free Trade Agreement (NAFTA). I
am Madison Angell, a grain farmer from Mockaville, North Carolina
and president of the National Association of Wheat Growers.

Mr. Chairman, to capsulize, the NAFTA would eliminate the
Mexican import licensing system that has been used continuously to
restrict imports of wheat from the U.S. In its place, a 15 percent
tariff would be applied on wheat imports from the U.S. which would
be phased-down to zero over 10 years. Provision is made for
accelerated reductions in the new duty with the consent of the
parties to the Agreement. In contrast, U.S. wheat presently enters
Mexico duty free, with the exception of a 10 percent tariff that is
applied to durum wheat. t

The NAFTA does not contain a definition of export subsidies
(Article 506). Unlike the U.S.-Canada Free Trade Agreement which
prohibits the use of Canadian Western Grain Transportation Act
subsidies on grain exported to the U.S., the NAFTA accord would
allow the uso of this subsidy scheme on westbound grain movements
to Mexico.

The U.S. would be free under the NAFTA to use its export
subsidy system, the Export Enhancement Program (EP), to compete
against Canada and non-NAFTA countries in the Mexican wheat market.
While this provision provides the U.S. the opportunity to protect
its interests in the Mexican market, this c tn only be done with
sustained use of export subsidies.

The current state of North American wheat trade defies
geography. Canada's principal wheat producing region is centered
around Regina, Saskatchewan some 2,821 miles from Mexico City, yet
Canada enjoys 76 percent of the Mexican wheat import market The
reason for this abnormality is that the U.S. has been unwilling to
match subsidized competition, and there has been no indication that
our government will go head-to-head against the Canadians in the

future if the NAFTA is implemented.

Regrettably, the NAFTA agreement fails to address the question
of "price transparency". This important issue was side-tracked in
the U.S.-Canada Free Trade Agreement, and it has not been included
in the Uruguay Round of GATT negotiations. Unlike the open market
u.s. trading system, sales prices are not revealed in exporting
countries with monopolistic marketing regimqs, such as the Canadian
Wheat Board (CWB). The lack of "price transparency" makes it
impossible to determine unfair trading practices.

A bi-national panel is currently reviewing the pricing of
Canadian durum wheat exports to the U.S. to determine if grain has
been sold below Canada's "acquisition price". If so, the sales
would be in violation )f the U.S.-Canada FTA. The panel results
are to be known in Do :. aber 1992. The findings, however, will not
cause Canada to revaal its prices to an independent body for
monitoring as U.S. wheat growers have urged. "Price transparency"
should be provided for in the NAFTA agreement to ensure that U.S.
prices and supplies are not undermined by subsidized Canadian
imports, and that U.S. exports to Mexico are not systematically
displaced by subsidized Canadian sales.
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Finally, I would like to discuss another North American grain
issue which we hope the Congress will incorporate into trade
legislation.. It too results from the unsatisfactory outcome of
the U.S.-Canada FTA.

The 1990 Farm Act explicitly forbids the practice of
commingling foreign grain with U.S. grain for export under U.S.
taxpayer-assisted programs. More than 80 percent of U.S. wheat
exports utilize these programs in one form or another; yet there is
no present means of assuring that foreign grain is not mixed into
these shipments.

With the implementation of the U.S.-Canada FTA, all U.S. wheat
and oats exported to Canada must be accompanied by an =end usen
certificate which details where the grain is going. We believe it
is imperative that the same method be used to protect the integrity
of U.S. grain. The adoption of this procedure would not disturb
the status quo, inasmuch as foreign grain could still be blended
with U.S. grain for domestic utilization or for export without
government sponsorship.

We have seen no .tternative to end-use certificates which
would promote compliance with the 1990 Farm Act. Options such as
transit billing or de minimus requirements would actually permit
and expand the volume of foreign grain to be exported under these
programs.

Thank you again Mr. Chairman for the opportunity to present
testimony at today's hearing. I will be pleased to respond to
questions at the appropriate time.

XEIXCIM VBhT IMPOATO
& L/" Iko m cketing YOS

(1oo0 etrio tons) ... . .

Year Unltel states Canada Total

o 364 566

1984/85 27 0 491

19054!86 4 0 92

1986/67 122 336 463

1937/88 317 375 752

1988/69 963 66 ,6

1,9/90 219 0 260

1990/91 300 62 400

1991/92' 86 431 650

*est mated
AG of August 27, 1992.
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PREPARED STATEMENT OF THOMAS R. DONAHUE

Mr. Chairman, the AFL-CIO welcomes this opportunity to present our views on
the proposed North American Free Trade Agreement.

Our detailed comments are contained in a written statement that we have sub-
mitted for the record, and I will be happy to summarize our position.

Now that we have in hand the final text of NAFTA, it is very clear what this
agreement would and would not do.

It would not create good new jobs for the millions of Americans on the lower and
middle rungs of the economic ladder. On the contrary, it would lead to the destruc-
tion and the export to Mexico of hundreds of thousands of jobs, and it would put
heavy downward pressure on wages in the United States.

The Bush administration claims otherwise, based on economic studies that pre-
sume there would be no change in the investment patterns of U.S. and Mexican
companies--a rather dubious assumption at best.

As you know, there have been projections that up to 550,000 jobs would be lost
as a result of NAFTA. While economists may debate what the actual figures wili
eventually be, there are some chilling facts that no one can challenge.

It is a fact that over the past two decades, hundreds of U.S.-based manufacturers
have closed their operations here and set up new factories in Mexico. There are now
500,000 jobs in the maquiladoras across the border-many of them directly exported
from the United States.

It is a fact that U.S. companies can pay Mexican workers a fraction of what Amer-
ican workers are paid, and that is the reason the Americans firm operate in Mexico.
In 1991, the average hourly compensation for American manufacturing workers was
$15.45, while for Mexican manufacturing workers, it was $2.17. In the
maquiladoras, it was even less than that-just $1.25.

Any time that Mexico further devalues the peso, the gap between the U.S. and
Mexican wage levels would grow even wider.

Finally, it is a fact that the North American Free Trade Agreement would encour-
age the flow of jobs-and the investment that produces those jobs-to Mexico.

In the automotive sector, it would let Mexico retain protections for its domestic
producers for at least 10 years, and even longer if the Mexican government demands
future commitments from the companies. NAFTA would permit the Canadian gov-
ernment to retain the safeguards of the Auto Pact-but the United States would
have no comparable protection for either parts production or assembly.

In the apparel sector, where 80 percent of the work force is female and 20 percent
is of Hispanic origin, the agreement would result in massive job dislocation without
offering any prospect of reemployment.

In the land transportation sector, NAFTA would allow Mexican carriers to operate
in U.S. border states in three years. and it would give Mexican carriers access to
all of the United States for transporting freight and persons originating south of the
border in six years.

But even though Mexican truck drivers and bus drivers might work full-time in
the U.S., they would not be protected by our minimum-wage laws.

In addition, there are no specific provisions in the agreement on the enforcement
of safety and operating regulations, incompatible commercial drivers' licenses, drug
and alcohol testing programs, or handling of hazardous materials.

In its chapter on "temporary entry for business perso-is," NAFTA departed from
one of the cardinal principles of U.S. immigration policy, which is that employers
can hire temporary entrants only when they show that they are unable to recruit
workers here.

We have already seen the importation of nurse strike-breakers from Canada, and
now we would addMexican nurses to the labor pool.

Mr. Chairman and members of the Committee, these and many other provisions
of NAFTA would not generate new American jobs. They would destroy ones we al-
ready have.

Indeed, when you hear the conflicting testimony of corporate executives who are
defending this agreement, I urge you to ask them two questions.

First: if this Agreement passes, just how many new permanent jobs will your com-
pany create in Texas, Oregon, New York, and Kansas that would not otherwise be
there?

Second: just who will be eligible for those jobs? Will they go to working people-
assembly-line workers, secretaries, and truck drivers--or will NAFTA simply repeat
the pattern of the last decade, when the most affluent got even higher incomes
while the middle class saw its income levels going down?

If the answers to these questions are forthright-if they are more than vague gen-
eralities about economic growth-they should be very illuminating.
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On what does the administration base its argument that NAFTA would create
many more American jobs? It assumes that if trade between the United States and
Mexico is liberalized, then we can export many more goods and services to Mexico
and that will mean more jobs here.

This is the bedrock on which their case rests. It is borrowed from the classical
arguments for free trade. It might apply when two economies are at similar levels
of development, such as Germany and Denmark or the nations in the southern cone
of South America.

But it does not apply to the U.S. and Mexico, which are at vastly different stages
of development. The Mexican gross domestic product is only 5 percent of ours, and
the average annual income of Mexicans is only $2,490, compared to $19,100 in this
country.

The fact is that Mexican consumers do not have sufficient wealth-they do not
have the purchasing power-to buy exports from the United States at a level that
would generate vast numbers of new jobs here.

It is significant that most of the recent growth in trade between our two nations
is actually between different units of U.S.-based multinational corporations-with
the maquiladoras now accounting for over 45 percent of cross-border commerce. If
one removes that 45 percent from the numbers, then Mexico becomes our sixth- or
seventh-ranking trade partner, not the third-ranking as the administration is so
fond of saying.

In other words, the growth is largely in multinationals trading within themselves
as part of the process that exploits cheap Mexican labor.

It is now clear that NAFTA is not about creating U.S. jobs, and it is just as clear
that it is not about protecting the environment.

Some claim that it is the greenest trade agreement in American history. Since no
previous trade agreement said anything about the environment, that is technically
true. But in fact, this agreement is a green light fpr the most greedy corporate pol-
luters on the North American continent.

It has no provisions to remedy the terrible environmental degradation that al-
ready exists along the border.

It would expose U.S. health and safety standards to being challenged as "barriers
to trade."

And it does not allow for trade actions to address violations of environmental
standards. In other words, it offers no recourse-none except for "consultations"--
against a country that has consistently failed to enforce its own environmental laws
in order to attract new investment.

This means that if Mexico continues to wink at environmental abuse in order to
attract investment, all we can do is to consult.

This is not an idle concern. The GAO has already documented that furniture man-
ufacturers from southern California have relocated to Tijuana, so that they could
escape California's air emission standards. The GAO has also reported on the U.S.
investors in the maquiladoras who do not comply with existing Mexican environ-
mental laws.

Despite all this, it would be wrong to say that NAFTA would be harmful for all
Americans.

For large American investors, NAFTA is a major triumph. It provides new secu-
rity for private investment and reduces government regulation of investment.

That is the central objective of NAFTA, and it meets that goal with flying colors.
For example, it guarantees the repatriation across borders of profits, dividends,

and capital gains. It guarantees the convertibility of currency at market rates.
It guards against the expropriation of property and it guarantees prompt com-

pensation.
It allows for the collection of business information for statistical purposes-but it

ensures that specific information will be kept confidential if disclosure would preju-
dice the investor's or the investment's competitive position."

The enforcement for much of this is everything that an investor or a multinational
corporation could hope for. NAFTA sets up a detailed supranational dispute settle-
ment mechanism that provides for binding arbitration.

It is fascinating to compare the enforcement here with the enforcement of the
rights of working people-or more precisely, the complete lack of it.

In the entire agreement, there are no specific enforceable ?rovisions guaranteeing
freedom of association, the right to collective bargaining, the establishing of appro-
priate minimum wage structures, health and safety protections, and the eliminating
of child labor.

Mr. Chairman, the North American Free Trade Agreement from start to finish is
nothing more than the latest version of Reagan-Bush trickle-down economics and
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an enlargement of the interests of U.S. and Canada-based multinational corpora-
tions, to the detriment of U.S. workers.

The Congress should reject the agreement and send a new set of U.S. negotiators
back to the table.

We can and we must do better.
Thank you.

Prdkmkr BPOl 0( (whe

Labor Advisory
Committee for Trade
Negotiations and Trade Policy on
The North American Free Trade Agreement
Sq~ebfr 164 1992

T' Lio Advisory Comxntren for Trade Negotatiorns
and Trade Polcy (LAC) believes ftt the North Amviva,
Free Trade Areeviias (NAFTAl. as pItrieniy drafted. does
rot fwVn the momnc intrs of the Unrted States. and
if entered into force, would, worsenl the senoxts econioenic and
social problirns facing the Umn,:d Suics

On its owi tams Uri dr&A agreement is tnequtNe and
o0 reciprocal, and would acvnurage 'f trasfes of U S

prodmusca to) Mlexico.i "en about an irease in wLmpors
frn that cesirta and.L consequenty, reduce doimesuc em-
ployrriesit and. wages

714 Adsuory Process
The LAC was eta i by the Trade Ant of 1974. as

-,trended to provide advice and irdcwtton to the Uruted
Srsses Trade Represeative and the Secretay of Lakr with
rsect to. among other tem, the negotitng objectlime and
bagaiaung pretitions of the United States before the nationi
entrs into trade agreements nth foreign counto-es Accord-
tng to its charter, the IAC is to address specific tsues and
general potcy paunung to labor and trade negotiation Since
all spcts of trade ngeisatiors affect workers, the LAC's
mandate is correJcniv.

The Corumttee is to meet on any trade agreement and
prvide a repoal to the Prsidext the Congress and the Office
of the Uruted Stats Trade Repr-sentative at the ,cinlusion
of negotatio. Specfically. Sein t35 of the Omnibus
Trade and Co etitveness Act of -S i-qiNrts thai the
Corimmee's report shall be prvsded not laer than the
date on which the Presidetk notifies the Congres tmder
Socoon 1 101(aXI)A) of such act of asoimntenoon to
enta tnto that agrvtlsnstL

Tle Presadesta cynical rush to conclise negotiations and
to then notify Congress of his tent to enter into an -greement
with Mexicoand Canada has reneicsed this requties-nen mean-
ingkss Whlk the agreement was announced on August 1.
1992- copies of a cornpk draft were not made a-. ilu4e to
the LAC Even the chAp'ser- that were provided renigrkd
classified. contained numerous bracketed sctons, were ri"
released to the general pubbc, and were not distnbuted to the
full member-hipof the Conmitee It is clear that negotiations
continued for weeks after the asnouncement of a "completed"
agreernenirl It was no urtl Septeosber 8, 1992. that all the
chapLs 9re eade available to some adviss

Neverhelies. USTR informed the Comrruttee that jLs re pii
sOx,)ld be submitted by September 9. 1992, giving the ILAC
insufficient tume to rxview. L'lWsyze "n preur a repoil on

a tr agreement that took 14 months to negotiate. Obv-
esly, stnd a deadline made it impossible for the Cortrutee
to csiefuuy examine the entire agr enmen Indeed, with such
shon notix., the LAC could not foi-nally meet - as direct ted
by Law -- to di scuss the agreern, rit and fulfil the requirements
of the Federal Advisory Cou.-uttee Act. which mandates
advance pubbc notice of Committee meetings

These esrcumstances were anticipated by the LAC in a
June 18, 1992. kier to Ambassador Hills, which stated&

CnGer the accekration of negotiations, and the
possiblity of reading an agreement in the near future.
the LAC is conceived that there will be insufficient
tre to review and analyze a completed sext and
subrrut a report to the Congress .... The LAC takes
its responsibility to advise the Executive Branch and
the Congrem on trade agreements seriously. In the
case of NAFTA, note of just a few weeks would
not pesnit the Committee to effectvely carry out
that respomibility and would greatly dinish the
value of private sector advice as required by U.S
trade law"

RgrettkMly. the Administration chose to ignore the
('omrmaee's concerns. and has, in out judgm nrit violated the
spin t, if not the letter, of the law

Tis is a subveirson of the advisory process and a crass
and unprec dented denonsration of poltcal manipulation
- an effort to inhi itt infdrmed debate and discussion on a
trade and invesmment agreement that has serous and far-rach-
%ng cordeqvenct for the American people.

Negodadig Piorities of the LAC
S -e the President announced his intention to begin

NA)r'A regoutiots in the Sprng of 1990, the LAC has
regolafly prodded adice to the USTR and DOL on appmo-
p r2leUnited States objectives for negotiation with Canada

L rnegota.,ng prioriucs utudod+

71w negotati of provisions whereby infractions of
labor nghts or workplace standards tn production for
export can be addressed by trade actions by any of the
three counties Areas to be addressed included the right
to organte and bargain collectively, the establishment
of strong workplace health and safety standards, apR-o-
rnate rrsirnuin wage strucus and the elimnation of

child labor
Tl negotation of provisions to address the huge dif-
f,-reural in wage le,els among the three countries by
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workers employed by U.S.-owned companies exporting
to the American market Current levels of compensation
for these workers bear no relationship to their levels of
productivity.

" The negotiation of provisions to address the existing
environmental degradation of the border area. based on
the "poUuter pays" principle. as well as the provision of
government funds for increased enforcement of envi-
ronmental laws and regulations in all the countries. It
was emphasized that any agreement must specifically
permit Wade actions to address violtons of environ-
mental standards.

" The allocation of sufficient funds to improve the infra-
sbvcture of the border area, including sewers, water,
electricity, and needed housing and schools.

* The continuaton of curent U.S. bade remedy law, in-
cluding safeguards, subsidies, dumping, Section 301,
and Section 337. The LAC was particularly coined
that a dispute settenent mechanism would infringe on
U.S. sovereignty and weaken U.S. law.

" The negotiation of protections for import-sensitive in-
dustriem such as textiles and apparel, una and glass in
the United States.

" The negotiation of tough rules of origin - with consent
requirements of at least 80 percent - so that any benefits
derived from an agreement will accrue to workers and
producers located in the three countries.

* The immediate elimination of duty-drawback programs.

" The continuation of federal, state and local "Buy Amer-
ican" laws and regulations.

" Exemption of fruit and vegetables from the agreement,
and the continued enforcement of Section 22 of the Farm
Bill and met import quotas.

" The enforcement of strict sanitary and phyto-sanitary
standards with no restriction on improvements in those
standards.

* The continuation of necessary federal and state regula-
tions concerning the provision of financial and insurance
services.

" Strict limitations on the "tenporary entry" of persons to
provide services, including transportation services.

" The enactnmt of legislation to deny trade benefits to
companies that transfer production to Mexico. and a
requirement that these companies cover health insurance,
pay severance, training andjob search costs fordislocated
workers.

" The negotiation of provision to provide additional debt
relief for Mexico, so that it can begin investing at home
to improve the standard of living of its people.

" The enactmrent of a significantly improved Trade Ad-
justment Assistance program to provide guaranteed
benefits to workers harmed by trade.

NAFTA Harms the Economic
l*semt of the United Stes

Theagreement, aspseaently drafted, is a complete ejecton
of the Committee's advice. The LAC, therefore, believes
that the draft agreement does not promote the economic
interests of the United States and. as such, fails to meet the
overal negoiatin objectives of the United States as set forth
in Section 1101 of the Omu'bus Trade and Compefitiveness
Act of 1988. Indeed the Committee believes that this agree-
ment.ifentered Lao force, would worsen the serious economic
and so:a prblens facing the United States today by e
counaging US. investment in Mexico and thereby reducing
domestic employment and levels of compensation.

The LAC is painfully aware that serious discussions over
the policies td so address the economic impact of inter-
national utade and investment all too frequently degenerate
into a debate between so-caled free trade and protectionism.
For the Committee. the overriding issue in these discussions
is not free tradeverss protection, open markets versuscosed
markeM or moe investment vesus less. Rather, the LAC
believes that it is necessary to judge economic ties inong
nations by how tey affect the byes of ordinary citizens. If
increased trade among nations results in economic growth,
we ar concerned with who will benefit - the tiny number
of people on fse top rungs of the economic ladder or the vast
number of workers en the bottom and middle rungs. And
we do not believe that Amecans must choose between
economic autarky and an unrestained international free mar-
ket. The issue is not whether the United States should be
engaged internationally. Rather, the issue is how tn structure
this engagement so that the benefits of economic activity are
equitably distributed.

Regrettably, this view of the world is rejected by the draft
NAFTA agreetnast, whic is based on two cosplementary
beliefs. First, that faster trade and investment liberalization
- even if inequitable and non-reciprocal - is by definition
good. And second, that the desires of U.S.-based commercial
interests are identical to the interests of the nation as a whole.

This second point is central to the LAC's objectons to the
proposed ogreemeL By encouraging U.S. companies to
expand the msfer of pmuction to Mexico. the agreement
will seve only to increase tmrnployment in the United States
and reduce the incomes of average Amercans.

Under current trade arrangements tens of thousands of
US. workers have los their jobs. Teas of thousands more
have seen employment opportunities vanish, as U.S. conpa-
nues moved production to Mexico. taking advantage of the
poverty of Mexican workers and the absence of ary effective
regulations on corporate behavior. The proposed free trade
agreement will encourage greater capital outflows from the
United States.bring about an incMes in imports from Mexico,
reduce domestic employment as the United States moves
deeper into a recession, and accelerate the process of dei-
dusnaization that has confronted this country during the
I0s.
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The Administration claims, however, that the proposed

NAFTA would stonutae the economy ard create new Arner-
ican jobs. But why would companies tijld new plants in the
United States where they could lay off workers hee, move
to Mexico, pay workers kithan $1 an hour, igror health
and safety regulations, disregard enVmenta laws and get
away with flagrant violations of trade union tights? Common
see dictates dim the AJdrinissation's claims ae ioosense,

but iAFTA suppoiiers have beet churning out economic
studies 'uive"sthat! t wouId cxnatennelnqu ate, Americen

In February 1991. the International Trade Comnission
(rC) released a report, Tre bkely Impact on she U.S, of a
Free Trade Agreement with Mexs~co, which concluded that
both the gains and the casts would be minimal. According
to the frc, "unskiled weaken in the U.S. would suffer a
slight decline in income., but skilled workers and owners of
capital] serve would beaefit.Y' What the report doesn't
say is that, by their definition, mOe than 70 pexolent of
American workers are skillede! In other words, the study
actually concludes that NAFTA would ac elerate the further
enrichment of the wealthy and the impoverishment of the
majority of ctizens.

As for jobs, the ITC and other pro-NAFTA stdies show
only negligible net gains, ringing from zero to 130.000 over
various time fmmes. The Economic Policy Institute (EPO
has amuayzai a number of these studies and found senous
flaws. The only way tha these studies found any job increases
at all was by assuming: 1) despite NAFTA's incentives and
guarartes, there will be no net shift in U.S. investment to
Mexico; ad 2) Mexican manufacturing plants will continue
to use US.-made components and mactunery, even though
NAFTA eliminates the incentives to do so. Using the same
basic rnoddel as many of the pro-NAFTA studies, but making
a minor correction for just one of the above inadequacies --
assuming tha the risk of investing in Mexico falls only 10
percent as a result of NAFTA -- EPI economists found that
the US. gros domestic product would drop by $36 billon
and the United Stais would lose 550,000 high-wage jobs
over the next 10 yeas.

Anothe study, conducted by Skidnye and University of
Mamscbaset economists, specifically addressed the ques-
tion of the probable increase in U.S. investment in Mexico.
The authors concluded that NAFTA will result in the loss of
between 290,000 and 490,000 US. jobs through the end of
the decade. In addition, the study predicted that this job loss
could reduce the real wages of all Americans by as much as
2.3 percent.

In the uane vein, economist Edward Learner, in a 1992
paperpublishedby the National Bureau of Econonuc Research
addressing the wage effects of a U.S -Mexico free trade
agreement suggests that low-akilled workers in the U.S. will
see their earnings reduced by about $1,000 per year As wiLh
the iTC study. Leare's definition of "low-skilled workers"
ants to about 70 percent of the workforce.

Unfortunately, Lhe NAFTA is simply the esost centt tman-
ifesfaton of "ckle-dov," rcoconuc theones - a ngidly
ideological beef that overall progress eentually will be
achieved if the organization ad structure of econoic and
social affars is lef entirely to private capita]. During the
1980 Repubcan presidential prinari-s, President Push de-
n<kd this smpLsrjc ideology as "voodoo eessnornbcs," with
gains achieved through "smoke and mrrs." Now is Ad-
enisu-uton propobtd to compound the eco(nmmic damage
caused by this approach during the past 12 yeas by extending
it to tree trade with Mexico.

Workers have long since learned that when market forces
are lef to theLr own devk-es th y cannot be erxocted to bing
sustained, equitable econorruc growth and social progress,
Many of the major actuevemens of this nation -- the estab-
lishrr,ent of the nanimum wage, the abolition of child labor.
the development of workplace health and safety laws, the
creation of envLonmental protections and collective bargain-
ing were intended to temper and restrain somne of the moss
bNal effects of the free market. Free markets literally need
to Ne made civilized - channeled in democratically agreed-
upon directions if the ocoriomy is to serve the people.

What is at stake is not more or less trade with Mexico, but
the nature and qality of that trade. The United States will
stand to lose in the competition for world markets because
the economic relationship outined by this agreement with
Mexico will contribute to the further deindustrialization of
the American economy ard to the erosion of the skill base
of this country.

Whcre are the protections in this agreement against further
deindustrsaLation of the American economy? Where are
the protections against the eroson of our skill baas in man-
tifactunrig? Where are the counter-incentives to massive
transfers of investment and production to Mexico? Where
are the protections for Mexican workers to help ensure that
they, and not just their employers, will reap benefits from
inceased investment - that would mean they might become
consumers for the products that they and we produce?

As NAFTA is currently drafted, we know thai U.S. cor-
porations. and the ownrs and managers of these corporations.
stand toreap enormous profits. The United States as a whole
however, stands to lose an enormous amount

By ignoring the easily anticipated social consequences of
economic integration, the accord may increase tensions and
frictons, not only in the United States, but between the United
States and Mexico - sharpening differences and blocking
the development of a more harmonious relationship Ths
should be of serious concern to policy planners in both coun-
tries.

For the United States, the agreement will result in less job
creation, less productivity increases and regression in envi-
ronmental and other social standards. For Mexico, it could
instiutuuonalize a comparatve advantage based simply on
cheap labor - turning that country into one large export
platform. sacrificing balanced and equitable econormc devel-
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opmentand condemning the majority of Mexicans to alifetime
of unrebeveJ poverty.

The LAC bebeves we can and mustdo bette. Aspreseniy
drafted, the agreement should be reJected by the Congress.

The following represents the views of the LAC on vaious
sections of the proposed NAFTA and on Administration
proposals concerning labor and the enivlrriient Given the
time coistrazmts placed upon the Comnittee by the Admin-
istranon, many of labor's concerns can only be highlighted,
and we will continue our review and analysis of the draft
agreement as the cng ial consultation pros rin -
ceed.

Labor Rights and Standards
The proposed NAFrA text does rot contain provisions to

address the serious problem of diffeing labor nghts and
standards among the three countries. Activities undertaken
thus far under the Memorandum of Understanding, signed
by the U.S. ad Mexican governments on May 3, 1991, are
without substatce and can orly be described as political
widw dreing.

Since weD before the start of the negotiations between the
Urted Stes Canada and Mexico, the LAC has insisted that
concerns over laaor rights and standards be addressed in the
agreement. Our concerns have been clear from the outset -
wtale de jure Mexican labor standards may equal or even
exceed their American and Canadian counterparts, tht de
facto implementation and enforcement of those standards is
an entirely different story. The operamn of the Maquiladora
program provides ample and tragic evidence of this reality.

It is folly to sxture trade relations to pit workers in the
three countes against one another. Negotiations should be
designed to benefit the citizens of al the nations, no( to
encourage a barbaric competition based on substandard em-
ploymenL Contrary to the Adminiitara's assertions, such
a competition would inevitably lead to plant closures, job
losses and lowe standards of living in the higher-wage na-
tions. For all of the countries, it could mean the degradation
of workplace health and safety standards, a possible increased
use of child labor and a general deteoration of labor-man-
agement relations.

During the course of the negotiations, the LAC has stressed
to the Admimtration the need to elevate the concerns of labor
to an equal level with the concerns of business. If the United
States can negotate enforceable intellectual property rights
protection for the holders of patents and copynghts, surely
similar efforts to protect, for example, the health and safety
of workers can be acueved. Regrettably, the Admiurustatmon
has chosen to ignore the Committee's advice,

Instead of incorporating labor rights and standards into the
textof the agreement, the Admsntstration has opted to address
these concerns through other mechanisms - a completely
adequate response.

On May 1. 1991. President Bush and the Administration
indicated to the Congress that they would attempt to address
these issues in a series of sile agreements between the U.S.

Department of Labor and the Mexican Secretarat of Labor
and Social Welfare (STPS). By not dealing with these within
the context of the agreement itself,the "Action Mrian"is nothing
more than a list of promises Trade agreement enforcement
mechanisms were never even contemplated.

Indeed. the "Action Plan" is nothing of the sort. It is
merely a description of the positive aspects of Mexican labor
practices. There is no effective program to deal with differ-
ential enforcement of occupational safety and health
standards, no effective program to alleviate problems asso-
ciated with child labor, no effective program to address
subsistence level wage rates or the effective absence of union
representatw n in the maquiladora region.

Administration efforts, to date, indicate how shallow their
efforts have been. In the area of occupational safety and
health, the two govermments recently have completed a com-
paratine document that describes "he two nations' systems.
However, the Administration refused to permit any outsi&c
advice on the development of this document and refused to
make a draft available for comment. The two nations held
a conference on health and safety hazards in the iron and steel
industry However. the conference was hastily planned and
beset with problems. There has been absolutely no follow-up
since the conferae concluded in February of 1992.

The Admnisraton also claims to have made advances in
the areas of employment stadad and child labor. While
meetings have been held and studies are supposedly under
way, there has been no consultation with the LAC.

The Administration also touts its efforts to improve the
collection of labor statistics in Mexico and coordinate that
collecuon with counterpart activities in the United States
However. there is no indication that a plan has been proposed,'
to utilize these statistics for approp ate enf e".ent purpose/

Binational efforts on worker nghts ari;generalkr--
agement relations systems have assu me a strilaraura. -se
activities have borne little fnit beyond #greements to Further
mutual understanding of how the two systems work.

In conclusion, the Admanistration has focused almost ex-
clusively on descripton and other similar acadernic exercises,
and has chosen not to develop any plans to address known
problems in a meaningful and tangible manner The latter is
precisely what could have been accomplished had the issues
of labor standards and worker rights been put on the table
amongst the other U.S. negotiating goals.

The LAC believes tha itl s essential to reopen negotiations
to ensure that the agreement includes specific, enforceable
provisions guaranteeing the rights of freedom of association
and collective bargaining. and ensuring the establishment of
appropriate minimum wage structures, necessary healthW
safety protections, and the elimnation of child labb Tbe
LAC stands ready to work with the Adnistration and the
Congre s to achieve that end.

NAFTA and the Environment
The proposed NA]FTA text does not contain provisions to

address the existing environmental degradation of the border
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area,nd fails to provide fora funding mechanism that would
ensure increa d enforcement of envirime ,1tal laws and
regulations in the region. The text fails to allow for trade
actions to address violations of environtirtal standards,
Without fs provision, there is no recourse against a country
that chooses to provide lax environmental prolectm and
enforcement As an ometis,- to attact new investment and
the relo aon of production. The absnc of enforce
provisions woa at the very least. ilbit the enactment of
stronger environmental proton pa the federal, sue and
local levels of government because of concans t such
regulation could place domestic industry at a competitive
dsadvantage. The need for estabbshing an environment
trade action provision is underuoed by recent GAO reports.
which documenw furniture manufacareis relocating from
Southern Caliform to Tijuana in order to escape Californu
air emission standards, as well as U.S. investors in the
Maquiladora program failing to conpy with exisng Mexican
evsronrmtal laws.

TYe "ParuzWeI Trck". The Inierated
Border ' i,,inexul Pim

The proposed Integrated Border Environmntal Plan does
not offer a rralistic approach to addressing environmental
concerns in the border region, The Plan rebes on a "coop-
erative framework," faihng to provide coram med isms
for improving environrmental enforcement and monitoring of
envaosiental trends along the border.

Key ehe'ntrnits of the Plan ax: a restatement of voluntary
cooperative goals that EPA and SEDESOL establshed but
never accompblied several years ago, including the tracking
of ransborder slpments of hazardous waste. esablshing
waste inventories and developing a substantive joint inspec-
tion program. By continuing to rely on tis voluntary
framework, the Plan is relegated to a non-binding docum-ent
that wiU be ignored once NAFTA is finalized.

While much of the Plan focuses on cornrnitments to ex-
change information between the EPA and SEDESOL. th se
"comitmenms" ae non-binding and fail to include measures
that assure pubhc access to information. Denial of informa-
tion on contamination and environmental practices of
corporations opuang n Mexican border cmnmunties is a
serious concern for public officials and citizens' groups on
both sides of the border. In rceni months, commuruty and
pubhc health officials, investigating a nse in birth defects in
border cites, have repeatedly been refused access to envi-
ro'nenu records by SEDESOLofficials whoare responsible
for compiling data on U.S. plants operating across the border.

Fudking provisions within the Plan do not approach the
level of need that has been identified by public officials in
border states and even by pro-NAFTA organizations such as
the Border Trade Alhance. For example, the total U.S gov-
ernnnt budges for 1992-93 is $241 million. Thus cornpa,es
with $5.5 billion that the Border Trade Alliance estimates is
required to correct existing problems and toprepare the border
environment for a NAFTA agreement,

The proposed budget provides only a token allocation
toward environmental pollution enforcement The U.S. has
eainmarked 36.3 million for enforcement in 1992 and Mexico
plans to spend just $3.7 millon on enforcement in the border
region. With regard to allocations toward infrastructre and
environmental enforcement the Plan provides no specific
information regarding what percentage of these funds repre-
sent new revenues and what percentage are simply
"repackaged" allocations that =re pan of ongoing rate and
fedeni poecs

Fqualy important nothing in the draft agreement or the
Integrated Border Environmental Plan addresses needed bor-
der cleanup funded by those entities that created the pollution.
The concept of "the polluter pays" must have a central place
in any environmental plan.

In summary, based on the exclusion of environmental
concerns within NAFTA and the "parallel track" as repre-
sented by the integrated Border Plan. the Labor Advisory
Corniuee believes that the Administration has not made
substantive progress toward meeting the objectives set forth
in the President's May I Action Plan. Based on current texts,
the fundamental legal and institutional changes necessary to
protect border environment and pubhc health remain un-
addressed. Moreover, no viable plan has been devised to
ensure that sustuned revenues will be allocated to address
environmental enforcement and infrastruiture needs. With-
out securing these revenues, envuonn- n l problems that
have accompanied rapid idustral growth will continue to
escalate.

Dislocated Workers
In his May 1, 1991. report to Congress, the President

promised to work with Congress to develop an adjustment
program to provide "prompt, comprehensive and effective
services" to dslocated workers The Admiunistraton took no
action until May 1992. a year later, when the Department of
Labor began a consolation process with the Congress and a
number of private sector organizations, including the LAC.
The Commitee provided DOL with extensive material and
advice concerning the development of a unproved Trade
Adjustment Assistance Program We were told that our ad-
v-ce would be carefully considered and would be reflected
in a survey of opinion being undertaken by DOL, as prepa-
ration for continued discussions with Congress and others.
The results of that survey were released on August 21, 1992,
ad reflect considerable private-secor concern over potential
worker dislocations resulting from NAFTA.

On August 24,1992, the President announced a completed
Administration proposal for worker adjustment From the
timng of these announcements, it is clear that the "consulta-
tions" undertaken by DOL were not serious, and mocks the
good-faith efforts of the LAC, the Congress and others to
assist nthe development ofa program that would truly address
the problems facing American workers

The Administraton's August 24 proposal to assist workers
who will lose their jobs as a result of NAFTA is worse than

64-026 0 - 93 - 8
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seriously deficient; if implemented. it will reverse the nation's
30-year-old commitment to workers injured by international
trade and trade policy. which the Trade Adjustment Assistance
(TAA) progritm represents. Despite the numerous deficiencies
of TAA. the Administrabon's proposal will leave many work-
ers who will injured by NAFTA much worse off than they
would be under the current TAA program.

Income support. which is in entitement under TAA. would
be severely limited and "needs.based" under the
Adminisnratio.V s proposal. The avail of income support
would be socircurnscribek4 that the Administration has already
estimated that barely 5 perc t of the 3 milon workers who
experience long-term joblessness every year would receive
it under their proposal.

Under the "Catch ?22 elgibility criteria that the Admin-
istration has formulated. workers would have to enroll in
trainingearlyduring theirperiod of unemployment, but would
not be told until their unemployment insurance had run out
whether they wl be eligible for so-called needs-based income
suport. Many if no( most of the workers who currently
receive income support under TAA would thefore be denied
income support under the Admnistration's proposal.

Income support is not the only area in which the
Administration's proposal falls short of current TAA. Under
the Adminnstration s proposal, training would be provided
only by xs of vouchers, which would be capped at $3,000
per worker per year. Under TAA. training may be provided
by direct reimbursement or voucher; more importanty, there
is no $3.000 cap - only a requirement that the cost of training
be "reasonable".

Under TAA, supplemental assissxce is available to defray
reasonable transportation and subsistence expenses for sep-
arate living quarters when training'is not within commuting
distance of the worker's home. The Administration's proposal
is silent on such assistance, and presumably would no lnger
provide it

TAA provides job search allowances and relocaton al-
lowances. The Administration's proposal is not spect ic on
these points and presumably would not provide either.

Thus, for workers who would otherwise have been eligible
for TAA, the Administration's proposal represents a severe
cutback For workers who wil be injured by NAFrA. im-
provements ar needed in the TAA program, not cutbacks.
and certainly not elmination of the program and the 30-year
comitmerit to vwuns of the nation's international trade
pohcie.

Instead of being curtailed, income support and other ben-
efits unKde TAA should be improved, in recognition of the
seriousness of the injury that workers will susurt ifthey lose
their jobs as a result of NAFTA.

Among the improvements needed for TAA are restoraton
of the 1974 wage replacement formula, lengthened duration
of benefits, medical insurance, bridge benefits for workers
near to returement and a n'w emphasis on targetedjob creation

Wage Replacewum Formula
lgible trade-injured workers currently do not begin to

receive trade readjustment alowancs until their uncnploy-
ment insurance entitlement have been exhausted. The
amount of their TAA cash benefit is the same as their most
r.-nt weekly unemployment insurance benefit

From the 1974 Trade Act until the cutbacks of 1981,
workers received weekly cash benefits in the form of TAAs
and UI combined, ouivalent to 70 pe crnt of their prior pay
- up to a maximum of the average manufacturing wage.
Restoratim of this benefit formula is certaliy justified. Cur-
ren unemploym benefit levels wre inadequase to meet the
income support needs ofjobless workers. Th average weekly
unemployment insurance benefit was only $168 in 1991. just
37 percent of the average wage in covered emplnoyent and
well below the poverty line for a family of three. Rtswring
70 percent wage replacement would go a long way toward
remedying this shortcoming of the curret TAA progra.

Durston of & ef
While the evidence of kg-term benefits from retraining

is xed, ce thing is clear Training that is not of sufficient
duration or quality to build ca er-enhancing skills is like
growing a six-foot rope to aomeone drowning 12 feet off

shorn Allowing workers to complete A full two>-yer tranin
program would greatly strength TAAX

Me-dkaI Iaawruce
Unemploycd workers injured by trade need medical in-

surance coverage for themselves and their families. Current
Law allows workers so reunburse their former employer for
upto 18 months of coverage at group rates, bu for most of
the unemployed it forces a cruel choice between groceries
and media wirance. There also is evidence that lack of
medical insurance inubits dislocated workers from undertak-
ing long-sem training. The average premium for medical
insurance available to workers is $3.200 per year - $62-S0
per week, or neary 40 percent of the average weekly unem-
ployMeM beiefi . Medical insurance should be a bendit
under TAA.

Bridge Bemft
A special bridge benefit is needed for workers who will

be ebgible to retire within four years after they kee their job.
Trainig requirements should be waived for such wores
who may have spent marty years in an industry; they ofteas
have specific job sMlls that wer of great value totheir former
employer but have ltle transferabiity in the job market

Tawgwkd Job C> viio

Targeted employment reation &,so needs to be iteo -
rated into the TAA program. lDslocated workers may be
helped by income support in the ,jmr run. but their old jobs
are gone forever. EconomY covemon proposals, including
planning grants, subsxzed loans and labor-management al-
terrative use comruttees, provide a mode for what could be
done. Jobs related to cotmeia technologies that meet
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national needs should receive priority consideration (e.g.
mass tramt/nigh speed raul, high-definition television, etc.).

Many other improvements in the TAA program amn needed,
as detailed more fully in recommendations provided by the
AFL-CIO to the Administraton and the Congress.

The Administration's touted increase in furnding of $1.3
blim per year (less than $400 million of which is earmarked
for NAFrA-r eaed dislot ) is dropp in the bucket when
measured against the enormity of the na on's unmet human
investment needs. In 1980, outlays for the TAA program
aloe totaled more than $1.6 billim (nearly $2.8 billiom in
"urmt dollars). Thus the "new money" proposed by the
Administration would not be sufficient to restore even half
of the cutback in outlays since 1980 for TAA alone; the "new
money" earmarked for NAFTA-mated dislocatons would
rested only one-seventh of the cutback in TAA since 1980.

The Unted Stases devotes only 0.6 percent of GDP to
public tiploymemn and training programs of all kinds (un-
employmm imurmance, tramg, job creation and Job search
assistance combireed). Canada. by contrast, devotes 2 percent
6f GDP to public programs of these kinds; in the major
countries of Western Europe. the proportion is 2-5 percent

In other words, the United States has a shortfall of 1.5
percent of GDP for public investment in labor market pro-
grams of all kinds, or nearly $100 billion per year. Thus is a
useful benchmark against which to measure the adequacy of
the Adminsration's funding proposal.

Moreover, restrictive rules built into their proposal make
it questionable whether even the $1.3 billion will be expended
With income support so limited and training vouchers capped
at S3000 regardless of the actual cost of training, utilizaton
of the Adr uistratmo's proposed new program no doubt will
be limited.

A further shortcoming of the Administration's proposal is
its virtually complete abdication of federal responsibility for
program development and foroversight monitoring and qual-
ity control. Despite the serious allegations bought by the
GAO and others against training program abuses by unscru-
pulous or unqualified training providers, the Administration 's
proposal would wash its hands and ignore entirely or almost
entirely the need to correct these serious problems and prevent
them from reocur ng in the future. Nor would any leadership
be provided at the federal level in the important ames of raiinng
program development.

Rules of Origin
The purpose of rules of origin in a "free trade" agreement

is to encourage greater production and trade within the "free
trade" =-ea by exempting products that meet the rule from
the application of normal tariffs. To the extent that this
promotes employment and production within the region, the
rules can be considered "successful" There should be no
misoonception that imports from outside the "free trade" area
are, in any way, iruited or excluded by the adoption of rules
of origin for the NAFTA counties; those imports simply pay

the applicable tariff, which has been negotiated internationly
in the GATT.

The rules contained in the draft agreement involve, in most
cases, changes in tariff classifications that demonstrate that
the product has been "substantially transformed" from its
component elements and materials within the three NAFTA
countries. In some c4se though, involving complex products
that are proxuced and sold globally, a specific percentage of
North American content s required in addition to the tariff
classilfcation rule.

The general "value consent" rule for onferring tariff ben-
efits under NAFTA is that 60 percent of the transaon value,
or 50 percent of the "met cost" of the product, be from the
three NAFA countries. The net cost definition excludes
selling and marketing costs, profits and royalty payments,
and limits interest payments that eo be counted toward local
origin. However, net cost includes administrative costs that
are not related to production and a variety of other, non-pro-
duction costs. The LAC believes that the definition in the
U.S.-CAnada agreement that included only direct costs of
processing and assembly in calculating value content should
have been adopted, with the percentage requirement increased
to 80 peretL

In textiles and apparel, muto, computers, televisions and
a few other products that account for significant trade between
NAFTA countries, special rles of origin were written. For
textiles and apparel. ordy products cut and sewn in the NAFTA-
countries from fabrics incorporating yam spun in the NAFTA
countries can qualify for NAFTA benefits In each of the
other cases, because of the weakness of the negotiated rules,
sizable foreign contend can be incorporated into products
assembled in one of the NAFTA countries and still qualify
for NAFTA benefits. The computer and auto industries have
rules that would allow them to continue their practice of
importing high value-added parts and components and still
keep the tariff benefits of the agreement. If this structure
remains, one of the ways to improve the job prospects for
North American workers in these industries will be lost. The
LAC believes that this chapter should be renegotated.

National Treatment and
Market Access for Goods

This chapter of the draft NAFTA addresses a variety of
measures, from tariffs and import licensing to export restic-
tions used by the parties to regulate trade in goods. While
moving in the direction of "market-determned" trade, the
draft does not by any measure establish free trade. Significant
inequities in trade practices will remain, even after the tran-
sition period. What has been negotiate is not a free trade
agreement, but a new trilateral trade arrangement Ard it
should be judged on the basis of farness., reciprocity and
national interest The LAC believes that the agreement falls
fai shon of meeting these goals A whole series of Mexican
and Canadian practices that are harmful to U S production
and employment have been grandfathered. By prohibiting
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the introduction oi new measures to regulate or manage trade,
thee advantages have been soidified.

Twiffs

The aweement provides for the staged elisination oftariffs
on most goods over a 10-year period. and for a small group
of certain goods ova 15 years. Since USTR did not provide
the Cocmittee with the taiff schedules until
September 4. 1992, we cannot at comnint on the
apprquaeaesa of goods scdul for immdiate duy-free
status when the agreement would be entered ito force con
January 1. 1994, or for the goods tha will be duty free on
January 1. 1998 January 1. 2003. mid January 1, 2008,
respectively. Nevertheless the LAC is concerned about the
overall scime of tariff reductions and believes that it will
in large measure perpetuae Mexicantariff advantage through-
out the tradition period. The LAC has long argued that tariff
rates should at least be equalized before any mutually agreed
reductions take place. Tis advice has been rejected.

These inequities were enlarged because the United Suats
agreed to use applied rates of duty. rather than MFN rates of
duty, as the starting point for reductions Tus means that
Mexico receives immediate duty-free ueasnent for a huge
class of goods that ae listed under the Generalized System
of Preferences (GSP), without having to give anything in
return. Complete duty-free treaunert will be conferred, e-
spite the fact that many of the GSP products have only lirruied
duty-free sums Leuse of competitive need units written
into that law.

The drat. in Anne x 408. 1, provides for the parties to reduce
or eliminate their MFN duty rate, i.e., the tariff applied to
imports from other counties, on a whole series of products
related to automatic daa processing machines and their pats.
It goes on to provide that when te scheduled reductions have
taken place, these goods will be treated as having North
Anmrcan origin. In other words, products can be imrorted
from the Far East. for example, and then classified as if they
were produced in the United States. The LAC believes this
proposal is preposterous, has nothing to do wish an North
American trade agreement and should be rejected.

Dosy Drawback and Waiver

These measure used largely by Mexico and Canada.
permit the refund or waiver of customs duties on mate" -is
used in the production of goods, if that good is exported The
program provide a powerful incentive for the two naions to
use third country inputs and export to the United States. Their
operation has an extremely negative impact on domestic
production.

The agreement allows Mexico to continue these program
until the year 2001 and, for Canada. is actually extends duty
drawback for two years, beyond what was agreed to in the
Canada-U S FTA The LAC believes that these prosistons
are unacceptableand that these measures should be eliminated
immediately.

National Tranu t wad Imwarf aqd &pol Rerowdow

The draft agreement pernts a significant and ot-xecip-
rocal number of exceptions to National Treatnimt and
prohibitions on Import and Expot Restrictions. U.S. deroga-
ions me few and remain under negotiation. By not listing

exceptions, the United Stases will be prohibited from into-
duding new measues on both imports and exports at the
federal and s te level even in the fut'e. It is unclear, for
example, if the United Staes will be ab t coriiue to restrict
the export of Alaskan oiL

The agreement Pllows Mex to require import licenses,
and therefore restrict, a huge list of products for five to 25
yeats. Taose products include such things as automotive
goods, pus, cranes, bulldozers, all kinds of co artion
equipnesi, elevators, various kinds of industrial machinery
and data processing eqOiMpnL These ae the types of prod-
ucts that the United States would expect to be able to export
to Mexico. Further, the agreement totally exempts Mexico
from general obligations undertaken by the other parties coo-
cerning the Wosition of export miemausres.

Cvux"h cfOtrii Marking
The d-aft agreement exempts transistors, serionductors,

integrated circuits and ceramic bricks, togeoier with their
containers, from country of origin marking requirements.
This exemption wold make the enforcementof existing trade
agreements mm diff ult and eliminate useful information
for both the producmg and consuming public. The LAC
strongly s this special deal

Automotive Goods
Auto trade between the three NAFTA counties accounts

for more trade than any other single product group. The
uted States and Canada negotiated an Auto Pact in 1965

that was modified, but not eliminated, by the implemntation
of the 'Free Trade Agreemen" in 1989. A main focus of
the NAFTA negotiations was the phased elimination of
Mexico's Auto Deci-c which covers the production knd sale
of cars. Adopted in 1989. this decree was the latest in a suing
of decrees that affected auto production and trade in Mexico.

The goal of the negotiators, as was the cast in the 1965
U.S.-Canad aut talks, was the integration of auto production
of the three countries into a single "raitsitaatd" production
system. For the companis ths means closing efficient
production plants. removing government regulationsconcern-
usg the location of production, taking advantage of the lowest
cost production %ite and forcing workers, communities and
suppers into competition to lower their costs, The LAC
believes that the draft agreement acconpshes these goals
for the comparues, at the expense of U.S. auto workers,

Expor Performace

Mexico's export performance requirements are enshrined
for 10 years The current Mexican requirement for each auto
assembler to balance its traie in Mexico (SI in exports for
every $I of imports) would be immediately cut to 80 cents
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of exports from Mexico foreach dollar of imports intoMexico.
This would be phased down to 55 percent over 10 years and
ehminated entirely at the end of the i0th year.

The companies already assembling can in Mexico (GM.
Ford, Chrysler, VW. Nissan) could increase their imports into
Mexicowithout having to increase theirexports outof Mexico
under this formula. However, the tradebalancing requirement
is an export performance requirement and the United States
should have demanded its elimination or retaliated against it
20 years ago, and certainly should not have agreed to its
continuation for 10 years.

Dmes c Co4nt
Mexican domestic content requirements are enshred for

10 years. The current Mexican requirement for 36 percent
sourcing from domestic parts companies (or joint ventures
with majority Mexican ownership) would be cut to 34 percent
for five years and then phased down I percent each year
reaching 29 percent in the 10th year. Ths requiraent would
be cornp Aely eliminated after the 10th year.

Also included in this part of the Auto Decree phase-out.
is an undeanding that the Mexican parts industry would be
assured of a large share (starting at 65 percent. declining to
60 percent in the fifth year and then 50 percent for years eight
through I0) of the growth in the Mexican market compared
with 1991-92 model yeir production. It is not clear yet how
this calculation will be made, but it is clear that the Mexican
govenmmnwt has made certain that production by its local parts
companies will not shrink as the Mexican market becomes
more open to tiports of vehicles and parts,

The most disturbing element of the draft automotive accord
is found in these areas.

* Mexico retains protecuons for its domestic producers
for at least 10 years, and longer if the Mexican govern-
ment demands future commitments from the compares.

a The Caadian government retains the safeguards of the
Auto Pact

* The United States has absolutely no comparable protec-
ton for either parts production or assembly. The
fundamentally inequtable nature of this arrangement is
sufficient reason torequtre renegotiation and underscores
the low priority given to the impact of this deal on US
employment and production.

The companies are interested in "rationalization" of their
operations in the three countries Thishas included increased
Mexican sourcing in the recent past and the companies have
no problem with continuing this pattern Ther would be
Lncieased vehicle and parts exports from the Uruted States to
Mexico under these provisions, but we believe these will be
more than offset by increased imports from Mexico in a short
penod of time.

In the years following the negotiation of the U.S.-Canada
Auto Pact in l95. the share of vehicle assembly for the Mwo
countries that took place mn Canada doubled from about 8
percent (roughly Canada's share of sales) to more than 15
percent Until the recent recession, employment in Canada's
auto industry was higher than in the late 1970s, whale em-

ployment in the U.S. industry fell by 20 percent It is this
type of "rationalization" that Mexico (and the companies)
will use as a model for the next stage of North American"titegrution"; it is a model that, with the irtqtsity in protections
for local production and employment, could again lead to
serious employment losses for the United States.

Tariffs

The Ught-duty truck tariff will be reduced from 23 percent
in the United States and 20 percent in Mexico to 10 percent
for each country immediately. It will then be phased out over
five years for imports into the United States and Mexico.
The difTerence in tariff phasing is very unusual and hmful
to U.S. workers.

The reduction in the tariff to 10 percent initially and the
quick U.S. phase-out wil eliminate an important protection
for U.S. production in this growing sector of the auto market.
Both GM and Chrysler will be building new Mexican plat ts
to produce vehicles subject to this tariff and they would be
the biggest beneficiaries of this provision, A large share of
lght-duty truck production for the North American market
could shift to Mexico under the terms of this tariff phase-OUL

CAFE

The negotiated rules for CAFE (Corponte Average Fuel
Economy) allow each company to choose, after the third year
of the 10 year phase-out period, to have its Mexican value
counted as -domestic," i.e.. counted with U.S. and Canadian
value to reach the 75 percent value-added level. A company
can however, choose to contnue to have its Mexican pro-
duction count as "foreign". If a company makes the choice
to have its Mexican production counted as "domestic," Cts
us not reversible. At the endofthe l0-yearperiod. all Mexican
output will be considered "domestic" for CAFE purposes.

This provision is structured to benefit the Big Three and
foreign assemblers now in Mexico.

The LAC beleves the inclusion of Mexican value-added
as "domestic" will allow the Big Three U.S. compares to
concentrate their small car production in Mexico. This would
leave US. ptoducuon vulnerable to a sharp increase in oil
prices or a change in the share of sales held by small cars.
This change could lead to significant job loss for American
auto workers if production in Mexico for export to the United
States creases as a result of such a shift in small car pro-
ducoon. or if U.S. demand for small cars increases sharply.

ipanues that import large cars into the United States
fro,. outside North America could assemble small cars in
Mexico and mee the CAFE standard for their total "foreign
fleet" by keeping their Mexican production as "foreign" until
the end of the 10-year period This option is beneficial for
current Mexican producers, Volkswagen and Nissan.

With revisions of the CAFE standards now under review
by Congress, and with the impact of those revisions on U.S.
production and employment impossible to assess as tus time,
changes in the law's definutions should not be made by
NAFTA.
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Rules of Orign
T7he rule oforigin issue, as it relates to autorotive products,

is covered generally in the rule of origin section of die report
While there was some progress in specifying the "t"aing"
of imported value incoporad into vehicle p ts, the awrig
should ave been more extensive, the percentage of North
American value should hase been substantially higher (at
least 30 percent), and the "m ow" measure should have
been trifcse in favor ofa direct ost of processing stodlardL
The 62 12 percent rune for some autootive goods, touted by
the Adminaiaion, does m even take effect until the year

It is our view that the AdniinW4 tailed to Nll] the
standard for the autonove rule of oigin it set in the
President's May 1, 1991, message to gress. A tough rule
of origin du maximizes local wurina would have been at
least 80 paent /

The dhit agreement misses an oppunity to address one
of the most seous problems facing te North Amecan auto
industry - the high level of' of vehicles and pans
from outside North America aun, ow level of local cootet
us the vehicles assembled here no-North American com-
pantie. Workers in all tvee co6ntnes would benefit by raising
the Oe of the market ax4d by locally made vehicles and
parts. TIe LAC belseyet it must be renegotiated.

Textiles and A'pparel
The textileInd apparel section of the NAFTA has cor-

pletely ipt the needs of U.S. workers in these industries
and hay endangered their jobs. Tlhs is especially the case
wite-spect to apparel. Our negotiators have not recognized
tha t this is an industry primarily consisting of workers, and
"- that it requires the concern of goveirnmentL

Regrettably, tis myopic approach to the impact of wade
on U.S. apparel jobs has be accennaled in recent years
through the Caribbean Basin Initative program and the Spe-
cial Regime with Mexico, the latr now replaced with
NAFTA, This Western Hemispher strategy was supposed
to substitute Latin American apparel imports for those from
Pacific Rim counties. Governt data show that this is not
the case. Apparel imports from Asia continue to grow along
with those from Labn America For the firs six months of
sius yer. appae imports from all ars are up 19.7 percent
and textile imports we up 19.4 percent.

The illusionof vas.t increasing apparel expotstoa growing
Mexican internal market is also disputed by the data. Census
data on apparel exports include apparel parts leaving the
country for assembly abroad and return to the Umted Sutes.
Assembly labor represents about 95 percent of the labor that
goes into an average apparel product. According to official
data. U.S. apparel exports to all countries totalled $3.3 billion
in 1991. If the $2 billion in parts shipped for assembly in
1991 is deducted, apparel exports in that year totalled only
$1,3 billion

Typical of the cynical attitude toward apparel workers was
Ambassador Ct-la Hll's request to the Interational Trade

Comission elerithis year foradvice on what would happen
o U.S. industry investment in apparel assembly in the CBI
as a result of NAFTA. Ambassador Hills was apparently not
concerned over what would happen to US. apparel jobs as
a result of NAFTA.

In this context, it is important to note thai Hispanic workers
in the U.S. apparel industry represent more than 20 percent
ofts apparel wokforce. Overall, 80 perce tofthe workforce
consists of women, with large numbers of minodties nd new

-immigrants. Thei jobs are to be trAd for Mexican apparel
jobs that pay a tenth or less of te wage level in the United
Sttes.

The lack of inclusion of provisions on labor standards in
Mexico makes certain tuat the misabe conditions under
which Mexican apparel workers live and work will be per-
pIRunLD

Support for NAFTA by the U.S. textile and apparel trade
associon stems from the an understanding they reached
with USTR on rules of origin after extensive and numerous
meetings with U.. and Mexican government negotiate
The yam-forward provision, proposed by the indusbs, was
readily accepted by USTR and the Mexican government and
its industry and negotiated into the agreement Textile in-
dusoy rpreentatives apparently believe that the US. textile
industry will dominate the markets in all three countries.
These meetings and die ultimae agreement reached took
place without the participation of labor repe wnwatives and
was presented to labor as a fai accompli.

But the textile andapparel section of NAFTA alsoprovides
for very substantial Trade Rate Quotas (TRQs) to satisfy
Concerns in Canada and Mexico about theoretical US. dora-
ination under the yan-forward rule of origin. These TRQs
total nore than 300 ullion squa meter equivalents and can
grow, be renewed and incrsed under or m circumstances
TRQs are loopholes through which products, not mneeg the
yarn-forward rule, and originating ouide the NAFTA coun-
tris, receive NAFrA beres.

Even with strict yarn-forward rue of origin, it is likely
that Mexico, given its need for capital usetmenit, will find
ways to adjust these res. The press reported late last year
that the President of Korea said that his country planned
substani al invesue in Mexico in apparel amog other
industries, to gain easier access to the U.S. market. More
recently, the press has reported on joint venture in Mexico
between a*htnese and U.S. firm to produceapparel inMexico
for the U.S. market. The report stated diW the Mexican
Export-Impon Bank had loned an initial $500,000 to the
Chinese fuim, with mote to come.

The presumed "gains" for textile and apparel manufacturers
may prove illusory because any NAFTA country at any time
can ask for a review of the rk-s. A five-year review is
mandated The consultaziom mechanism peits parties to
NAFTA to ask for addiuioms or deletions to the rules and the
TRQs Speed up of integration is aisc permited

While the ultimate structure of the industry remains un-
cenain, what is certain i that dus draft agreement would
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enicouaage the export of US. apparel jobs. This will inevitably
lead to a large number of factory closings, a substantiJ
increase in unemployment and severe injury to the commu-
nities in which apparel workers live and work. There is no
program in force to reain apparel worker who lose teir
jobsasa resultof NAFTA,evenif aternatvejoboppctuntities
can be specifcly identified.

In short, the NAFTA and its contemplated extension to
the rest of the Hermisphere under Prsident Bush's Enterprise
for the Anericas Initiative will move U.S. apparel jobs to
wherever labor costs are lower. Ihis is unacceptable to the
LAC and the agreement must be rengotiated

Emergency Action/afeguards
Article XIX of the GATT, together with its legal counter-

partinthe United States, Secto20 of the Trade Act, permits
the imposition of protective measures, including quotas, to
remedy or prevent injury to domestic industry and workers
that is caused by imports. The NAFTA wouk as a practical
matter, eliminate the ability of workv:rs to receive effective
relief from injurious imports from either Mexico or Canada

While providing the illusion of possible safeguard action,
the draft text includes procedures and definitions that make
the finding of injury tnrplausible at best, while at the same
time, prthbiting the imposition of measures that would rem-
edy injury caused by imports. Major problems with the draft
text include the following:

" Safeguard actions can be brought only once during the
transition period and after that w..ei, only with the consent
of the other party. Therefore, as a practical man, even
the theoretical safeguard protection will end at the con-
clusion of the transition period.

" Bilateral safeguard actions can be taken for only three
years, and the parties to NAFTA am excluded from
global actions unless their airports account for a sub-
stantial share of total imporu , or their import growth
rate exceeds that from all other sources. Current law
allows for a maximum duration of eight years for safe-
guard measures, and does not exclude Mexico from
global actions.

" The strongest remedy permitted is a return to tariff levels
in place prior to tse unplermentadon of the agreement-
Quantitative sitions are prohibitel

" It must be proven that injury is directly caused by tariff
reductions under the NAFTA, a requirement that will
be almost impossible to fulfill.

* A petitiooe: must demonstrate that it is representative
of the domestic industry as a whole, producing like or
directly competitive goods. Since upwards of 70 percent
of U.S.-Mexico trade is untra-firm trade, this requiement
puts workers at a tremendous disadvantage U.S, cor-
porations will not join in a petition concerrung goods
produced by one of their subsidiaries, even if those
imports are causing injury to U.S. w orkers

" The draft text specifically provides the right of "any
association whose purpose is to present the interests

of consumers..." to participate directly in hearings on
safeguard petitions. There is no definition concerning
the represensativeness of such organizations. and they
could simply be front groups for importers. No specific
mention is made of workers or their unions.

The LAC believes the safeguards chapter of the NAFTA
is fatally flawed, seriously weakens existing protections for
US. workers, fails to address the uruque nature of trade in
North Anmrica, and requires renegotiation.

Financial Services
The central objective of the NAFTA is encouraging and

providing security for U.S. investment in Mexico Any in-
crease in the ability of US. financial services providers to
operate in Mexico. furthers that goal- The draft agreement.
while increasing the possibility of U.S. presence in the finan-
cial services sectorsof Mexioo.does rot provide forreciprocal
trearent and, moss importantly, wil iribit, if not prohibit,

future changes in the domestic regulation of the financial
service sector.

In the words of the description of the proposed NAFlA
prepared by the three governments, this chapter "establishes
a comprehensive principles-based approach to dscipliuing
government measures regulating financial services." Gives
the fragilty of the U.S. financial sector, and the extreme harm
done to the American people through the deregulation of the
banking sector in the 1980s, the last thing this country needs
is restrictions on the abty of government to regulate the
provision of financial services. Yet. that is exactly what the
NAFTA would do. For example, it is unclear from the draft
text whether or not a number of states that provide worker
compensation insurance on an exclusive state fund basis,
would be forced to change their laws. These states prohibit
private insurance companies from offering worker compen-
sation insurance, and therefore would appear to be in conflict
with agreement provisions that guarantee the "right to estab-
lish". No explicit derogation in tis saea has been taken by
the U.S. government.

The LAC believes that the implications of this agreement
require more careful consideration that the "fast track" ap-
proval procedures allow. In addition to the issue of domestic
regulation, the Comniittee is concerned about the following:

" It is unclear that increased U.S. activity in this area will
result in as increase in US. jobs. It appears that the
agreement does r provide for increases in cross-border
transactions in financial services, and therefore requires
a commercial r n'. Lrdred, what has been negoti-
ated is an investment agreement. not a trade agreement.
and the LAC believes that the prioe for icreased invest-
ment access in Mexico for U.S. financial institutioM, is
the jobs of US. workers in manufacturing.

" It is unclear how reserve requirements for bad debts or
losses for U.S banks and insuramne companies will be
structured for new obligations in Mexico The LAC
believes that it is essential for any agreement to require
that specific reserves be set aside for obbgatjons in that



country and no be tied to the U.S. parent. Under no
circumstance should U.S. taxpayers be asked to insure,
directly or indirectly, bank deposits or loans made in
Mexico.
Finally, the agreement specifically excludes exchange
rate policies from coverage. This is a crucial deficiency.
The devaluation of the Mexican peso has been the pri-
mary cas for the free fall in Meximn labor costs during
the last 10 years and has been a major reason for the
tremendous increase in U.S. investment in Mexico. It
is ,epoated that Mexico is considermg a father devalu-
ation, which will serve to increase the wage differential
between U.. and Mexican workers and further encour-
age the movement of U.S. and foreign manufactuing to
Mexico to produce for export to the U.S. market.

Cross-Border Trade In Services
The huge scope of this chapter makes a detailed analysis

of its content impossible within the ime provided by USTR.
Neverthless, it is clear that an agreement on cross-border
trade in sevicus merits greater congressional deliberatuon
than the fast-track process will allow. It addresses an enor-
roous body of U.S. law and regulation at the federal, state,
and local levels and wdl have the effect of prohibiting dem-
ocratically elected bodies at all these levels of government
from enacting measures deemed inconsistent with the pro-
visions of the agremet. This reality, together with
permitting Mexican and Canadian companies to use their
employees to provide services in the United States has truly
radical implicauons that must be more fully understood The
LAC bebeves that, if entered into force, this agreena t would
sigtificandy reduce the aZhlty of government to appropriatey

* regulate econoruc activity in the public interest
The United States, Mexico, and Canada all have hundreds

of measures that are incon sistent with the terns of this agree-
ment For those measures to be maintained, an explicit
exception must be taken For example, without a derogation,
the United States could not require FAA supervision of air-
plane repair and maintenance. It is extremely important to
ensure U.S. protections are maintained forall services covered
by this chapter and guarantee the right of governments to
enact new measures in the future.

The chapter also coirruts the parties to harmonize their
professional licensing requirements and encourages tempo-
rary licensing. Parties, for example, would have the nght to
challenge any state licensing requirtement on grounds that it
constitutes a "restriction on supply." This is likely to have a
significant effect on professional lcensmg, which is primarily
a state affair.

Fiften million Amrnicans work in professional occupa-
tions that have a major stake in protecting the standards of
their profession. Provisions of this section alone will have
major impacts on U.S. labor, employment, and immigration
laws and practices that should be fully explored us open
heanngs before the appropriate comrmttees of Congress.
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The draft states that benefits would be denied to "an
enterprise of a Party ta is owned or controlled by persons
of a non-Pray and that has no substantive business activities
in the territoy of a Party." However, this does not require
that the service on the temtory of a Parny. thereby permitting
the actual service work. such as claims entry, to be shipped
to a non-Party country.

Finally, the relationship between the cross-border move-
ment of natural persons envisioned by the Chapter on
Cross-Border Trade in Services and the Chaper on Temporary
Entry needs to clarified. The former may open up additional
categories of guess workers beyond those established in the
laoer chapter.

Land Transportation Services
and Landside Maritime Activities

The NAFTA sections dealing with land transportation and
certain landside rontime activities have been negotiated with
no regard for the significant economic disparity inthe transport
sectors between the United States and Mexico. This, together
with the obvious lack of specificity in the agreement with
respect to operating and safety standards, raises a myriad of
concerns that must be fully considered and analyzed. They
include:

" the enforcement of safety and operating regulations:
" the grave economic and safety impLins of unlimited

entry into the US. by Mexcan trasportaton operators;
* wage and economic dispaity;
* highway safety;
" incompatible commercial drivers' lcenses and drug and

alcohol testing programs;
" handling of hazardous materials;
* the potential adverse effects for U.S. intermodal ports;
* and overall, the adverse impact open cross-border trade

n services will have on U.S. transportation companies
and their employees.

US. transportation workers in all the modes are subject to
a broad array of igorous training and certification, health and
physical fitness, and drug and alcohol testing requirements.
Yet none of thes issues has been dealt with sufficiently in
the draft agreement now under consideration.

Insofar as safety is concerned, practical experience over
the past decade helps us reach the conclusion that the federal
regulatory and enforcement scheme that has prevailed in the
United States on an industry-wide basis has been entirely
ineffectve. The irnpotance of this matter, in the context of
NAFTA, cannot be overstated in the face of the nation's
crumbling transportation infrastructure, which is incapable
of absorbing further punishment and abuse withouthampering
safety and threatening the envronmnt.

By any measure, NAFTA w-ill wreak economic havoc in
the transportation sector, leaving in its wake massive job
dislocation and compromised safety standards on our nation's
highways The U.S. Trade Representatve has moved to
bberahze land transportation and certain laidsude matime
activities at the expense of U.S domestic transportnon car-
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ries and their employees, and at the risk of compromising
safety throughout our transportation network. This is unac-
ceptable and the LAC bebeves the draft agreement must be
rtneg

Motor Carrier Sector
Within three years, the agreement opens up U.S. border

state to Mexican trmsporn, and within a period of six years,
would give Mexican transportation cxsmen (truck and bus)
unerinasmbered access to the United States for the transpor-
tation of freight and persons originating south of the border,
In return, U.S. tasporion companis will be granted the
same freedoms to operate in Mexico. This timetable for
lifting barriers to cross-border transportation promises to ere.
ate an uneven playing field on which U.S. transportation
companies and their workers will be forced to compete.

This position is shared by others. For example, on August
26. 1991, in testimony submitted to the USTR. the Texas
Motor Triasportabon Association, which represents Texas
truck and bus concerns, stated: "... the (U.S.) motor carrier
iidusy is not capable of absorbing the ruinous competition
that will result ifMexican truckand buscompanitsare allowed
to operate within the United States."

There is a fundamental disparity in the cost of doing
business between U.S. 'and Mexican transportation compa-
nies. One needs to look no further than to a comparison of
the wages of freight truck drivers in the United States and
their counterparts in Mexico. Mexican truck drivers earn
about 21,000 pesos daily, or roughly $7 a day, while U.S.
truck drivers earn around $13 an hour, not taking into account
the cost of health insurance, pensions and other benefits, It
should be emphasized that this agreement will permit Mexican
truck drivers to work full time in the United States and not
even be subject to U.S. minimum wage laws.

Daily Minimum Wage
Rates Mexican Workers

Job Daily Wage

Freight truck driver
Dredge operator
Bulldozer operator
Journeyman automotive

mechanic
Delvery truck driver
Journeyman automotive

electrician
Journeyman plumber
Journeyman machinist
Warehouse clerk

$6.74
$6.57
$6.48

$6.40
$6.11

$6.08
55.91
$5.85
$5.58

(Souroe: Harlingen Chamber of Commerce)

It is inconceivable that U.S. companies and theiremployees
can compete with the substandard wages and working con-
diton of Mexican transportation workers. As such, there is

no scenario in which trade liberaLiation in land transport
services doesn't add up to economic hardship for transpor-
tation companies and significant job dislocation on the U.S.
side of the border with no associated benefit for the nation
as a whole.

Under NAFrA. U.S. carriers would find theuelvs com-
peting with possibly unsafe, low-cost Mexican carriers for
business in a new international traffic zone within essentially
limitless boundaries. Since most corporate decion, are
driven-by the botorn line, it is easy to p-dct which side
lose out. Much like the mass exodus wt continue to witness
by U.S. companies moving plant operations into low-wage
Mexico, one can envision similar activities by transportation
companies and the users of their services.

The lifting of investment restrictions is another key con-
cen. After a phase-in period, US. and Mexican investors
will be free to hold up to 100 percent ownership in transpor-
tatxm earners in each other's country. The eventual lifting
of investment restrictions will have the net effect of moving
capital north to south. thereby allowing the same U.S. com-
panies that today exploit cheap Mexican labor in the
manufacturing sector to move their goods back into the United
States via low-wage, poorly regulated Mexican transportation
compares.

This is best illustrated by a question asked during the
August 26, 1992, NAFFTA briefing in Washington. D.C.,
conducted by the chief negotiator for land transportation
services. A manufacturing representative inquired as to a
US. company's freedom under NAFTA to not only contract
wit. a Mexican transportation company to move its goods
north of the border, but to actally purchase a trsportation
company to handle the movement of manufactured goods.
The USTR representative responded favorably to this se-
nario.

Clearly, the land transporation chapters of NAFTA rep-
resent a dream-come-true for those U.S. companies searching
for ways to better exploit the wage disparity between our two
countries. Not only will U.S. companies continue to enjoy
hefty profits by expanding low-wage manufacturing opera-
tions in Mexico, they will now be free to ship from, for
example, Mexico to Boston without ever hiring the services
of a U.S. employee-operated care.

Regulatory enforcement is another key issue. Already,
under status quo conditions, a strong case can be made for
the need to beef up US. enforcement of existing regulations.
as we witness Mexican operators engage in illegal U.S. do-
mestic point-to-point se ice, or "cabotage," with the use of
unsafe, substandard equipment. Reports from the field indi-
cate that Mexican operators are known to travel well beyond
the legal border zone and engage in cabotage, a practice
pro!ubited by federal law.

Yet the USTR has stated repeatedy that, in lieu of a mor
effective federal enforcement scheme, we must rely on state
highway patrol and other state and local enforcement agencies
to ensure Mexican comphance with standards of operation.
The truth of the mattr is that NAFTA does not in any way
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ensure adequate federal or state enforcement of operating and
safety regulations. And this should be an issue of grave
concern to policy makers.

The Bush Administration is asking Americans to acept a
free trade agmement with a promise that the standards sub-
committees will complete their work at a Wer date. These
subommianees are charged with negotiating operating and
safety standards tha make the three cowacries "compatible"
with one mother. Whose standards wi prevail as these
committees proceed with their work? The following am just
a few of the problem not a by the draft agreement

" There we no effective hours of service regulations or
drug testing program in Mexico. Canada has drug
testing, but not on a random basis. The United Stases
is the only country with random drg testing.

" Mexican drivers are not required to carty a medial
certificate awa U.S. drivers.

* The Depostmeit of Transportation is moving toward
anti-lockbrake regulations for truck . Mexico has none.

* Enfoscement of standards relating to the transport of
bazardo materials and the problems rising from lan-
guage differences.

Tese and many other issues should send a chilling message
to anyone who has witnessed first-hand the safety hazards
that continue to plague US. highways.

tinder present conditions our nation's highways already
are plagued by unsafe, undeapitalied, poorly regulated
motor camiers. ' Poorly maintained equipment, hours of ser-
vice abuses, inadequate government enforcement, and a
cut-throat. unhealthy operating climate inspired by deregula-
tion. describe the day-to-day environment on the nation's
highways. Moreover, the soaring volume of hazardous ma-
terials shipped via truck anid rail has plce much greater
pressure on fire fighters, other firs response personnel and
transportation workers to deal with a growing number ofaccidents and incidents involving dangerous and toxic sub-
s aces. Now. enter NAFTA.
Unet a scheme of liberalized trade policies one can only

imagine the difficulty with enforcing U.S. safety standards
among Mexican truck and bus op'raton doing business in
the sttes. And it is naive for anyone to assume that with
ratification of a free trade agreement. the US. will suddenly
experience a resurgence in the enforcement of safety regula-
tions. S tch a position is baeless and unsupported by practical
experience.

Congress must not allow NAFTA to become a pawn for
gutting the vast regulatory framework that defines the manner
in which U.S. transportation companies operate in the United
States. The federal government, the U.S. Congress, and state
and local governments have adopted measures intended to
assure safe operations for workers and the public, compliance
with environmental standards, adequate worker injury com-
pensation. efficient interstate and intrastate commerce and
fair treatment of workers. Clearly, the cost of doing business

in the United States goes well beyond pursing a vehicle on
the highway.

Rai Selor
NAFTA negotiations also raise concerns with respect to

U.S. rail transportation services including operations, main-
terance, and locomotive and car manufacturing and repair.

US. rail workers already have paid the price for the lifting
of trade barriers in the form of lost jobs. For example, St.
Louis, Mo.-based American Car used to employ some 4,000
membersof the Brotherhood Railway Crmen (now a division
of the Trnsporation Communications Union) to build freight
cars. In the late 197(%, tariffs on foreign-built rail cars were
lifted, a move that eYx':tvely wiped out American jobs in
favor of low-wage jobs ,, Mexico. This occurrnce, coupled
with the devsstatingeffectsof railroadderegulationhas wiped
out some 250,000 jobs in all the crafts since 1980.

Rail issues to be considered relative to NAFTA inclode
the esena gutting of US.-Mexico operating arrangements
as they relate to cew shift changes, thepotential for connact-
lag out to Mexico of maintenance of way, shop craft and
other work, and US. rail industry invesrnen in Mexico's
rail infrastructure.

Clearly, NAFTA paves the way for the eventual pursuit
of changes in U.S. law that would permit the industry to
by-pas US. employees by allowing Mexcan trains cryingg
"international freight") to travel into the United States using
low-wage S*xican workers. NAFTA also creates an envi-
ronment in which the U.S. rail industry can pursue new
operatinginvestment urangements with its Mexican coun-
terpart. Under this highly plausible scenario, it is easy to
predict the eventual US. job dislocation and new safety
hazards resulting from a new "seamless" international ri
industry that will seek to exploit fully the wage advantages
offered by the Mexican work force.

It must alsobe pointed out that a floodof $7-a-day Mexican
truck drivers into the United States poses significanteononic
threats to US. rail companies and their employees in the same
manner that motor carrier companies and employees would
be advrsely affected. A similar scenario that has U.S. truck-
ingccmpanies losing out tolow-cost Mexikan cruckingentiies
can be applied to U.S. railroads, as they also face a significant
economic disparity.

LuXue Maritime
The are also several concerns with respect tothe landside

maritime section of NAFTA. which covers areas such as
crane operations, stevedoring. terminal services and, perhaps
most important, investment policies. Provisions that lift in-
vestment restrictions in certain landside maritnie activities
will have the net effect of weakening the economic security
of U.S. pot operations and threatening maritime jobs.

Under NAFrA, it is envisioned that U.S. investors will be
free to invest in, and in essence pay for, the building and
expansic n of Mexico's intemnodal ports. In a pracucal sense,
such a liberalized investment scheme simply enc(uages the
flight of U.S. capital to Mexico's port infrastructre.
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It is easy to predict thi t-e subswrdard wages pad to
Mexican workers wilU make Mexico-bass ports a 'cheap
es..Ape- at the eperie of U S jcbs Congress should rjct
a free o'vie agrerint th, in effect encourages diverston of
business from US ports to Mexican pots Tu s becimies an
e ven p _atw coteromn as the Meutcan x or ca a and rail
aecn b cmxe moe e ff ent and better abl to had prate
volaries of buAifew fxm poat to land

Temporary Entry for Business Persons
LAke the US.-Canada Free Trade Agreement (USCFTA),

the NAFTA includes & chapter entitled temporaryy Entry for
Busiess Persons" This scon of fh agreement spells out
the obligatons of each Party regarding lesrporary retmigration
requirents for naDtials of odi Paris The NAFrA
language cin temporary entry mandates the whoesale revst
of US. imznipaeioo law on temporary enty.

A coroner of U.S. immigration policy is that employers
should t be alkotwed to hir temporary entrants without
bowing ist they am u able to r uit resident workers The
NAFTA rexesents a drastic departure from this prsrtiln e
because it specifmcally precludes laboe ce tficabon of this
ty pe-

A second prusecsve feature of U.S. tmnrugi-aon law is
ntumerical hL itation on temporary entry of professionals
The NAFTA will ptase out all ceilings on the enumerated
categr-ies of professional and cornmts the Partie to avoid
and elumnte visa requirements

Thus expanded lmporary entry "ill encourage ustriess
to respond to shortages of professonal and skilled workers
by reensting Cauadiants and Mexans mstead of tabng steps
tha prorixit uicreased productivity Those etepi include
reewganizun; the workplace- providing txainin arnd edcation
an tricressng the involvement of workers in ptanntrg and
decision making Only by promoting these changes can the
United States hope to compete in the world economy. Instead.
the Bush Admnisnasuoe. while givmg lip service to the need
to smprme the skills of U.S workers, w,s to permit em-
ployes to take the path of least reniuvance: icreasig their
accm to foragn guest workers

Changes in temporary enuy rules should be pan of a
corehensive strategy for resolving U.S -Mexican sm'nugra-
sin isases inssead of being hidde n u a trade agreemeriL

MTha qsir on Temporary Erny is Deceptively Tide
The chapter Ls egregisly misrrxs& In usual perlanct,

the -br t siness person- is used to refer to sorrwxn who
ts a business owner or executbve-kvel managerial employee
This chapter deals, foe the most pain, with categones other
than people who own or operate a business - professional
and non-professi4nal employees

Trade agreeVei traditonaly have included obhgations
regadrg eased entry requiements for business rpresents-
uves dectly involved w the sale of tnernatioslly traded
goods This chaptr coers the ern51 of bustntss svitors who
are Dot direly involved in imernational trade by pemutiung

entuants to qualify as Part A business visitors simply by
dra% ng ther paycheck from a non-U.S source. In other
words, NAFf A greatly expids temporary entry un ways that
have nothing to do wrh interuos) trade

The durson of he crun's po rn n the United States
1s not necessary "Wrsaary " INS regulations promulgated
under the U.S.-Cara Free Trade Agreesent allow the pro-
feeocal entrant' s employer n renew their TC staus a ,nriay
for an unistsited nm" of yetim Under currmt law, pro-
fes!ioal ron-tmnigrmtts enter under the "l' visa category
which has faed rime limits on the dur-ari of their sojourn.
In the NAFrA, professional -aormnaigrnrs can enter either
as Part A Business V"uitors or Part D Profesionsals with no
limitations on their length of stay. Temporary her simply
denotw the fact that the enta is not eligible for conversion
to permanent resident maus, however, their stay may be
life-long.

The NAFrA contemplat a continuing procas of revising
temporary entry rmglat6o T'he Wokaig Group eatabhsed
under Atcle 1905 is charged with '"Vh development of
measures to further faciliuue temporary entry of business
persons on a reciprocal basis" Intrnationa intaygency
deliberations under the USCFTA already have resulted in
several additions to the Isit of eligible occupabons.

Fally, the Working Group also will consider "the waiving
of labor cerificwon sists or procedures of similar effect for
spouses of business petsom swho have been granted temporary
entry for more than one yemr under Parts B, C, or ID." This
suggests a waiver of current provisions which do not permit
spouses of temporary entrants to work, unless they qualify
by themselves as coining within one of the catgories of
oon-unmrngrants wtids ks granted work asuioeiaot.

U.S-Mexico Thensidon Rids Represt A
Mofaor RACIoe40o f Temporor, Emnar Quiete

Undercurrent law. the H- I B non-immigr-ant caegory (alien
performing service s a specialty occupabon) has an annual
numical imitation of 65.000. According to Schedule II,
the United States and Mexico speed to limit the number of
professional temporary wants to 5,500 annually. This limit
does not include renewah or pendantsts or H-I entrans.
This gives Mexico an adtional location equal to one-
twelfth of the existing cap on HI-B visas. Fsrtheior, the
agreement tpulates that this limitaton will be in place for
no more than 10 year Thereafter, there would be no limits
on the number of Mexican professionals who could be re-
cnuted by U.S. employers. in Addition to the 10-year sunset
provision, two othe clauses commit the Parties to consider
raising the ceiling after one year And consult on eliminating
the ceding after three years.

The NAFTA's Definitio of"Busines Visitor"

Temporary Enants Represens a Radical Revision of
Chrwn* U.S. LAW

The concept of a business Person" has been greatly ex-
pandod under NAFTA to include those who come into this
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country to perform skilled and non-skilled labor. Under
curnit law. business visitors are eligible for a "B-l" non-im.
migrant v that does not permit them to perform skilled or
unskilled labor. In the NAFTA. Business Visitors will include
"Schedule [n- professionals tour bus operators, and truck
drivers.

Te proposed NAFrA drastically revises the B- i visa in
its definition of the Past A Business Visitor. The principal
restiction on the NAFrA Business Visitor is that they draw
their paycheck from Mexico or Canada. They will be free
to perform any of the occupation listed in "Schedule r'
(whic.4 in turn. subsumes all of the professional occupations
listed in Schedle I1). Unlike cuir-em B-I entrants, NAFrA
Business Visiton will be able toperform work that is unrelated
to international cosneme. Furthermore, NAFFA specific-
ally forbids numerical restrictions on Business Visitor

Rain Gor NAFFA Arofessionr Differ
Drnoucayftm a wrmnt "H.1I" Visa Rejukdons
Undercurrenslaw, professional non-imrgrantsmay enter

with H-IA (registered nurses) or H-IB (other specialty oc-
cupations). H-1 visas require prior certification by the
employer of an inability to recruit resident workers for the
job. H-I enrants can stay for a maximum of six years.

In contrast. the new "FTA Professional"or TC entry created
for Canadian professionals under the USCFTA permits entry
without any labor certification. TC entrants may be hired
even when resident workers are available. Furthenm while
the TC status must be renewed annually, there is no limit on
the numbetrof renewals. 8 CF.R. 52 142(bXI) In addition,
the absence of a visa requirement makes it easier for the TC
entrant to enter the local job market While the H-I visa
documents the employer-employee relabonship, the INS does
not even record the employe- of a TC entrant.

e NAFTA Diswan es doe Labor Protectionu
in the immigration Nursing Relief Act of 1989

Under the "Immigration Nursing Relief Act of 1989"
(INRA), employers seeking to bring in RN's under the H i -A
visa category must attest tha service would be disrupted
without then: that the entrant be paid the prevailing wage,
that the employer has taken steps to recruit or retain qualified
citizens or residents; that there is no strike or lockout and that
the hiring of tbe temporary entrants wl not influence a union
election.

The LAC is especially distressed to see the inclusion of
health-related occupations in the list of professions eligible
for temporary entry under the USCFTA and the NAFrA.
According to the INS, RN's account for 36 percent of Cana-
dian TC entrants for whom an occupation was reported in
1991. The health care industry has undergone drastic changes
in the past decade that have worsened the working conditions
of RN's, underuned their professional status and led to
increased turnover and very high job vacancy rates in many
areas. The Bureau of Labor Statistcs reports that the salanes

of RN's are generally lower than those enjoyed by individuals
in jobs with similar characteristics in terms of qualific ions
and responsibility (see Whize-CoUar Salaries in Private Ser-
vice-Producing Industries, March 1989). Instead of
improving working conditions, professional autmomy and
career opportunities mary healthcare employers have re-
sponded with shortsighted policies such as reliance on
temporary elp agencies and the recrionentof fomgn nurses.
Giving these empoyer further encouragemen to recruit
temporary eatms hm Canada mad Mexico, in circumven-

'e of the INRA. will usmnine the efforts of nores and
edheashi cae professionals to improve their working

conditions and better the quality of patient care they deliver.
Despite the protections imposed by the INRA. the recruit-

ment of H-I nurss continues to grow. Based on figures for
the first six months of 1992, the mmbe of new H-I visas
issued to RN's wil approach a historic high of 800 - an
87 peroml increase over 1991.

At the same time, recrnimeru of Canadian RN's under the
TC status created by the USCFTA is likewise growing by
leaps ard bounds. The program st in 1989 and grew by
69 percent in 1990.47 percent in 1991 and is now growing
at the rate of 60 percent in the current year (data from the
Immigraton Nu-sng Relie Advisory Ccmnittee).

Mexico has the potential for becoming a majo ource of
temporary erana RN's ander the NAFTA. despite the fact
that it is a developing country. In 1989, the GAO reported
thai the Philippines accounted for 72 percent of all H- I RN's
during the period 1985-89. Pr mncre, the experience of
the USCF"A shows that the relaxation of entry requirements
d3es have aa impact. In 1989, GAO reported th Canadians
account-d for less than 12 percent of H-I nurses. Currently
TC entrants - all Canadian - represent 30 percent of the
combi ned total ofTC and H I RN's, and does not even acoumt
for the fact that some H-1 visa are still being issued to
Canadians.

NAFTA Ran'Enforemeat of die Resriction on
Cross-Borser Recrmkmext of Strikebreakers

In response to concerns raised by the Labor Advisory
Corneruttee, the Unted States advocated language permitting
Parties not to issue a document where the employment of an
entrant might advesely affect a labor dispute - see Article
1903. While the language of this article would allow a flat
prohibition on the entry of scabs, it is unenforceable.

Under the USCFTA. professional temporary entrants ob-
tain their pernussion to ente when they approach the border.
For a border official to deny entry under Article 1903, each
border station would need a constantly updated list of labor-
management disputes in the affected industries and
occupations Because sud a system is not feasible, strike-
breakers will not be "caught" at the border.

The only other way to enforce this provision is to require
employers to certify that they ae not involved in a labor
dispute in order to be eligible to hire TC entrants. The
lmrmgration Nursing and Relief Act of 1989 (see below)
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require that employers who wish to hire H I -A entrants make
an awestioo to the Department of Labor to the efecs that,
among other things, there is no labor dispute in progress. In
contrast, NAFTA specifically prohibits the use of such labor
certification proeures see Section 2(a) of Pan C (latra-
Company Transferees) and Section 2(a) of Part D
(Professionals).

Th no-atrikebheaker provision cannot be applied to Part
A Business Visitoq because these entants require no em-
ploymm authorization (they work for a foreign employee).
Business Visitors could be used to perform struck work if a
US. employer were to subtxnrs with a Mexican or Cans-
dian labor contractr.

The USCFTA has been used to recmuit strikebreakers.
Members of the Service Employees Intemanonal Union have
been involved tn abinerand prolonged strike against a hospital
in Watertown, N.Y., where the management used th.e
USCFTA to hire permnent replacements. SEW members
piketed the recuinneim site in nearby Kingston, Ontario. A
local newspqn interviewed the hospital's personnel man-
ager JoAnn Seller, employment manager at the hospital,
said the reciting drive is mainly for registered nurses who
might be replacing the nursing assistants who are on strike.
... Any Canadians hured would get permanent positions and
not just be taken on for the duration of he strike, said Mrs.
Seller. The Canadian market has been targeted because the
free-alade agreement makes it easier for Canadian health-care
professionals towork in the United States, she said." (Kingston
Whig-Standard, 3.31.92). Absent the USCETA, this activity
would be prohibited under the immigration Nursing Rehef
Act

The NAFTA would allow the Watenown tragedy to be
repeaWd. Even if Article 1903 procedures were adopted, the
union would not become aware of the presence of TC scabs
until they arrived at the hospital - and the NAFTA does not
provide for withdrawal of the temporary entry status after IL
has been granted.

Enforcement of Professionoi Temporary Entry Under
the U.S.Cmsada Free Trade Agreemtent Is Lax

And No Visa Is Required

The Immigration and Nairahzation Service (INS) colects
statistics on the entry of "TC' prfessionals as provided for
n the USCFTA. These data show, for example, that during

C21endar Year 1991, 8,971 Canadians entered with TC status
Wle nurses were the largest single category, and engineers
second. the INS reports no occupation for nearly one third
of the total Under Oie USCFTA, only certain ocupaons
are eligible for TC status, Therefore, this lack of data means
that, at best, the INS does not have an adequate reportng
si-tern to monitor the impact of the USCFTA or. at worst, it
means that Canadians are being granted TC entry status
without declaring a profession

The NAFTA Is a Major Seep Towards Elirsinog
Cota-o on Trnpoemvy Esam-n From AU Counties
The USCFTA represented the first significant revision of

immigration laws wid the guise of a free trade agreement
and the NAFTA goes em further. At each step, the Bush
Administration argues that the impact is de minimis. How-
ever, similar prvisi have been tabled by various counties
in the Uruguay Round of the GATT negotiations, including
the United Suaes into submission on financial services. Fur-
thermore, the Bush Administration's "Enterpse for the
Americas Initiative" clearly envisions the extension of
NAFrA rila to all the oountrics of the Western Hemisphere.

Tempony Ent&y Shoud Be Seventy Crtie Becaue
it Harm Both Residen Workert and Foreign Workers

Undercurrntm law, temporary entrants whoenter the United
States to perform professional services may work only for
Or employer who petitioned for other visa or offered them
the job which permitted entry. If the guest-worker separates
from that employer, they are not eligible to work for another
ard usually must return home. This greatly magnifies the
impact of the threat of dismissal and renders temporary en-
a-ants vulnerable to extreme employer coercion. Although
unions have defended the right of H-I visaholders to panic-
ipate in a strike without being subject to deportation, their
vul able status acts as a powerful deterrent to supporting
a unuon.

Resident workers are baned because they may not find
employment for which they are qualified because employers
prefer to lure temporary entrants. U.S. residents will be forced
to compete with easily intimidated guest workers who are
severely impaired d their knowledge of or ability to exemise
their rights under U.S. (or home country) labor and employ-
ment laws. The Bush Administration has made no argument
as to why expanded temporary entry is either in the national
interest or will benefit workers.

Dispute Settlement In Antidumping
and Countervailing Duty Cases

Chapter 19 of the NAFTA, "Dispute Settlement in Anti-
dumping and Countervailing Duty Cases" requires
unacceptable changes in US. law by allowing for a binional
panel, and not Oe US. court system, to hav the final decision
on our antidumping and countervauilng duty determlimons
ThJis binational panel is more than just an advisory body with
no legal power. The United States would be required to
change its laws to give the binational panel "exclusive" au-
thonty to review disputed rulings. And, if the binational panel
rules against the United States, the mandated changes an our
law would require that our agencies make new rulings which
are consistent with the bisational panel's findings. This is a
dangerous plan that could undermne current U.S. antidump-
ing and countervailing duty law, and inhibit future changes
in those statutes hI also raises serious constitutional questions
relating to our judicial process and the separation of powers
This binational panel sets a precedent thai all other nations
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will probably insist upon in trade negoto Lio with the United
States such as those oontemplmael in the Ejerpce for thde
Americas ntiative.

Another mao problem with Chper 19 is that a does no(
make clear that Labor organizations have mending as domestic
produces to file and participate fully in antidumping pro-
ceodings on behalf of their industA.eL This is a critical
deiciecy that needs to be oorecd so that organruzd labor's
stand is oot left up to the intelpiretm ofa, administrative
agency, a eou or a binaboad panel

The increase in the trmisperncy of die anddumping and
cotinfvaiing duty laws and process ofMexc in aper
19 is supposed by the LAC. mid we hope tha it will be
achieved io practice. However, it should be made clear that
sudh cbsnges will mryestabli b reciprocal procedural treat-
met that is long overdue, it is unacceptable that the prce
for trn spareticy i the ceeaton of a binational panel which
crmid remand fua decisions back to our government agencies
for redetermination in order to comply with the binaucoal
pettiel's ruling.

Background amd Adie
Theprotection of domesticemployment and manufacturing

froth the unfair trade prucea of subsides and dumping has
boen an important pani of US. trade policy for alo i 100
years. Since the Untred States has the largest anid most open
market in the world, we are especially vulnerable to the
harmful effects of these unfa& trade practices. The United
State' ability to use its antidumping and countervailing laws
to proe its soKjssa base from these rnarkt- ti'ng
practices are among the most important trade remedies that
we have. Therefore, the ability of the demoaiscaly elected
government of the United States to exeittse mts soverignty
in protecting itself from unfair trade practices must not be
weakened by any trade agreement

The LAC stongly believes that the United Stae' ability
to use its exing trade remedies, or adopt new remedies,
should not be compromise under a NAFrA. and has com-
munica that view repeatedly to the Administ rtion.

The P'esideiss's Advisory Cornmittee for Trade Policy and
Negotiations (ACTPN) took a similar stance in its report on
the 'Negotiating Objectives for a North Ameria Free Trade
Agitesnent (October, 1991). The ACTPN wrote:

The integrity of U.S. unfair tsde l aw should be
protected. No exemptions. to US. antidumping and
cotinteaailig duty laws dhou d be created as part
of the NAFTA process .... The ACTPN is partic-
ularly concerned regarding the potential for
circumvention and diversion of US. trade laws
through third country dumpng.... An effective
dispute resolution mecsausmn tha does not undercut

U.S. unfair trade laws should be developed. Such a
dispute resolution should not have the power to
change unfair trd determination.'

Many members of Congress have also emphasized the
importance of maintaming strong U.S. trade rcmedies. For
exa mpe, in their October 23.1991 lester to Ambassador Cwa
Hills, Congressmen Cpf r Levi, Moody, Nase, and
Wyden wro

A NA-TA must maintain or strengthen US. trade
remedies such as Section 301, cote~rvailing duty
and arntilnping laws; an apeemens must not in-
fringe on the ality of U.S. businesses and workers
to have their complaints heard before U.S. adminis-
tering authorities and courts .... A NAFTA must
not change current procedures or Law for deciding
councm-oailingd ay or antiduiriig ities between
us. an Mexim parties "

Chapter 19 is arejecion of that advice.

Review of Anddumpissg and

The LAC is p dwd Chapter 19 clearly states tha each
country has "the right to apply its antidumping law an
ountervaSling duty Law to goods imported from the territory

of any other Party". Unfortnately, the binational panel sys.-
tern established in Chapter 19 undermines dus right to apply
css law by giving the binational panel the power to influence
how the United Stases applies its laws. The LAC opposes
this plan to cae a binational panel to review antidumping
and countervailing duty rulings by the U.S. government

Chapte 19 reuires thar
-'the Parties shall replace judicial review of fnud
anidtumping and countrvailing duty deterunations
with buntioa paiel review' (1904 I);

a9 country's "-fiu deterumination shall not be re-
viewed under any judicial review procAtres of the
importing Party if an involved Party requests a parws"
(1904.11);

-the US. nasl dsenge its law to provide "that if
binational pane review ms requested such review wil
be exclusive" (1904.1561(10));

-"No Party shall provide in its domestic legisUtion
for an appeal from a panel decision to its domestic
courts" (1904.11);
-the binaJiosal pa-e wil "determine whether such
deterurnatio was in accordance with the anridump-
usg or countervailing duty Law of the izspotng party"
(1904.2)

I Nqedwqg Ospft'nio i Nam* Av'men Frw Tn~ Al'ftmu'4. Tim SMh Amorca Fm Trade A~V Tas Fam or Pe Pri 'I Ad.mory
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-if binatioral pan-t1 rules against the deteLrsraticA,
it will "remand it for action not inconsMtnt with the
panel's decision" (1904 8);
-the US. must change its law to provide that our
"competent investigatng authority shall. within the
period spocifed by any [binstiocal] panel formed to
reviw a final deter on .... take acto not
inconisent with the decision of the (binatiot]] panel
or (extraordinary challenge) committee"
(1904.5(d(l 1)); and

-any "deision of a panel under this Article shall be
bining on the involved Parties" (1904.9).

The only possible appeal of a ruling by the binaional panel
can be an appeal to an "extraordinary challenge committee"
if an involved Party alleges both (1) "gross misconduct, bias,
or a srios conflict of isneest" of a binational pael member
or that the binatical pane senously departed from a fun-
darental rule of procedure" or "exceed its powers" and (2)
any o( these allegations "has materially affected the powel's
decision Ad t1ree the integrity of the binational panl
review process" (1904.13). Thus, there is only a very limited
ability to appeal an binational panel's decision.

What Chapter 19 creates is a system whereby a binational
paeL and not a court in the United States, will have the fnal
renew of antidumping and countervailing duty determina-
tions by the U.S. government This binational panel wi
decide if the U.S. government has properly applied its own
rules. If the binatona.l panel rules against the U.S. govern-
ment, this binational panel can send the deternnaton back
to the U.S. government to be redetermined in a manner that
is acceptable to the bimtional panel. And, based on required
changes us our laws, the U.S. government's investigating
authority must take action to comply with the binaional panel.

rbete are numerous qucsionrs about the cortitutionality
of this binational panel system. By granting exclusive power
to the binational panel, and agreeing to revise final derni-
nations in order to be incompliance with the binational panel's
decision, the draft ageemwnt deprives American citzens who
are injured by unfair tade practices of the rights to seek relief
th-ough the administrative and legal systems in this county.
These binasonal panels are no courts of law estabbshed
unden the Constitution of the United States.

The binaional panel is corposcd of five members selected
from lists of 25 candidates prepared by each nation A
majortry of the panelists must be lawyers. Thus, instead of
US. cowts with lifetime tenured judges who were approved
by the U.S. Senate having final review of how the U.S.
government applies its antdumping and countervailing duty
laws, a binational panel comprised of U.S. and foreign aw-
yens, will have the power to reverse decisions by the U.S
governmentL Unlike judges in the U.S. court system, panel

menmsenare likely tobe trade specialists, who, after timshing
their panel work, will probably go back to working for the
very industries and governments that they are judging,

Another problem with the busational panels is that they
will creae new body of law applicable to disputes between
the United States and both Canada and Mexico. The result
wW be: a set of differing terpretation, of the same U.S. Laws
and regulaiom depeding on the natioralties of the parties
involved For example, the US. lns onal Trade Com-
mission accepted the riling of the U.S.-Canada bi.auional
panel for the case involvin pork from Canada but announced
that it will not apply the pincipks declared by the panel un
cases regarding tites countries.

3

The chapter provides that if a Party alleges that another
Party did not comply with this binauonal panel system, that
Party may requescomultaions If the matter is not resolved
through csssltatons, the compainng Party may request the
creation of a Special Commuttee. If the Special Committee
and/or additional consiultaon does not resolve the dispute,
the complaiing Party may suspend the operation of the
birasional panel system. The Special Committee can "ter-
mna" this suspension if it finds that the suspension was
"manifestly excessive" or if the Party who the complaint was
against corrected the problem. Some may argue that this
allows us to ignore rulings by the binational panel rulings
that we do not agree with. However, why create such a
bintiosal review system with 'binding" authority if the
United Sta intends to ignore its decisions? If we only want
an advisory panel them we should not be amnd our laws to
require our agencies to comply with binatioital panel rulings.

Th Right ofs Coutry to Change in Laws
Chapter 19 also states that each country has "the right to

change or modify its aseduenping law or countevailing duty
laws (19022). Unforturely, like our ability to apply or
laws, ou right to change os laws is subject to review by the
birsationj panel. The binational panel can even rule against
our changes if they am intended to correct a previous decision
by the binaional panel. But, unlike the binaional panl's
reve of the applcato of the law, the United States would
not be required to comply with the binational panels rulings
relad to changes in our laws.

When one country wants to change its laws, the county
to which the amendrenit applies may request that it be con-
suited with prior to enACM1e'2. Although consultaon can
be requested, the rending Party does not need to other
country's consent to make any changes in its antidumping
and countervailng duty laws. The LAC is not opposed to
this consitation provision as long as it is made clear that this
procedure does not interfere with Congress's ability to pass
changes m our antidumpug and countervailing duty Laws In
a tmely marsner (19022)

3 Rrdem to US baiai bs& Cwonmwoo FwA. Oild T r, FnPo* fer Cacdna V arnSond Remad. irIrigaon No 701 TA 2"9 (F").
N So 262 (Fbmy 1991 . P 4,ja1'A tnmd To UCfT Rr'cnnm bow ka 0 knor md DOui Cy4tbi (May 22. 199W
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Chapter 19 creates a process where "A Party to which an
amendwsenlt of another Party's antidumping or countervaihng
duty statute applies may request in writing that such arend-
mnt be referred to a binational panel for a decl-atory
opinon" (1903.1). This wcto states that this biational
panel is to consider whether the amendment is (1)inconsistent
with GATT, the GATT Antidurming and Subsidies Codes.
or "the object and purpose of ths Agreement" or (2) "such
amendment has the function and effect of avaturning a prior
decision of a panel ard does o cosnfosm with GATT, the
GATT Antikmping and Subuidis Codes, or "the object and
purpose of this Agreement" (1903.1).

If the binational panel rules against the amending Party,
the Agreement requires that the two parties consult in order
so find a mutually satisfactory solution which "may include
seeking cortecve legislation" If no cormetive legislation is
enacted and no oiter agreed upon solution has been reached,
the Party that requested the panl may "take comparable
legislative or equivalent exective action" or "trminatte this
Agre-meit" (1903.3). The LAC believes that tus structure
will have the effect of inhibiting the enactment of un-
provements in U.S. unfair trade stWates

Institutional Arrangements
and Dspute Settlement

The draft agreed ent establishes a Trade Commission and
a Secretariat sO overe the implementation of the agreement
and the settlemet of any disputes that might arise conm ng
its interpretation and application. Since the agreement covers
vimally the entire body of U.S. law ard regulation, this
section has far-reaching implications, not only over the 'in-
plementation of existing statutes but also for the promulgation
of standards and procedures in the future

The corm ittee's central concern is the abiity of any party
to the agreement to call for the establishment of an arbitral
panel empowered to make judgments about whether or not
measures enacted by the parties sit consistent with the agree.
MnL. It appears that the decsions of any such panel would
be binding on the parties. Many of the LAC's concerns
expressed in the section on Dispute Setilewt in Anti-Dumpa-
ing and Countervailng Duty Cases are present here.

While the concept of creating a suctur that can enforce
agreerets freely entered into is not necessarily bad. the
ultimate value of such a stuctur rests on the kind of rules
it was to administer, and the confidence one can have that it
will administer those rules freely. Here the NAFTA repre-
sents the worst of all worlds--rues disadvantageous to the
United States, coupled with what appears to be binding arbi-
traion by a panel proposed by the Trade Conission that
has the power to reject, at least for Mexico and Canada, the
application of U.S. laws.

For example, the draft agreement recognizes, as the ap-
proprate standard. international rules tat are weaker than
U.S. commerce lzws. One such international standard, the
Codex Ahientanus. alows residues of banned substances,

such as DDT, on food Under this agrpmen-nt, the U.S.
statsd which is stronger than the tematioal standard
could be challengeable. as a barrier to trade.

The LAC believes that trade agreements should n" have
the ability to restrict the application of U.S. law and regulation.
Under the US. Constitition, judgments concerning the le-
galty of an) such laws a lef to the US. courts. Here, a
supranational body is established, and the LAC has little
confidence that U.S. interests will be protected

Technical Barriers to Trade
Thischapter im ptsdisciplineon virtually theentirerange

of sandard-related measures adopted by federal, swate and
local governments, to protect safety, human, animal or plant
kfe or health, the environment orconsurners It also addresses
tec-hical regulations and procedures used to deternrun those
standards. This represents an enormous body of U.S. law
and regulation involving this such as Labelling requirements,
risk assesuTent, pharmaceutical testing,chemica hazard cla-
sification and communication, enforcement programs, and
transportation safety, to nation just a few.

It promotes the harmonization of standards and ci-s in-
ternational standards, many of which an weaker than U.S.
law, as the basis for rules in the NAFTA countries. U.S.
rules that are stronger than the international norms would be
challenge' 'le as bariers to trade, with the final decision being
made by , arbitral panel established by the agreement. At
minium, this chapter would interfere with U.S. rule-making
procedtres, restrict review plsrceses, and expose legawe
domestic regulations to preemption.

It appears that the one are not covered by the agreement
relaies to worker rights and standards. While the txt purports,
to address, for example, consumer and the envitrment,
there is no specific provision directed to workers. Even the
listingof inrmsioal standards omits the lntermaonal Labor
Organization as a recognized standard-settng body. The
LAC is concerned that this chapter would restrict the api-
cation of the worker rights section ofSection 301 of the Trade
Act of 1988 and underscores the refusal of the Administration
to address the problems of worker rights and standards.

Government Procurement
This chapter ops federal gove nment procurenmeni over

certain specified dollar thresholds, to suppliers from other
NAFTA country. For the first time, it includes the provision
of services as well as goods, and commits the parties to seek
to extend coverage to state and provincial governments.

Tle LAC believes that these provisions are disadvanta-
geous to the United States. The United States has opened up
farnor procurement opportunities than have the other parties
to the agreement, and the status of Mexican parastatal futis
has not been effectively addressed

The consumer powerofgovernment isa powerful domestic
tool that should not be given away in exchange for the vague
hopes of expanded trade opportunities U.S. govemmnents.
at all levels, have a long history of legislating their consumer
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power into laws that aid in economic dcvelopmeni Since
1933. federal government purchases have been regulated by
the Buy America Act Buy America was put into effect
because it makes good sense that government spending of
tax dollars should be used to stimulate the U.S. economy and
to promote U.S. employment. Buy Amernca says that federal
government outlays will be used to purchase US.-made prod-
ucts provided they are adequate quality and available at
reasonable cost. Stale and local governments have been even
more active with Buy America and Buy Local laws. Thirty-
five states have some form of preference codes or Buy
Anreica/Buy Local legislation.

The draft agreement would nullify the Federal Buy Amer.
ica Act, and threaten the existence of state statues. The
addition of services to coverage has far-reaching implications
that must be carefully explored by the Congress The LAC
beheves that this chapter must be renegotiated

Telecommunications
The proposed text appears to preempt the regulatory au-

thotity of the sites, as conferred in the Communications Act
of 1934, as amended. Section 2(b) of Uha Act specifically
reserves certain powers to the states. In addition. Section 410
of the Act captioned "Use of Joint Boards--Cooperation
With state Commissions," establishes the framework by
which the Federal Communications Commission (FCC) and
the States' regulatory bodies are to cooperate so resolve prob-
lems arising from the shred federal-state jurisdiction over
common carrier telecommunicaLons matters.

The FCC was established in 1934 as an arm of the Congress.
to carry out certain aspects of regulation of interstate and
foreign commerce. This chapter imposes Executive Branch
powers over the FCC, and is entirely silent as to the exclusive
powers of the Congress.

The LAC believes that this section should be renegotiated
so clarify federal-state regulatory questions as well as Con-
gressional-Executive Branch jurisdictional issues. In
adcdion, the following concerns must be addressed:

" The role of the Network Reliability Council established
by FCC must be maintaire

" While Article 1305 would appear to proscribe numerous
forms of anti-competitive behavior, including cross-sub-
sidization. Article 1302 appears to allow that practice
and contradicts more than 20 years of FCC policies
designed to eliminate cross-subsidizauion.

" Article 1304 covering standards related measures should
be amended to ensure workers' safety as well as users'
safety.

" The chapter should be recast to ensure that each party
is allowed to require tariff filings for service providers.

* As with oiler parts of the agreement, any program for
harmonization of standards, must include worker repre-
sentatives and not result in a lowerng of U.S. standards.

Intellectual Property
For those sectors covered, this chapter provides strong

protection for the holders of parents and copyrights, including
rqsurcmens for the domestic prosecution of violators, as
well as the right to stop goods in violation of the agreement
at the border. These measures stand in sharp contrast to
complete absence of provisions protecting labor rights and
standards

Nevertheless, despite overall discipline provided by this
chapter, the proectmoflegiamate intellectual property rights
for large numbers of workers in the entertainment and mass
media sectors has Dot begs achieved.

According to Article 1706, paragraph I of the Intellectual
Property section. producers, but not performers, are accorded
"national treatn t" with respect to rights over "secondary
uses" of sound recordings. If the purpose of this provision
is to reflect U.S. law, it does not: neither performers or
producers currently have any protetion under U.S. law
against the secondary use of sound recordings If the purpo
of this provision is to give a right to producers and not to
performers, then we srngly protest Performers would be
robbed of revenue to which they are entitled, and wtich, for
them, is the equivalent of the wages other workers earn.

The LAC strongly objects to provisions of the arement.
by which Canada claims a culturall exemption," which would
apply to FIrm'video recordings, music and audio recordings
and radio, televisim and cable services. For example, the
Canadi.s have enacted laws which establish a broadcast
quota, thus denying American workers in the entertainment
and mass media industres revenues which would be theirs.
but for dsscrinmnatory treatment. Not only are workers af-
fected by this. but also the U.S. economy. The copyright
industries, which include motion pictures and sound record-

ings. contribute significantly to the U.S. economy.
in addition to the immediate economic harm resulting from

the Canadian "cultural exempfion." this exemption will be
used as a precedent in the Uruguay Round negotations on
intellectual property (TRIPS) for the formulation of similar
exclusions If the United Stairs agrees to the "cultural ex-
emption" in NAFTA. it will undenne its position on the
princ ple of national treatment in the GAiT TRIPS negotia-
tions.

Finally. the LAC is very concerned that provisions in this
chapter relating to trade secrets may have the effect of weak-
esing or preventing improvements in 'right to know" laws
and regulations concerning haa rdous goods and materials.

Agriculture
The draft agreement not only poses serious problems for

this country's farmers, but could also impact negatively on
thousands of workers i the domestic food processing indus-
try. The LAC is concerned that, by exemping Mexico from
the Meat Import Act and eliminating tariffs on feeder cattle,
the agreement will encourage livestock packing plants to
move their operatons south of the border to take advantage
of low wages and lower safety and sartaton standards. Such
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moves have alirady occurred for vegetable processing, which
will no dobt accelerate with the elimination of tariffs on
fruits and vegetables.

The eliination o Section 22 protection for sugar, peanuts.
cotton, and daisy products will also be harmful to domes
production. Absent strict enforcement of rules of origin re-
quiremenls. imports from thrd countries will also grow.

The committe is particularly concerned that the sugar
section of the agreeumt giants Mexico unliited access to
the US. m.gr market after a six-year transition period, if
Mexico adHeM a tUSA net Dexporer" sAtS for two con-
secutive years. This status can easily be obtained by
encouraging domestic use of orntweeteers a opposed to
sugar.

While the agreement aliates some of our fears that
Mexico would import cheap European Lnd Cuban sugar and
export domestically produced sugar to the United States, by
only allowing domestically produced "exportable sugar sur-
plus" to be shipped b the United States, it does phase out the
U.S. 'Secton 22" limits on imports of refined sugar and sugar
containin$ pro kxis over 10 years.

We could expect a flood of cheap Mexican sugar into the
United Sttes if the NAFTA is rte in its present forn
The effects of the nigar provision would depress U.S. suga
prices and prevent the cost-free operation of the U.S. sugar
program. The imports could replace a significant portion of
US. production and case massive job dislocation in this
important indwoty.

Finally, the LAC believes that the draft agreement will
unduly limit the ability of the United Stales to use domestic
programs as tools to foster the farm and rural economy.

Sanitary and Phytosanitary Measures
This section of the agreement imposes disciplines on the

developret, adoption, and enfortzment of measures taken
for the protection o honum, animal, or plant life from risks
arising from animal or plant pests or diseases, food ditivds,
or contaminants. It promotes the harmonization of regulations
between the parte at the local, state and national level.

The ten empowers, as acceptable standards, international
ruls that in many cases ar weaker than U.S. law and regu-
lation. For example, the internaional food safety standard
listed is Codex Alinaius, which allows residesof banned
substances, suh as DDT, on food. U.S. standards stronger
than the international norm would be challengeabe as barrers
to trade and would be subject to binding arbitration by a panel
established by the NAFTA Trade Commiion

The LACbelives that, at minimum. the agreementexposes
legitimate domestic hathh and environmental policy d csions
to preemption. Further, it will restrict the abibity of the Uruted
States, at all levels of government, to enact strong standards
to protect public heat.

Energy
This chapter apples to goverrmental measures relating to

crude oil, gas, refined products, basic petro chemicals, coal,

elctriity and nuclear energy. Becase the Mexcan Con-surtion reserve the control of od md related products to the
Mexican state, Mexico. as a practical matter, is exempted
from the obligations of the agreement Mexico retains the
right to control imports, exports, and investment in this sector,
while the United States would be prohibited from taking
similar stps in the future, even if circumstances warrant such
action.

The inequitable and non-reciprocal structure of this chapter
underscores the fact that the NAFTA does not establish free
trade, bt rather, establishes a differem kind of trade arrange-
ment, that is simply disadvantageous to the United States.
There is little logic or value in adopting an agreement where
the oblatons are so one-sided

Investment
The central objective of the NAFTA is providing security

for pnvate investment and reducing the role of government
in regulating ordirecting that investment topromote the public
interest While the general obligaions of the chapter are
comprehensive, exemptions to those obligations taken by the
peaties a lengthy. non-reciprocal, and extremely disadvan-
tageous to the United States. Oblgations undertaken at the
federal level will be extended to the states within two year,
thereby limiting those government's ability to supervise and
regulate investmet.

For covered measures, protections for investors appear
strong, The draft guarantees the repatriation of profits, div-
klends, capital gains, etc. It assures for the converibility of
currency ai market rates. It guards against the expropnasion
of property and guarantees prompt compersation It allows
for the collecton of busess informaton for statistical pur-
poses but insures that specific information will be kept
confidential if disclosure would "'prejudice the investor's or
the investment's competitive position." Thes and many
other protections for invcstors ar enforced by a detailed
supranational dispute settlement mechanism that provides for
binding arbitration. Ths mechausm goes far beyond normal
practice aid underscores the principal theme of the agreement
-- ptection for financial inerests

This stands in sharp contest to sections in the chapter
relating to environmental protection. There, provisions of
the draft are feeble, establishing no standards or enforcement
mechanisms. The agreement merely stat that it iss "mp-
propiate" to enicou-age investment by relaxing health, safety
or environmental measures, and that the parties "'should not"
do so to attract investment. It goes on to state that if such
actioms take place, coniltations are provided. Presumably.
consultations could take place without an agreement ad,
according to the Administraton have been going on for some
time. The environmental section merely affirms the dismal
status quo an is without substance

Except fora few sectors, such as basic telecommunications,
mantime services and ill-defined social services, parties may
not maintain measures inconsistent with the agrtenent unless
they are specifically lsed, Ad for those that are listed, the



measures may ( be made more restricti e, and if Liberahlzed
may not subseqeN ty be made more restisctive Here, the
agreement allows Mexico and Canada to regulate large
amounts of foreign investment in their national interest while
prohibiting similar actions on the part of the United States.
Differences in treatment include the following:

" Canada can screen Lhe direct acquisition of business
asses over $5 million and the indiret acquisition of
over $W million forin vestents in uranium, oil and gas,
financial series, transportaton and culture. For all
other investments, the treshold is $150 mil and $00
million respectively. The United States would be pro-
hibited from adopting a similar screwing mechanism.

" Despite its prohbidon in the genral obligabions Canada
can condition investment on the transfer of technology,
production passes, or other proprietary knowledge.
It can also consider in its screening process, an
investment's effect on employment, exports, and com-
petito with other Canadian industries, among other
things. The United States would be prohibited from
adopting such requirements.

• Canadian performance requirements under the auto pact
are cor tiued The United States would be prohibited
from adopting such requirements.

" Canadian cultural industries ae exempt from coverage.

" Mexico can screen investments over $25 million, with
the threshold increasing to $150 milbon after 10 years.
The United States is prohieued from such action

* Perfornance requ regents zn the Mexwan auto decree
can conimue for 10 years.

" Restnctions on ses in Mexico by Maquiladora plants
ar continued fo eight years, thereby requiring a certain
level of exports.

" The agreemeu maintains for sven years, export require-
ments for firms in Mexico opmaing under the "ALTEX
Decre.

" The agreement maintains for eight yea-s export require.
menL for firms in Mexico operating uner the IrfIFEX

" Mexico excludes totally from coverage oil and basic
petrochemicals, satellite communiamtons. and railroads.

The LAC believes the noo-recirocal nature of the com-
mitments is, by itself, sufficient reason to require
renegotiation It is foohsh as best fx the United States to tie
its hands in this manner %ien future cimusancts may
require increased supervision and regulation of investment.

Finauy, the LAC believes the absence of any reference Lo
labor nghts and standards denonstrates the total lack of
concern for workers. ViolMions of thee rights or standards
by international investors are subject to no limitation or chan-
nels of appeal. Addressing this isse, must be a central goal
in a renegotiate agreement

2A 7
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PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

(September 8. 1992]
Mr. Chairman, I am pleased that you are holding this hearing today on the vitally

important is sue of expanding trade with our neighbor to the South. And I also want
to commend Ambassador HiIs for her persistence during the NAFTA negotiations
and her continued perserverence at the arduous GATT talks.

Even though the negotiations are completed, I understand that the negotiators
must still work out hundreds of detailed pages of specific text. That will take sev-
eral months.

I have always been inclined to support opening world trading markets because I
believe free trade will enhance the economy and lives of the people of Minnesota
and America. However, before I determine how I will vote on e agreement, I will
have to review the hundreds of pages of text that comprise the agreement.

Mr. Chairman, open world markets are vital to the economy of Minnesota. With
17 percent of our manufacturing jobs linked to exports, Minnesota ranks ninth
among the states in manufacturing employment linked to exports. Export trade is
worth more than $8 billion to our state's economy-more than 18 percent of Min-
nesota's production. In addition, import trade plays a vital role in our State econ-
omy. In 1990, import and export activities just in the Port of Duluth-Superior sup-
ported nearly 3,000 Minnesota jobs.

I was an early supporter of the free trade agreement we negotiated with Canada
several years ago. But I had, and still have, some reservations about a similar eco-
nomic integration with our neighbor to the south, Mexico because of the huge dis-
parity between our economies.

In wages, in environmental enforcement, in labor conditions, Mexico is decades
behind the United States. Like many of its Third World neighbors in the hemi-
sphere, Mexico has been struggling under the weight of more than $100 billion in
commercial debt while trying to cope with an exploding population and environ-
mental degradation.

But as we have learned from the economic transformation in the Pacific Rim, it
is only in raising economic productivity and economic wealth that a nation can re-
duce its social and environmental degradation. And improved economic conditions
in Mexico hold the promise of new export opportunities for all types of American
products and services.

If recent history is a guide, NAFTA could benefit the people of the United States,
Canada and Mexico. Since Mexico embarked on its economic reform program in the
mid-1980s, U.S. exports to Mexico have jumped by nearly 130 percent, from $12.4
billion to $28.4 billion.

And while the United States has reduced its trade deficit with Mexico from $4.9
billion to $1.8, if you exclude trade in petroleum products, our trade balance moved
from a deficit of $1.5 billion in 1986 to a surplus of $2.7 billion in 1990.

Minnesota businesses and farmers have also benefited from the expansion of
trade with Mexico. In just two years, from 1987 to 1989, Minnesota's share of ex-
ports to Mexico went up 80 percent-from $90 million to $163 million. Mexico is
now the State's ninth largest export market.

Between 1987 and 1989, Minnesota exports of livestock jumped 700 percent-from
less than $60,000 to $4.2 million. Our state exported $24 million worth of agri-
culture products; processed food product exports tripled from $10.6 million to more
than $31 million. And sales of computer and industrial machinery jumped nearly
90 percent to $75 million.

This agreement could also give a big boost to the Minnesota farm economy. Our
33,00 soybean farms currently export 50 percent of their soybeans throughout the
world. Mexico could become a tremendously important market for our soybean grow-
ers and for our corn growers because of Mexico's proximity to the U.S. Shipping
costs are so much lower for U.S. farmers than for competitors in Europe and Aus-
tralia that if we could open up and expand the economy of Mexico, and the rest of
Latin America, we could gain an overwhelming share of their market.

As I indicated earlier, I cannot make a final determination about this agreement.
until I see the actual text of the agreement. My concerns focus specifically on what
the negotiators have agreed to in the area of environmental standards in Mexico
and working conditions in factories.

Moreover, I have yet to receive a satisfactory response to my July 1, letter to
Mexican President Carlos Salinas concerning recent changes in Mexican import in-
spection rules on frozen beef, pork, lamb, and poultry. These changes constitute sig-
nificant non-tariff trade barriers that will hurt Minnesota farmers and food proc-
essors.
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I am referring to two barriers created by Mexico. First, on June 29, the Mexican
government began performing organoleptic tests (sight, touch, and smell) on US fro-
zen boxed beef intended for processing in Mexico. These tests are currently per-
formed on all US meat products by the US Department of Agriculture's Food Safety
and Inspection Service (USDA-FSIS).

Stopping US trucks for up to 24 in order to conduct such unnecessary inspections
imposes prohibitive labor and cold storage costs for Minnesota and other U.S. ex-
porters.

Second, there have been reports that the Mexican government may require U.S.
meat and poultry products entering Mexico to come from pre-approved plants. The
European Community has attempted to institute a similar non-tariff trade barrier.

I believe these actions violate the spirit of open trade between Mexico and the
United States and must end before this agreement is ratified by the United States
Senate.

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

[September 30, 1992]
Thank you, Mr. Chairman. I would first like to thank Deputy Secretary Veneman

for being here today. Ann is one of the experts on international agriculture trade
and is a dedicated public servant. Before assuming the number two position at the
Agriculture Department she served as Under Secretary for International Affairs and
Commodity Programs and as Associate Administrator of the Foreign Agricultural
Service. I am glad that the United States has had her on our team.

Ann was supposed to attend the Minnesota State Fair with me in early Septem-
ber. The President requested that she remain in Washington, which was too bad,
because she would have been able to hear first hand what Minnesota farmers are
thinking and worrying about when it comes to the North American Free Trade
Agreement. I was fortunate to discuss the NAFTA with these farmers and am glad
that we have the opportunity today to discuss their concerns with Deputy Secretary
Veneman.

First I want to express my general support for the NAFTA. Though there are still
many concerns about the details-particularly with sugar--it is important to realize
that a successful NAFTA will be beneficial to American agriculture. To borrow from
Sidney Weintraub, an economist at the University of Texas, "When the Latins sell
to us, they buy even more back. When the Asians sell to us, they buy from Japan.
And when the Europeans buy fror- us, they buy from each other. Latin America is
our best opportunity."

The United States needs markets for its products, and the NAFTA will expand
our market access. American producers are held back because they have the capac-
ity to produce more but do not have the market access to expand. This is especially
true in America's agriculture sector 'here technology continues to increase our abil-
ity to produce.

Mexico is Minnesota's seventh largest export market. 179X of Minnesota's exports
to Mexico are agriculture and food products. The food and agriculture industry is
Minnesota's largest exporter, exporting over $12 billion of products; and making up
22% of the state's economic base when measured by export sales. Furthermore,
when Minnesota's agriculture and food producers grow, Minnesota producers of farm
inputs grows and more jobs are created. An example of this sort of linkage on the
farm level is the use of Minnesota-grown hay andcorn for feed by the Minnesota
dairy and livestock producers. Food processors in Minnesota also purchase more
than 40% of the state's farm output for value-added products. In total terms, the
food and agriculture industry's use of inputs produced within Minnesota is almost
twice as large as that of the next largest user, high-tech manufacturing. Food and
agriculture has stronger ties to the rest of the State's-economy than any other major
industry.

A fair NAF TA agreement would significantly increase Minnesota's productivity
and bring prosperity into the hard-hit rural areas of Greater Minnesota-the area
of the state that does not include the Twin Cities. Of the 162 thousand food and
agricultural workers, 73 thousand are directly/involved in the production of export
products. The revenue earned by food-and agricultural exports oirculates through
Minnesota's local sector, via labor earni gs/ and purchases of Minnesota-produced
inputs, creating an estimated 257 tho\i nCobs.

The western half of Minnesota depA .o food and agrki4ture ior -almost half
of its employment, both for all jobs a dir ,ay related to exports. Overall, one
out of three jobs in Greater Minnesota i7 connected in some way to food and agri-
culture production. ,
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It is clear from these statistics that it is of absolute importance to me that we
get a fair deal for NAFTA in order for Minnesota's food and agriculture industries
to grow and prosper. I would also like to stress the importance of the NAFTA in
relation to the GATT. The Uruguay Round of the GA4 has failed. The inability
of the EC to make meaningful reforms in its Common Agriculture Policy (CAP) has
kept the talks at a standstill for more than a year. Though there was hope for a
breakthrough in the talks at the beginning of the summer; the refusal of the EC
to reform their oilseeds subsidies in the face of a $1 billion US retaliation reveals
politically unable they are to open their markets.

PREPARED STATEMENT OF RUSSELL E. GINN

I am Russell Ginls Chairman and CEO of Tom Wheatley Valve Company of 4ous-
ton, Texas. My statement today is offered on behalf of the 205 member corn anies
of the Petroleum Equipment Suppliers Association. Founded in 1933, PESA rep-
resents U.S.-based equipment manufacturers, service and supply companies which
make up the oilfield service industry. I serve the Association as Treasurer, as a
member of the Executive Committee, and as a Director. I appreciate the invitation
from Senator Bentsen and the members of the Senate Finance Committee to com-
ment on the effects of the proposed North American Free Trade Agreement on our
industry.

We see NAFTA as an opportunity for the U.S. service and supply sector because
it will facilitate exports to the important Mexican market, allowing our member
companies to retain jobs and technological leadership at home. While it cannot be
described as a true 'free trade" agreement providing equitable national treatment
at the beginning of implementation, we believe that it will improve our position over
the status quo regarding access to the Mexican market and tariffs on exports from
the United States to Mexico. Although we are disappointed at the length of time
(as much as ten years) for the phaseout of set-asides and tariffs, we feel it of vitalimportance to our industry to support NAFTA.

My com pany is a valve manufacturer and we compete for market share in an
ever-shrinking oil and gas industry in the U.S. Many people believe that companies
in the oil and gas industry are all large, multinational corporations employing work-
ers around the world. My company is a more typical example of an oilfield supplier:
we employ about 90 people in a single facility. In ail, PESA member companies have
operations in 39 states and the District of Columbia.

This past decade has seen a massive shakeup in the oil service sector. Of the 149
public companies operating in 1981, 77 are no longer publicly traded today. Half of
them disappeared through mergers; the rest went out of business. Over that same
period, more than half of the 900,000 Americans employed in the U.S. oil and gas
extraction industry have lost their jobs. Today, equipment service companies and
drilling contractors provide about 200,000 jobs in the United States, down 23,000
this year alone (Source: Bureau of Labor Statistics).

Five years ago, the domestic oil and gas industry accounted for about 65% of our
member companies' total sales. Today, the reverse is true-export sales account for
nearly 70% of total revenues. It is clear that without sales to the international mar-
ketplace, a number of these equipment manufacturers and service companies would
not long survive.

As drilling activity has shifted to overseas operations, many of the products and
services that were once produced in the United States for worldwide use are increas-
ingly being sourced from international locations. This has resulted in the industry's
unprecedented job loss at home, the increasingly burdensome trade deficit, a signifi-
cant loss of capital investment within the United States, and the potential that
America will lose its once dominant position of technology leadership.

The health and stability of the U.S. oilfield service industry translates into the
ability of the world's energy producers to continue their search for oil and gas. An
important part of that process is the elimination of trade barriers, to provide a level
playing field for all suppliers in a given market. The North American Free Trade
Agreement offers us an opportunity to significantly increase our presence in the im-
portant Mexican market.

Mexico offers strong long-term business prospects to the service and supply sector
that can help to compensate for declining U.S. drilling activity. Its estimated proved
reserves of oil are nearly twice those of the United Stateu., rnd its natural gas re-
serves about two-fifths those of the U.S. PEMEX, the state-owned oil company, esti-
mates that only one-fifth of the country's hydrocarbon potential has been explored.
During the mid-to-late 1980's, declining oil prices led to a cash shortage and the
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country underinvested in its exploration and production programs. As a result, pro-
duction has remained flat in spite of increasing internal and external demand.

In 1990, the latest year for which we have data, Mexican expenditures for explo-
ration and production equipment, the core business for PESA member companies,
were estimated at $560 million (Source: Spears & Associates). A survey of our mem-
bership indicates that the U.S. provided approximately one-sixth of that total, or
$93 million in goods and services.

Mexico is now undertaking a National Energy Modernization Program to ensure
that oil production meets a projected annual increase in internal demand of 5%,
while maintaining a constant level of exports. This translates into a minimum $20
billion in new investments over the next five years, much of which will be for prod-
ucts and services which could be provided by the U.S. service and supply sector.

For example, in the Bay of Campeche PEMEX plans to drill 113 wells and install
9 platforms. This project may expand to as much as $6 billion over the next 5-6
years. As you can see, the potential for increased business opportunities for U.S.
companies could be very significant if we can obtain improved access to that market.

PEMEX has been the sole operator in Mexico since the domestic oil industry was
nationalized in 1938. It functions as a fully integrated company, engaged in explo-
ration, production, transportation, refining, and petrochemical operations. PEMEX
has long shown a procurement preference for Mexican suppliers and contractors. A
few U.S. service and supply companies have established manufacturing capability
within Mexico in order to do business there, but the vast majority of the service and
supply companies face tariff and non-tariff obstacles when they try to serve the
Mexican market from their U.S.-based operations.

Sometimes PEMEX must seek out foreign suppliers for products and services.
Much of the technology PEMEX will need to meet its production target under the
modernization program, such as horizontal drilling and 3-D seismic capability, is
not available from Mexican companies.

Currently, the Mexican government charges a tariff of up to 20% on imported oil-
field equipment; but other duties and taxes can increase this effective amount to as
high as 33%. As a result, foreign suppliers are under a significant price penalty and
often find themselves non-competitive with Mexican suppliers.

NAFTA will make significant improvements in the abili'tv of U.S.-based companies
to compete in the Mexican market for oilfield products a..i services by eliminating
these barriers over a period of up to ten years.

The Government Procurement chapter of NAFTA, under which purchases by
PEMEX and the state-owned electric utility CFE will fall, provides formal access to
the Mexican market for the first time to oilfield service companies from the U.S.
and Canada. Throughout the negotiations, the Mexicans had insisted upon exclusion
of parts of that market from the agreement, reserving them for Mexican companies.
The eventual negotiated settlement limits access to 50% at the beginning of imple-
ment ition. This will be phased out over a period of 10 years. Even though we would
have preferred to see the phaseout period significantly shorter-three to five years-
we believe we will find ourselves in an improved position over the status quo. The
agreement also provides for improved bid transparency and for bid challenge proce-
dures.

Additionally, NAFTA guarantees access for onsite procurement by PEMEX, and
ensures opportunities for even those contracts under the threshold level by aggre-
gating like purchases; this will greatly facilitate access to the Mexican market for
our supply store members. It also allows outside contracting for turnkey or major
integrated projects; although unfortunately it includes a local content prerogative of
40% for labor-intensive projects and 25% for capital-intensive projects.

U.S. petrochemical companies will also benefit from the provisions of the Energy
and Basic Petrochemicals chapter, which provides substantially increased access to
the Mexican market.

The chapter on Market Access improves our current position regarding tariffs on
exports from the United States into Mexico, although again it will take longer to
implement than we had hoped for. Most oilfield products currently fall into the
highest rate category of 20%. Those tariffs will be reduced to 16% the first year of
implementation and phased out in eight years. Products which fall into other rate
categories will see their tariffs reduced over periods of five or ten years. Again the
immediate benefit will be limited, but parity will be achieved at the end of ten
years.

In summary, the U.S. oil service companies see Mexico as a strong, long-term po-
tential market because of its large oil reserves. We are confident of our competitive
edge over Mexican companies due to management methods, quality of goods and
services, and technological expertise. The North American Free Trade Agreement
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will make an important contribution to our ability to participate in that market by
removing trade barriers.

I could not close my remarks without acknowledging the efforts and cooperation
of the U.S. negotiating teams for the chapters on Government Procurement and
Market Access, with whom our Association has worked over the past several
months. PESA's leadership would like to express its sincere appreciation for their
dedication and hard work.

Thank you very much for this opportunity to comment on the North American
Free Trade Agreement. We urge its approval by Congress.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

[September 22, 19921
Thank you Mr. Chairman. I am delighted that we are continuing this series of

hearings on the north American free trade agreement.
Regrettably, I will not be able to stay for the entire hearing since I will have to

leave shortly to attend another hearing on POW/MIA's. However I do want to ex-
press my appreciation to both Mr. Robinson and Mr. Donahue not only for their par-
ticipation in this morning's hearing, but also for their participation as chairman of
the Advisory Committee for Trade Policy and Negotiations, and the Labor Advisory
Committee of the NAFTA. While I may not be able to ask questions of each of them,
I want to assure them that each of their testimony's will be thoroughly reviewed
by r y office.

Mr. Chairman, we are at a crossroads in this body as to whether or not we can
meet the challenge of an expanding global economy, acceleration of technological
changes in the world market, and a sufficiently trained workforce to effectively com-
pete with the changes taking place. A well trained workforce, availability of capital,
and a strong development of commercially oriented technologies remain important
determinants of America's competitiveness in the future.

The 1890's and beyond will be years in which we must be prepared for the shifts
in a global economy. These shifts will require each of us to have a vision that clearly
reflects the realities of a changing world.

While a f-ee trade agreement with our neighbors to the north and south will bring
extensive economic benefits to people living in each of our respective countries, we
must also make sure that we not only protect American jobs, but the health, safety,
and environmental standards to the citizenry of each of the respective countries in-
volved in this agreement.

Mr. Chairman, I look forward to the testimony of our witnesses this morning and
before leaving for my next hearing I want to thank you for your leadership on this
subject, which as you know, is so vital to the economic well being of this great na-
tion of ours.

PREPARED STATEMENT OF CHARLES E. GRASSLEY

(September 30, 1992]

Thank you Mr. Chairman: I am pleased that we are having this hearing this
Irmorning. While we have had a series of hearings of great importance to the FTA,
th.. hearing on agriculture this morning holds particular significance for me.

Ak a Senator from Iowa, I am of course interested in how the NAFTA will impact
the agricultural products of my state. From what I have been able to learn from
the various agricultural groups, the text of the agreement and editorials in Iowa's
newspapers it would appear that the agreement holds out a positive first step for
our producers.

If this agreement can eliminate tariffs, quotas and other barriers to trade in Mex-
ico, I am hopeful it will provide farmers access to 92 million Mexican consumers for
their products. Iowa's exports to Mexico in 1991 were led by food products ($36.6
million dollars) and industrial machinery and computers (23.1 million dollars.) To-
gether these industries accounted for 55% of the states's 1991 exports to Mexico. As
a result, Mexico in 1991 ranked seventh among Iowa's 143 export markets.

Protecting the health and viability of American farmers remains a high priority
with me. I am concerned with not only the affects of NAFTA on agriculture, but
also with the impact from a GATT agreement. As I have said in the past, "no agree-
ment is better than a bad agreement." In the case of the NAFTA I feel comfortable
in stating that, at first blush, it would appear that it would be beneficial to farmers
in my State. I'm not as confident at this time with the GATT.

If I may Mr. Chairman, I would just like to share with the committee a few of
the comments I received from some of Iowa's farm leaders:
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" the farm bureau said, it's a good trade agreement; it will expand our markets.
I know some people are downplaying it, and I think most of it is because of poli-
tics.

* the corn growers have recently endorsed the agreement and said earlier that,
"the tiade pact is still likely to be an improvement for U.S. growers because the
barriers that limit exports going to Mexico would be less arbitrary and ship-
ments would be more predictable than under the current system."

" an editorial in the Des Moines Register stated the following; "in Europe, the
treaty that established the common market there is 35 years old, and it is still
being refined. Economic union is a long and not always smooth process. But is
there any doubt that the nations of Western Europe are vastly better off today
thin they would have been if their postwar leader's hadn't had the vision to
forge a common destiny? So it is with the North American Free Trade Agree-
ment now. The treaty must not be evaluated solely for its short term implica-
tions. It must be seen as an instrument for building a shared destiny for all
the nations of North America into the next century.

Mr. Chairman, while these are but a few comments from my fellow Iowan's, I be-
lieve they clearly reflect the perceptions of a positive first step, not only for an ex-
port market for Iowa's products, but for the Nation as a whole. I eagerly await the
testimony of our witnesses this morning and I look forward to the answers to the
questions I have prepared.

Thank you Mr. Chairman.

PREPARED STATEMENT OF BILL GREEHEY

Mr. Chairman and Members of the Committee: My name is Bill Greehey. I am
Chief Executive Officer of Valero Energy Corporation which is headquartered in San
Antonio, Texas. We have, as our primary asset, a specialized refinery located in Cor-
pus Christi. The refinery upgrades high-sulfur residual oil into premium products
such as unleaded gasoline. We are also in the process of constructing a $230 million
project to upgrade butane into MTBE. The project is to be placed in service in early-
1993. MTBE is a clean-burning, low-vapor pressure, high-octane gasoline blendstock
which is a key ingredient of the reformulated gasoline mandated by the Clean Air
Act.

We at Valero also own 49-percent of Valero Natural Gas Partners, L.P. which
owns and operates 7,200 miles of natural gas pipelines throughout Texas. The part-
nership is also one of the nation's largest producers and marketers of natural gas
liquids ('NGLs") operating numerous natural gas processing plants and related frac-
tionation facilities which separate the NGLs produced at the plants.

I appreciate the opportunity offered by the Committee to present our views in
support of the adoption of the North America Free Trade Agreement (the "NAFTA").
With our facilities located near the Mexican border and as a long-time trading part-
ner with Mexico, Valero has a strong interest in promoting U.S.-Mexican economic
cooperation.

Our company is proud of its long -elationship with Mexico. Valero began selling
natural gas to Mexico back in the 1940's. It has also been selling gasoline to the
Mexican market. We have recently expanded our relationship by completing a 400
MMcfd pipeline connection across the border from McAllen, Texas which ties into
the Petroleos Mexicanos, or PEMEX system at Reynosa, Mexico. This interconnect
began flowing gas on August 1st of this year and these additional supplies of natu-
ralgas from the U.S. are helping to furnish Mexico's growing need for clean-burning
fuels. While the Mexican imports of natural gas are still at low levels, they are
growing rapidly and could be far in excess of one billion cubic feet a day within a
few years. Indeed the increased economic activity generated in Mexico by NAFTA
will virtually assure this type of increase in demand, thereby creating significant
increases in opportunity and jobs throughout the oil patch in the U.S.

Turning to direct investment opportunities in Mexico itself, on September 2nd I
participated in a signing ceremony in Mexico City, where we committed to our first
major investment in Mexico. It is a joint venture in which we will have a 35% inter-
est which ultimately cah be increased to 51%. Our principal partners are Mexican
corporations which will initially own 55% of the project. Based upon the experience
we have gained from our MTBE plant construction in Texas, we were selected as

articipants in a joint venture to construct a world-scale, 13,000 barrels per day
MTBE plant in Mexico. Under the agreement the government of Mexico will have
no ownership interest in the project but PEMEX will enter into a long-term contract
to purchase all, or a substantial portion, of the plant's production for the project
which will be blended into PEMEX'S gasoline to help resolve the air quality prob-
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lems in Mexico's largest cities. As a part of the arrangement PEMEX will supply
all of the butane feedstocks for the project.

The type of investments by Valero which I just described are small examples of
the new opportunities for growth and development in the energy sector that will be
offered to American companies if NAFTA is adopted. Although we were hopeful that
the text of the treaty would more fully recognize the need for free market competi-
tion among the NAFTA signatories and would remove more of the investment and
trade restrictions which are currently in place we feel that the treaty represents a
significant first step. If you balance the national interests of each country against
the opportunities, we are confident NAFTA is beneficial to all three countries.

NAFTA creates a framework for cooperation between governments in order to
pursue commercial cooperation between the public and private sector entities. In
this regard, the Mexican government has indicated a recognition of the need for the
protection of foreign investment in Mexico, the need for the reduction in monopoly

ractices, the need to enforce environmental laws and the freeing up of the cross-
border trade in energy. Again, this is a significant and dramatic evolution in their
economic history.

Thus, passage of NAFTA would facilitate the opportunities for companies such as
ours with proximity to Mexico and long-standing business relationships with that
country to participate in the growth of its energy industry and the consequent
strengthening of its economy. Although Mexico's constitution prevents foreign own-
ership of oil and gas reserves in Mexico, Mexican officials have indicated some flexi-
bility in allowing foreign business investments in downstream operations.

Environmental concerns have become a top priority for our neighbor to the South
as Mexico struggles with severe air pollution, particularly in its largest population
centers. Mexico is moving towards stricter enforcement of its environmental regula-
tions and we are willing to help them meet their environmental concerns. Within
the past year, President Salinas shut down two of Mexico's larger refineries because
of their contributions to air pollution, this at a time when unemployment is high
and the demand for refined products in Mexico is growing. While increased produc-
tion at some of that country s other refineries have been able to make up some of
the product loss from the two plants, its likely that Mexico will increase its imports
of gasoline, particularly unleaded gasoline, which will provide U.S. refiners with op-
portunities to supply Mexico from the U.S. In addition, new opportunities for the
development of downstream projects will be presented and offer attractive invest-
ment potential for the U.S. energy industry.

To cite my own company as an example, we have recently had discussions with
President Salinas as well as Chairman Rojas of PEMEX and Commerce Secretary
Serra-Puche, concerning additional projects which we are interested in pursuing in
Mexico to assist that country to maximize the benefits of their own domestic energy
production while at the same time improve their air quality. One of these proposals
would involve treating and removing hydrogen sulfide from natural gas supplies
which are currently shut in because they are too toxic. Another proposal involves
the installation of facilities to clean up high-sulfur, heavy-residual fuel oil which is
currently being burned to generate electricity but emits large amounts of pollution
in the process. These facilities would produce electricity and other light refined
products but would eliminate the emission in the atmosphere of hundreds of tons
of sulfur each day.

These are merely two examples of projects which will be open to U.S. companies
as a result of NAFTA, if we are innovative and competitive and are able to dem-
onstrate that we can help move Mexico forward in the production of energy and the
protection of the environment.

Although Valero is proceeding to take advantage of investment and trade opportu-
nities in Mexico, there are, to be sure, remaining barriers which will still exist to
restrict opportunities for growth in those sectors. As I noted earlier, certain areas
remain out of bounds for foreign investment and in other areas limits are placed
on percentage of ownership by American companies in Mexican companies, particu-
larly in refining, natural gas processing and pipeline transportation. While we hope
there will be a further liberalization of restrictions in the energy area, we are con-
vinced that adoption of NAFTA will facilitate increased investment opportunities in
these areas and provide a critical first step to broader market access.

Adoption of the NAFTA will provide American companies in the energy industry,
such as Valero with significant investment opportunities in the Mexican energy sec-
tor. It will benefit American workers in our domestic facilities by providing more
jobs and will, at the same time, benefit Mexico by helping build its economy and
assisting it in dealing with its energy and environmental problems.

No doubt we would have preferred even fewer barriers to cross-border trans-
actions and investments in the energy area. However, when the countries' disparate
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political and economic interests are put into perspective the framework of NAFTA,
on balance, creates tremendous economic opportunities that almost make rejection
of the Treaty unthinkable.

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

[September 8, 19921

Mr. Chairman, I want to join with my Committee colleagues on both sides of the
aisle in welcoming Ambassador Hills to our meeting. I think it fair to say that none
here fails to acknowledge your dedicated public service and landmark accomplish-
ment in bringing the NAFTA to the draft stage. -

I want to go even further: you have opened the Mexican market in a way that
will be deen twenty years from now as visionary. You will have verified those trade
theories that insist capital intensive and labor intensive economies have a natural
synergism in a trade communion. And you will have shown that economic coopera-
tion lifts all boats toward ever-greater prosperity.

There remains much work to be done, Mr. Chairman. I think it's our responsibil-
ity in the Congress to sustain the credibility of our negotiators by approving the
draft and the necessary implementing legislation. I want to remind my colleagues
that this agreement has many of the mechanical features of our own constitution
in the sense that it is a flexible, living document that will allow the three signato-
ries' economic systems to evolve in an orderly, mutually beneficial way.

At the same time, I recognize the many concerns that some segments of our soci-
ety have with the draft, they need to be addressed by Congress, to be sure, and I
will comment on them in the balance of my remarks, which I request be submitted
,or the record, Mr. Chairman.

Mr. Chairman, there are two categories of implementing problems that we need
to monitor very closely. The first is the mechanics of implementation; the second is
the need to assure that the business practices of all parties are rooted in high stand-
ards with enforced compliance, where necessary.

Let me turn to the first issue: implementing the agreement's principles. Here the
burden will fall heavily on the Customs Service. More than ever, we need the Cus-
toms Modernization Act, which I recommend be separated from the current trade
bill, S. 5100. Agreement at the border is the best evidence to most shippers that
NAFTA is working. Customs will have an awesome responsibility: disputes relio u-
tion activity, rules of origin enforcement and border clearance automatio a e
among the key mechanics of this effort. Last week, in Utah, I organizes et ' ing
between the Customs Brokers Association in my state, representing nearly 1,000
companies, and high officials from the Customs Service. This session demonstrated
to me thatowithout NAFTA, and without a major automation effort by Customs, the
potential growth of trade between our three countries can only be imperiled by dis-
order, hostility and suspicion.

Shifting to my second categorical concern, business practices, I outrightly reject
the claims of agreement opponents that NAFTA was drafted in a way that lessens
high U.S. labor, health, safety, or environmental standards. Nor do I give any par-
ticular credence to claims that low labor and environmental standards in Mexico
will cause corporate runaways to that country.

The interagency effort made by this administration has addressed each of these
problems in detail.

For example, the Trade Adjustment Assistance proposals of the President offer a
five-year, $10 billion program to trade-injured workers. This is much preferable to
the recommendation of AFL-CIO leader Lane Kirkland who seeks a dedicated tax,
that is a tariff surcharge, for such programs. Business doesn't need any more taxes,
which inhibit job creation, market expansion and investment in plant and equip-
ment.

Our Labor Department, EPA and other Federal agencies have conducted joint
studies and seminars with Mexico on workplace health and safety procedures train-
ing over 900 maquiladora industry managers in new procedures, for exam pe. The
notion that U.S. corporations can enter Mexico, enjoying abysmally low lator and
environmental standards as a means to boost profits, is outdated thinking that be-
longs on the scrap heap of border problems that we are now well underway in re-
dressing.

Nor do I want to give just scant attention to the genuine concerns of American
workers who will be affected by the agreement in the short term. The Labor Depart-
ment's programmatic capacity to handle displaced workers will increase nearly ten-
fold under the Presidents plan.
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But I want to energize the thinking of this sector by pointing out some facts:
Mexican imports amount to less than one-half of one percent of U.S. GDP. Over half
of Mexico's exports to the U.S. are already eligible for tariff- or duty-free treatment,
and are therefore not even affected by NAFTA. In the past five years, since we
began serious thoughts of a free trade agreement with Mexico, U.S. exports have
gone up over 300 percent, with Mexicans now buying U.S. goods and services at a
rate of $350.00 per capita, higher than the $266 spent by the European Community
in the U.S.

Rather, the opposite effect can be anticipated. Virtually all sectors of the U.S.
economy will benefit. Most Mexican barriers and tariffs are eliminated or severely
curtailed by the agreement. We can reasonably expect more jobs in all areas, some-
thing that virtually all U.S. economists agree on. Most notably, we will see imme-
diate growth in such areas as manufactured goods, which is itself a union-intensive
activity in the United States. Other growth sectors include agriculture, financial
services, energy, and, in particular, other technology areas that Mexico needs for its
modernization program, such as computer systems and software, medical devices
and pharmaceuticals, telecommunications, and transportation equipment from U.S.
aerospace and heavy cargo road vehicle industries.

Having just returned from Utah, I can't tell you how enthusiastic the environ-
mental equipment and services industry is in my state, with market visits, trade
shows and other business planning already well underway. As well they should: this
year has seen a $650 million border environmental cleanup program put in place
by the Mexican and U.S. Governments.

Mr. Chairman, the business opportunities spawned by NAFTA are ours to lose.
And they will be lost if we don't adopt a Janus-like attitude toward the agreement:
we need to look ahead to opportunity, while bringing along those few groups of our
society who will need to be cross-trained and upgraded into the new skill Uvels of
the next century. NAFTA is both a shot-across-the-bow warning as well as a blue-
print to build an ecoioomy that' is a first step toward inevitably closer global eco-
nomic cooperation. _

Thank you, Mr. Chairman.

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

[,Sptember 10, 1992]

Mr. Chairman, I want to join the general applause for Secretary Martin's con-
tributions to the NAFTA agreement.

At the outset of these negotiations, three issues troubled Americans greatly: first,
that Mexican workers would rush into America, taking our jobs; second, that low
wage and other labor standards in Mexico would cause U.S. jobs to migrate there;
and third, among the worst of cynics, that the free trade agreement was some type
of scheme to enslave low-p aid Mexican workers. Not surprisingly, Madam Secretary,
you were in great demand during the negotiations.

Before addressing these expectations, let me add that the conduct of the negotia-
tions has few parallels in. treaty-making history where the thiee critical pillars of
government, business and labor had every opportunity to participate as full part-
ners. Not every interest was--or could be expected to entirely satisfied. Compromise
is the essence of every political agreement, and this was no different. What is dif-
ferent is the open-ended nature of settlements where substantial agreements could
not be reached. That is good policy-making, Mr. Chairman: the protagonists3 and an-
tagonists are allowed to let change evolve: we have done this in the auto provisions
in NAFTA, with agriculture, as well as in many other areas.

And as regards the legitimate concerns raised by American labor, the agreement
is a remarkable document filled with opportunities to continue to strive toward real
equality in standards between our two countries.

And, as regards those initial misgivings, they have been eminently managed.

-A free trade agreement is not a common market; free movement of labor is not
and was never intended to be a feature of our FTA with Mexico.

-From the outset, the Labor Department took the lead in negotiating across-the-
board improvements in Mexican worker safety and health, child labor and
workers' rights laws, Our planning not only created the massive threefold in-
crease in worker training and assistance programs that I know Secretary Mar-
tin will address momentarily, but also included efforts to raise the general level
of U.S. manufacturing standards and individual productivity to make us more
globally competitive. For example, the auto domestic content provisions of
NAFTA rose from 50 to 62.5 percent. This will not just create jobs, it will give
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U.S. manufacturers the opportunity to focus the higher skilled jobs in the U.S.,
thus raising our manufacturing technology standards.

-Finally, I have never understood or given any credence to claims that we were
trying to enslave Mexican workers. Bear in mind that President Salinas re-
quested an FTA. He did it to raise the prosperity of his country and along with
it the stability of the political system wherein Mexican labor has always been
a wild card.

Mr. Chairman, I know that several American labor leaders have been invited to
Mexico to meet with counterparts there. They have simply not been able to find al-
lies in the labor movement opposed to the agreement. Yet, it has been Mexican
workers who are making the sacrifices necessary to put in place the rigorous labor
and environmental standards that we have been demanding.

-It is Mexican, not American plants, that have been shut down for non-compli-
ance with new environmental Pandards.

-And, it is Mexican workers that have been getting a negotiation advantage in
seeking better wages and working conditions because of the NAFTA proposal.
As in the U.S., there are dissident quarters in Mexico that fear job losses be-
cause of automation. But they are clearly in the minority.

On our side, there has been much for labor to praise, to include the continued
growth of the 600,000 core of jobs related to our Mexican trade.

I thank the Chair and urge my colleagues on the Committee to spearhead the ap-
proval of the agreement.

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

fSeptember 30, 1992)

Mr. Chairman, I want to join in welcoming Deputy Secretary Ann M. Veneman
of the Department of Agriculture, and the distinguished panel of agricultural spe-
cialists.

I hope that this hearing today can give us a broader understanding of NAFTA
and the ways in whichrit will affect the U.S. agricultural industry as well as the
economy.

Because of its well-placed position on the continent, the United States has stood
to benefit greatly from such countries as Mexico and Canada. Some of the greater
benefits have been through agricultural exports to these two countries.

In 1990, Mexico imported almost 70 percent of its food and agricultural imports
from the United States. In 1991, Mexico was the third largest single market for U.S.
farm exports (behind Japan and Canada), with purchases over ' .8 billion. In 1992,
Mexico is predicted to purchase a record $3.4 billion in U.S. agricultural products.

Like Mexico, Canada is also a major importer of agricultural products. Canada re-
mains the second largest U.S. market for agricultural imports and the No. 1 market
for U.S. high-value exports, taking almost one-fifth of U.S. exports of these products
and nearly 10 percent of all U.S. agricultural exports in 1989.

It is therefore evident, Mr. Chairman, that we have much to gain. To be sure,
there are some legitimate concerns that will have to be address and reviewed as
the treaty unfolds over the next few years. These include the possible extension of
sugar tariffs from 15 to 20 years, and other arrangements regarding better equity
of labor, food safety and environmental conditions associated with production, so as
to assure that Mexico gets no unfair price advantage.

I, for one, fully expect that we willwork out the differences to the mutual benefit
of Mexico and the U.S. And I say this knowing that President Salinas will no longer
be in office. However, I am convinced that the seeds sown here will promise benefits
that no political successor could afford to ignore.

Until recently, the Mexico market was not conducive to American exporters. Like
many countries, Mexico tried to grow and industrialize through import substitution
rather than export promotion. Mexico imposed formidable tariff and non trade bar-
riers on imports. Since 1985, however, there has been an almost 180-degree shift
in Mexican economic policy, largely because the old policy had brought the country
to the brink of insolvency.

In 1986, Mexico joined the General Agreement on Tariffs and Trade (GATT). As
part of the agreement, Mexico agreed to a ceiling of 50 percent tariffs. More re-
cently, Mexico has cut its import licensing requirements by more than half. These
trade liberalization efforts, as well as the economic revitalization that has occurred
in the wake of President Salinas' structural reforms has resulted in a greatly ex-
panding market for industries within the United States.
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The adoption of NAFTA will ensure that the changes that have already taken
place will not be lost but will be improved upon. In the short run it immediately
eliminates Mexico's non-tariff barriers such as import licensing requirements as well
as eliminates tariffs for about half of U.S. exports immediately. It will eliminate all
other tariffs over periods of 5, 10, or 15 years. The NAFTA also protects our most
sensitive commodity sectors here in the United State by placing import-scnsitive
commodities in the longest tariff phase-out categories and by utilizing safeguards
for others.

The U.S. is in a position to greatly benefit from the NAFTA. These benefits will
come in the form of increased jobs as well as an increase in exports to Mexico. Some
of the other results will be:

A. LOCKS IN RECENT GAINS

Because of the natural comparative advantages of Mexico and the U.S., and rel-
atively strong Mexican economic performance (averaging 3.6 percent income growth
for the past 3 years). NAFTA will assure that U.S. agricultural exports to Mexico
will continue to grow.

B. ASSURES A LARGER MAR _ET

Mexico's population (86 million), is growing at 2 percent a year and is becoming
more urban. It is a significant market now for U.S. agricultural products. The agree-
ment will boost incomes in Mexico and increase demand for a greater volume and
variety of food and feed products.

C. INCREASES PRODUCTION EFFICIENCY

The NAFTA agreement will lead to gains in efficiency in both Mexico and the
United States as producers respond to greater market opportunities. U.S. agri-
culture will benefit from greater trade, higher agricultural export prices, and in-
creases in economic efficiency and productivity.

D. EXPANDS TWO-WAY TRADE

Mexico imported primarily bulk commodities prior to 1987 (mostly coarse grain
and soybeans) . But Mexico is now one of the largest and fastest growing markets
for U.S. high-value products. High-value products now account for almost 70 percent
of all U.S. agricultural sale to Mexico, up from 40 percent in 1987.

E. GRAIN, MEATS MAJOR GAINERS

Grains and meats are expected to account for the majority of the expanded value
of U.S. agricultural trade by the end of the 15-year transition period. The ultimate
elimination of tariffs under NAFTA will give a strongboost to further growth of ex-
port markets for U.S. meat. Beef trade is expected to nearly double by the end of
the transition period. U.S. poultry exports, already up sharply in recent years, are
expected to grow further as Mexico's import licensing requirements are removed and
Mexican demand expands.
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F. GAINS SEEN IN HORTICULTURE

NAFTA will boost market opportunities for a variety of U.S. horticultural prod-
ucts as a result of the lower trade barriers and income growth in Mexico. U.S. ex-

rts of fresh vegetables to Mexico during their off-season will also increase as
exican consumers demand more high-quality fresh produce. U.S. tree nut exports

to Mexico, which have doubled in recent years, will continue to expand as NAFTA
eliminates Mexico's 15-20 percent tariffs.

U.S. agricultural exports to Mexico already sup port 81,000 jobs in food processing,
transportation, packaging, and the economy at arge. the agreement will add as
many as 54,000 more jobs-two-thirds more.

The U.S. economy and agricultural sector stands to benefit greatly from the pas-
sage of NAFTA. I urge the other Senators to recognize the need for this agreement
and work to ensure its passage.

Thank you, Mr. Chairman.



-4

250

PREPARED STATEMENT OF CARLA A. HILLS

XNTRODUCTION
Thank you, Mr. Chairman, for the invitation to appear before

this committee to discuss the le idmark North American Free Trade
Agreement, or NAFTA.

When the President launched the NAFTA negotiations 14 months
ago, he promised an agreement that was in the best interest of the
American worker and farmer, consumer and exporter. He has
delivered on that promise, and more.

The agreement reached after more than a year of intense
negotiations, and close consultation with Congress and the private
sector, will mean:

* More jobs for auto workers in Michigan, Ohio, and

Pennsylvania;

* More work for the New Jersey telecommunications worker;

* More markets for the Texas petrochemical equipment maker;

* More sales for the Illinois and Iowa corn farmer;

* More opportunities for the Connecticut insurance broker;

• More business for the Montana rancher;

More protection against piracy for the Silicon Valley
software designer;

A more vigorous economy and a higher living standard for
all Americans.

This is an historic agreemen- and Americans in every state and
in every occupation can claim and share in its benefits. It is an
agreement for both blue collar and white collar workers; for
factory and office workers; and, for store clerks and farm hands.

Here is why:

This agreement makes America more globally competitive.
It links the United States to our first- and third-
largest trading partners, Canada and Mexico, to create
one of the largest, richest market in the world, with 360
million producers and consumers and $6 trillion in annual
output. NAFTA will give U.S. companies the same
competitive edge that regional trade ties give European
and Japanese firms.

This agreement will generate new, higher-paying jobs for
Americans. More than 600,000 Americans now owe their
jobs to our exports to Mexico. This number is expected
tc swell to over 1 million by 1995 with NAFTA. Over 1.5
m Ilion Americans already owe their jobs to our exports
to Canada. This agreement will not only create more
jobs, but better jobs, for we know that workers in
export-related jobs earn 17 percent more per hour than
the average American wage.

This agreement will help Mexico grow. which has a hiah
payback for Us 70 cents of each Mexican import dollar -
- and 15 cents of each additional dollar of Mexican
income -- is spent on U.S. goods and services. Economic
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growth will not only make Mexico a better customer, but
also a stronger and more stable neighbor, easing
pressures for illegal immigration. The lesson of history
is clear: if opportunities do not go to the people,
people will go to the opportunities.

This agreement will be of particular benefit to small and
medium-sized companies that are experiencing, the fastest
export growth. Unlike big companies, small and mid-sized
firms often do not have the resources to locate around
high trade barriers. With trade barriers removed, U.S.
firms need not move to Mexico to sell to Mexico.

* This agreement does more to improve the environment than
any other agreement in history. It maintains U.S.
environmental, safety, and health standards; allows us to
enact even tougher standards; and encourages our partners
to s-rengthen their standards.

" Vnally, it safeguards U.S. workers by ensuring a smooth
t 3nsition to free trade over 15 years.

Never before has a trade agreement offered such a balance of
economic growth, opportunity, worker benefits, and environmental
sensitivity. NAFTA will contribute to a higher standard of living,
and a better quality of life for Americans.

I would like this afternoon to review briefly for the
Committee the benefits free trade with Canada and Mexico will bring

to the American people.

NAFTA: LOWER BARRIERS, MORE GROWTH, BETTER JOBS.
Mr. Chairman, I do not need to tell you, a long-time proponent

of free trade, about the advantages this country can reap from more
open foreign markets -- especially markets on our borders. You
wrote in Roll Call in July that, "The United States has much to
gain from a more open and more prosperous Latin America. The
average Mexican already buys more from us than his much richer
Western European counterpart." Indeed:

Mexico is now our fastest growing major export market,
our second largest market for manufactured goods, and our
third largest market for agricultural products.

1b U.S. exports to Mexico will top $40 billion this year --
nearly four times what they were in 1986 -- yielding a
projected surplus of $6 billion to $7 billion, more than
three times higher than last year.

By tearing down Mexico's remaining barriers, NAFTA will

increase U.S. exports and jobs.

Let me highlight just some of what it will achieve:

" First. tariff elimination makes U.S. products more
competitive. Approximately 65 percent of U.S. industrial
and agricultural exports to Mexico will be eligible for
duty-free treatment either immediately or within five
years.

" Second, U.S. vehicles and Parts will enjoy greater access
to Mexico which has the fastest growing major auto market
in the world. The phase-out of tariffs, import
restrictions, and local-content requirements on motor
vehicles and parts expands opportunities for our auto
industry. U.S. autos and light trucks will enjoy greater
access to Mexico. With NAFTA, Mexican tariffs will
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immediately be removed on light trucks and cut in half on
passenger cars. Within 5 years, duties on three--quarters
of U.S. parts exports to Mexico will be eliminated.
Mexican "trade balancing" and "local content
requirements," which have effectively kept out U.S.
exports of vehicles and parts, will be entire, ly
eliminated in 10 years.

* Third, strict rules of origin restrict benefits of t!AFTA
to North American-made products, For autos, for example,
only vehicles with substantial North American parts and
labor content will benefit from tariff cuts. NAFTA will
require that autos contain 62.5 percent North American
content, considerably more than the 50 percent required
by the U.S.-Canada Free Trade Agreement, to obtain
preferential treatment. NAFTA contains tracing
requirements so that individual parts can be identified
to determine the North American content of major
components and sub-assemblies, such as engines.

IFourth. NAFTA opens Mexico's $6 billion market for
telecommunications equipment and services. For
equipment, Mexico has agreed to streamline its testing
and certification procedures and immediately eliminate
tariffs on over 80 percent of current U.S.
telecommunications exports to Mexico. It gives U.S.
providers of voice mail or packet-switched services non-
discriminatory access to t' e Mexican public telephone
network and eliminates a .1 investment restrictions by
July 1995.

Fifth. elimination of barriers enhance opportunities in
the textile and apparel sectors. Barriers to trade on
$250 million (over 20 percent) of U.S. exports of
textiles and apparel to Mexico will be eliminated
immediately, with another $700 million freed from
restrictions within 6 years. All North American trade
restrictions will be eliminated within 10 years and tough
rules of origin will ensure that benefits of trade
liberalization accrue to North American-made products.

" sixth. open markets for our agricultural goods will
increase farm eXports. Mexico imported $3 billion worth
of U.S. agricultural goods last year, making it our
third-largest market. NAFTA will immediately eliminate
Mexican import licenses, which cover 25 percent of U.S.
agricultural exports, and will phase out most remaining
Mexican tariffs within 10 years, and the remaining few
within 15 years.

" Seventh, for the first time in 50 years. Mexico's closed
financial services markets will be opened. U.S. banks,
securities firms, and other financial firms will be
allowed to establish wholly owned subsidiaries and be
treated the same as local firms. Transitional
restrictions will be phased out by January 1, 2000.

* Eighth, U.S. insurance firm will gain new opportunities
in the Mexican market. Firms with existing joint
ventures will be permitted to obtain 100 percent
ownership by 1996, and new entrants to the market can
obtain a majority stake in Mexican firms by 1998. By the
year 2000, all equity and market-share restrictions will
be eliminated, opening up completely what is now a $3.5
billion market.
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Ninth, NAFTA will create new horizons for our land
trInsportation industry. More than 90 percent of U.S.
trade with Mexico is shipped by land, but U.S. truckers
currently are denied the right to carry cargo or set up
subsidiaries in Mexico, forcing them to "hand off"
trailers to Mexican drivers and return home empty. NAFTA
will permit U.S. trucking companies to carry
international cargo to the Mexican states contiguous to
the United States by 1995, and gives them cross-border
access to all of Mexico by the end of 1999. U.S.
railroads will be able to transport goods and passengers
in Mexico, and U.S. companies can invest in and operate
lard-side port services. The combination of truck, rail,
an( ort breakthroughs will help create an efficient,
intermodal North American transport system. It also will
help reduce congestion in border cities.

Tenth. NAFTA will provide a higher level of protection
for intellectual PropertY rights than has been achieved
in any other bilateral or multilateral agreement, U.S.
high technology, entertainment, and consumer goods
producers that rely heavily on protection for their
patents, copyrights, and trademarks will realize
substantial gains under NAFTA. The agreement will also
limit compulsory licensing, resolving an important
concern with Canada.

Eleventh, the agreement creates greater market access in
ope yy and petrochemicals. NAFTA allows U.S. producers
to invest and compete in virtually all petrochemicals,
and it enhances the access of U.S. energy firms to
Mexico's electricity, gas, energy services and equipment
markets.

Finally. [AFTA offers better investment rules. NAFTA
ensures that U.S. investors in Mexico are accorded equal
treatment, and eliminates "domestic content" rules and
export requirements, permitting increased sourcing of
U.S. inputs.

NEW RULES GUARANTEE BENEFITS
Having negotiated these remarkable new opportunities, we also

made sure to negotiate rules and procedures to guarantee that we
reap the L nefits of free trade.

NAFTA contains rapid and effective dispute settlement
procedures. A new trilateral trade commission will
regularly review trade relations and discuss specific
problems. Dispute resolution panels will take no longer
than 8 months from start to finish. Countries that win
a dispute may demand trade compensation if the losing
country does not comply with the panel ruling, and may
retaliate if the compensation is inadequate.

NAFTA does not change U.S. trade laws that protect
American industry from unfairly dumped or subsidized
imports. But it substantially improves the ability of
U.S. firms to challenge Mexican decisions involving
allegations of dumping or subsidized sales in the Mexican
market.

U.S. JOBS AND ADJUSTMENT
These extensive and dramatic market-opening provisions, and

the rules designed to support them, will generate new export)
opportunities for our entrepreneurs and new jobs for our workers "'
As a result, we believe that adjustment T rr "sures on the U.S. -'
economy will be minimal.
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First, while some have raised fears that NAFTA will result in

U.S. firms relocating en masse to Mexico to take advantage of
lower-wage labor, the fact is that labor rates are only one
determinant of plant location. If wages were the only factor, many
less-developed countries would be economic superpowers. Businesses
base investment decisions on a range of factors including
productivity, availability of capital, interest rates, quality of
infrastructure, and education of the work force. Based on all
factors, on average, U.S. workers remain at least 5 times more
productive than their Mexican counterparts.

Second, while many have asked how we can compete against
Mexican labor, the fact is we already are competing -- and
successfully so. As Mexico has unilaterally lowered its trade
barriers, our trade balance has swung from an almost $6 billion
deficit in 1987 to a projected $6 billion to $7 billion surplus
this year.

Moreover, imports from Mexico account for less than 1/2 of 1
percent of U.S. GDP, and over half of those imports today are
eligible for duty-free treatment. By tearing down Mexico's
remaining tariffs, which are two-and-a-half times as high as our
own, NAFTA will l the playing field, not flood it.

Adjustment Provisions
However, to further assure a smooth transition for sensitive

U.S. industries, NAFTA includes an elaborate adjustment regime, as
the President committed it would, including:

Lengthy transition serious of up to 15 years for the
lowering of U.S. tariffs in our most sensitive sectors;

* Safeguards to protect U.S. workers and farmers against
injury -- or the threat of injury -- from imports; and

" Tough rules of origin to ensure that only North American-
made products obtain the benefits of free trade.

* An_ elimination of Mexico's duty drawback nroqram and
export Performance requirements that will prevent Mexico
from becoming an export platform, or "pass through" for
products from non-NAFTA countries.

Worker Adjustment Assistance
In addition to these adjustment provisions within the NAFTA,

the President is committed to providing worker adjustment
assistance. Last month, he announced a new, comprehensive worker
adjustment program -- Advancing Skills through Education and
Training, or ASETS -- a i0 billion, 5-year commitment.

The President's :lan -- which is based upon information
obtained from Congressional, business, and labor consultations --
nearly triples the current level of expenditures for worker
training. Of the $2 billion per year, $670 million is available
for workers affected by this agreement, and $1.33 billion is
allocated to states without regard to the cause of worker
dislocation.

For the first time, a trade agreement will be accompanied by
a program tailored to train workers to take advantage of the new
opportunities it creates. The President's proposal features:

Universal coverage of all workers whose jobs may be at
risk, or who have lost their jobs, or who are on notice
of job loss;
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* Continuity of program funding through a caRped

entitlement thereby eliminating year-to-year funding
uncertainties;

0 Rapid response services and access to a widejeange of
support services and labor market information to ensure
that intervention starts -early, when it is most
effective;

0 "Skill grants" for retraining so workers can choose the
most appropriate training programs and providers; and

0 Income support parents to workers in training who have
exhausted their une ployment insurance benefits and who
need such support to complete their training.

Bilateral Cooperation on Labor Issues
Mexico and the United States are committed to the maintainance

and enforcement of fair labor standards, the promotion of safety
and helath in the workplace, and worker rights. Economic growth in
Mexico resulting from NAFTA will provide increased economic
resources to address labor issues. At the same time, U.S.-Mexico
labor cooperation has provided an opportunity for Mexico to
accelerate benefits accruing to workers, through U.S. technical
assistance and training.

In 1991, U.S. Secretary of Labor Martin and her Mexican
counterpart signed a Memorandum of Understanding (MOU), which
established a framework for U.S.-Mexico cooperation on key labor
issues. As a result, over the past year, the U.S. and Mexican
Departments of Labor have undertaken a series of joint initiatives
relating to workplace safety, occupational hygiene, child labor,
and comparative labor-management relations.

We expect shortly to sign a new bilateral agreement that will
Intensify this cooperation, enabling us to focus on issue- - ch as
industrial hygiene and workplace safety standards, and triiring to
improve enforcement of those standards.

ENVIRONMENT
Just as NAFTA has focused constructive attention on labor

issues, so, too, has it focused constructive attention on the
environment. At first, many saw NAFTA as a threat to the
environment; the creation of a pollution haven.

That's just wrong.- Mexico's 1988 environmental law is
patterned after ours, and is stricter in some cases. President
Salinas has made enforcement a priority, shutting down over 1,000
polluting firms in the past few years. And the NAFTA itself, and
our parallel -ooperative activities will help ease congestion at
the border and generate new resources to clean up the environment.

Now, I believe, most view NAFTA as an opportunity The
Administration certainly views it as such, and we have seized it.

Indeed, NAFTA goes further than any other previous trade
agreement in addressing environmental concerns, and in actively
promoting environmental protection.

- Specifically, it embraces the notion of "sustainable
dc;elopment," and explicitly:

Maintains our right to enforce existing U.S. health,
safety, and environmental standards;

Allows the parties, including states and cities, to enact
even tougher standards -- there will be n2 preemption.
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* Encourages the NAFTA parties to strengthen standards by

"harmonizing upwards"; and

Preserves our right to enforce our international treaty
obligations to limit trade in controlled products, such
as endangered species.

In addition, NAFTA's investment provisions support our
environmental goals by:

" Discouraging countries from lowering environmental
standards to attract investment;

" Permitting parties to impose stringent environmental
requirements on new investment, so long as they are not
discriminatory; and

* Permitting the parties to require environmental impact
statements on new investments.

The NAFTA agreement contains s( veral other provisions that are
designed to promote environment, I protection, including dispute
settlement provisions that encourage input from scientific experts
on disputes involving environmental and health issues and place on
the party challenging an environmental or health standard the
burden of proving that it is inconsistent with the agreement.
Moreover, when environmental standards are challenged, the
respondent can choose to have the matter heard by a NAFTA panel,
rather than a GATT panel.

Extensive Cooperative Activities
These environmentally sensitive provisions in the NAFTA --

and there are others -- are complemented by an extensive program of
bilateral cooperation with Mexico, including an integrated Border
Plan, developed pursuant to the President's May 1 commitment. As
momentum has built behind NAFTA, this cooperation has intensified.

Indeed, the United States and Mexico will shortly sign a new
bilateral environmental agreement establishing a "Joint Committee
for the Protection and Improvement of the Environment." The scope
of this agreement will extend beyond the border region, and will
strengthen our cooperative efforts to combat pollution and improve
enforcement of environmental regulations.

To enhance environmental protection efforts, President Salinas
has increased his enforcement budget from less than $7 million to
$77 million, and allocated $460 million over 3 years to the Border
Plan.

In turn, President Bush's FY Q3 budget includes $241 million
for border cleanup, 70 percent c eater than the 1992 amount.
Unfortunately, Congress has not only failed to pass these funds, it
has cut them drastically: by $98 million in the House, and by $120
million in the Senate.

At the same time Congress was cutting the President's budget
request for border cleanup, some have suggested that we levy a tax
on cross-border trade to raise funds for-4nvironmental improvement.
We are opposed to this idea. It is unsound trade policy, since the
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purpose of 'he NAFTA is to lower barriers, not to raise taxes. To
do so would defeat the very purpose of agreement: to generate
growth and jobs.

CQlNCLUSION
The successful conclusion of the NAFTA is an historic

achievement for U.S. trade policy, which, over the past four "e.rs,
has contributed significantly to our nation's economic growth- "ar
more foreign markets are open today to U.S. firms than 45 months
ago. As a result, last year the United States became the world's
Number I exporter with a record $422 billion in exports.

Export gains have meant more business opportunity and more
jobs acr )s all sectors. Since 1988, all 50 states have expanded
exports cc. the world, on average by 72 percent. The surge in
exporting has generated almost $120 billion in added output for
America's companies and farms, and has supported I million new
jobs. In short, the President's trade strategy is paying off.

The history-making negotiations for free trade in North
America are emblematic of this Administration's bipartisan trade
strategy. Since I have been USTR, we have worked with you, Mr.
Chairman, the members of this Committee, and with other
Congressional leaders to establish clear trade objectives, and then
to engage in tough international negotiations and to use the trade
tools at our disposal to achieve those objectives.

Never before has a trade negotiation involved such an
extensive process of Congressional and private sector consultations
as has the NAFTA. The number of Congressional and private sector
briefings that we have held since the talks began over a year ago,
amount to more than three per day.

We want -- we intend -- to continue to work just as closely
with you and the Members of this Committee in drafting the
implementing legislation for the North American Free Trade
Agreement. Our goal is to make this continental growth package a
reality as soon as possible for all Ameiicans.

RESPONSES OF AMBASSADOR HILLS TO QUESTIONS SUBMITrED BY
SENATOR PRYOR

1. What options are there to improve the agreement for the U.S.
rice industry. to provide for more rapid elimination of the 10
percent import tariff differential between rough and milled rice?

A. NAFTA negotiations have been concluded. Our agricultural
negotiators pressed their Mexican counterparts on several occasions
during the course of the negotiations to eliminate the differential
between rough and milled rice. The Mexicans would not mbve on that
issue.

2. What options are there within the agreement Io provide for more
rapid elimination of all rice tariffs?

A. The U.S.-Canada Free Trade Agreement included a provision for
accelerated tariff reductions. The NAFTA includes a similar
provision. This could provide an opportunity to revisit reductions
in Mexican rice tariffs in the future.
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Regarding Cotton Provisions:

1. Although cotton production in Mexico has declined in recent years, there Is a
potczitial to produce 1.0 milli n bales ormom Other Central and South
American countries have the potential to Incrse productim and exports
significantly. And, cotton produced in the former Soviet Union is currently
offered at pric= well below thoe for U.S. growths. In view of them and other
factors, does the agree it Include any provisions which will prohibit Mexico
and other future sl m aim from Importing low priced cotton from other
countries then exporting signiftcant quantities of Mexican grown cotton to the
United States and Canada?

2. The cotton title of the Food, Agriculture, Conservation and Trade Act of 1990
contains a number of provisions designed to make U.S. cotton c€mpedtve with
all growths on a consistent basis. Although the program is not currently being
operated in a manner allowing U.S. cottan to compete with cotton produced in
the former Soviet Union, the FACT Act provisions hav generally workdm well
for the U.S. cottn industry. Are there any provisions In NAFrA or
com ents made by negoLla ors that will require any changes In the cotton
providons of the 1990 FACT Act?

3. Imports of raw upland cotton hve been limited uer auhrty of Section 22 of
the Agriculture Adjustment Act of 1933, as amended. The provisions of NAFTA
Include a commitment to increase Mexico'. quota to approximately 45,000 bales
immediately, then Increase that level by 3% per year. At the same time, a tariff
would be charged for any import of Mexican cotton in excs of the quota, but
the tariff would decline to 0 over 10 year. Consequently, at the end of 10 years,
there would be no quota and no tariff on imports of Mexican grown cotton. Wm
this b-latal agreement with a cotton producing and exporting country
Impact In any way the ability of the United States to maintain the GATT"
waiver whkh allows the US. to limit imports of cotton from other countries
to insure the operation of U.S. farm programs are not disrpted? Can the
U.S. government state, without reservation, that the provlso of NAFMA
will not serve as a basis ', eliminate the waiver and that U.S. government
will continue to vigoroum J defend the waiver?

4. The provisions of Section 22 of the Ag mlture Adjustment Act of 1933 include a
pmvison satan: "No international treaty herdore or hereafter entered into by
the United States shall be applied in a manner inconaistnt with the requirements
of this section. How do the provisions of NAFTA meet this criteria?

5. The cotton title of the Food, Agriculture, Consrvation and Trade Act of 199
includes provisions which trigger special incased global import quotas when
U.S. cotton prices are uncompetitive. How will the marketing access
provision of NAFTA be applied if either or both of the provisions of the
FACT Act are triaered?

6. Several members of the Adminiaton have indicated the North American Free
Trade Agreement (NAFTA) could be expanded to include additional Cenatrl and
South American countries. Since many Central and South American countries
prod ict and export raw cotton and have potential to rapidly Increase
prod icton, will tarifcalmon and eventual elimination of quotas and tariffs on
raw cotton Imports Into the United States apply to cotton produced In these
countries under the same terms as for Mexican grown cotton?
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7. The so-called Dunk text of the Uruguay Round of GATr negotiations includes
market access commitments which call for tariffication of quotas such as the
Section 22 cotton import quotas. Under GATT, the proposed tarff raw for
cotton iaded In excess of the market access commiment is significantly low
than the Initial tarff In NAFTA and the market access commitment under Dunkbl
is capped while the level under NAFTA Is eventually unlimited. How will the
provisions of any Noin Uruguay Round agreement be reconciled with the
provisions of NAFLA? Will the NAITA tariff level for cotton be reduced
Immediately to the level agreed upon in any future Uruguay Round? Will
the Uraguay market access c monnmm mt supersede the NAFTA level?

8. The textile and apparel provisions of NAFrA included rules-of-origin which
generally apply a "o-calle yam-forwxd" test to products to determine if the
product receives prefertdal tariff treatmmiL Cotton producers ux,;. J.S.
ncgodonrs to seek a "fber-forward" rule-of-origin to ensure dt cheap fiber
would not be Imported and converted into products which would ultimately
displace U.S. fiber markets. While the *yam-forward" rule is more stingent
than some section supported and there are fiber-foxward" tuls for two particular
products, the rules are significantly more liberal than cotton producers would
have preferred. During the negotatioms, didn't the Mexican side also express
support for a 'fiber-forward" rule ad i so why were so many co cesslons
ultimately. made to develop a relatively liberal rule? And, If additional
countries Are brought Into NATA, doesn't that action further dilute the
effectiveness of the NAFTA rule-of-origin in stimulating use of U.S. fiber by
NAFTA participants?

9. Under terms of NAFTA, quotas on import of raw cotton from Mexico will
inczcas immediately to 45,000 bales from apprimately 18,000 bales, and will
ultimately become unlimited after 10 yean. Meco has capability to produce at
least 1.0 million bales per year and other Ceinal and South American countries,
which could be added to NAFTA, also have significant production capability.
Does the agreement have any provisions requiring orderly marketing of
cotton to minimize the Impact of potential large increases of Imports on U.S.
producers? If Imports do increase drmadaly over historical trade
patterns, what action can be initiated by the U.S. government and/or
Industry to ensure Mexico, or other NAFTA signatories, are not exportlng at
below market Prices and disruptin th operation of U.S. markets and/or U.S
farm programs?

10. Administration officials have repeatedly stated NAFTA 'mi 'd be beyond Mexico
and Canada. If the treaty if ratified by Congress, wL t ounrles are likely to
seek admission and wll the provisions of NAFTA be altered as additional
countries are added?

It. The U.S. cotton industry has a widely accepted methd of resolving disputes
between bayni and sellers. Will the dispute resolution provisions of NAFTA
Infringe, in any way, on commercial arbitration rules?

12. It is virtually imposmle to confirm the cMtry-of-origin of raw, upland cotton
through physical or chemical testing. What will be required by U.S.
authorities to esmue, to the extent practicable, that cotton traded between
the U.S. and MNeaio Is NAFrA origin?
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RESPONSES To oTO QIJEsTIoKs

1. Although cotton production in Mexico has declined in recent years,
there is a potential to produce 1.0 aillion bales or more. Other
Central and South American countries have the potential to
increase production and exports significantly. And, cotton
produced in the former Soviet Union Is currently offered at prices
well belov those for U.S. growths.

In viev of these and other factors, does the agreement Include any
provisions vhich vUll prohibit Mexico and other future s4natories
from importing low priced cotton from other countries then
exporting significant quantities of Mexican grova cotton to the
United States and Canada.

Undt - exico's current quota to the U.S. market, Mexico has been
able tQ import foreign cotton, substitute it for Mexican-grovn
cotton and then has been allowed to ship Mexican cotton to the
United States to fill its quota. Despite this ability, Mexico has
rarely filled its quota, indicating that the economic incentives
to do so do not exist due to strong demand for cotton in the
Mexican market.

Under the proposed NAPTA, as is the case under Mexico's current
quota to the U.S. market, Mexico vould not be prohibited .from
importing non-NAPTA cotton, substituting it for consumption of
domestically grown cotton and then allowing Mexican cotton to be
exported to the United States at KAPTA preferential rates. The
United States would be governed by this same rule for U.S. cotton
or other products such as beef exported to Mexico.

For a number of reasons, hovever, ve believe it highly unlikely
that Mexico's cotton exports to the United States vould rise -
appreciably under the MAPTA.

Paraguty

Peru

Venezuela

Colombia

Argentina

1,450

362

73

540

385

2,251
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The U.S. Section 22 cotton import quota has rarely been filled by
Mexico or other countries. Under the quota system, Mexico can
export about 18,510 bales of cotton to the United States, vhich
has been met only once in recent years. It is unlikely that
gaining duty-free status for up to about 46,000 bales of cotton in
the NAPTA will provide any substantial incentive for Mexico to
increase cotton exports to the United States. And, clearly there
vill be even less incentive for Mexico to ship cotton to the
United States at the above-quota, or second-tier, tariff rate.

We expe. that the current trend in Mexico of declining production
and increased consumptiva and imports of cotton will continue.
These production projections are supported by Mexico's elimination
of internal supports for cotton, an ongoing pattern of veather
problems in cotton producing areas, and relatively high production
costs.

The prospects for Mexico's continued economic growth should
translate into heightened consumer demand for textiles and
garments within that country. In addition to increased domestic
demand, further investment in Mexico's textile industry for the
supply of the export market is already evident.

Raw cotton imports by Mexico have increased from 210,000 bales in
marketing year (MY) 1990/91 to 300,000 bales in MY 1991/92 and are
projected to more than double in MY 1992/93 to 660,000 bales.
According to analysis at USDA, U.S. cotton exports to Mexico are
expected to increase under the NAFTA. Income growth and textile
trade opportunities under NAFTA are likely to increase Mexican
production and demand. The United States, the world's largest
cotton exporter, is likely to be the major supplier of the
increase in Mexican cotton mill demand. The United States
typically supplies about 85-90 percent of Mexico's cotton import
needs.

2. The cotton title of the Food, Agriculture, Conservation and Trade
Act of 1990 contains a number of provisions designed to make U.S.
cotton competitive vith all growth on a consi tent basis.
Although the program is not curr ly being oplt&etd in a manner
allowing U.S. cotton to compete ith cotton produced in the former
Soviet Union, the FACT Act prov ions have generally worked wall
for the U.S. cotton industry.

Are there any provisions in NAPTA or commitzants made by
negotiators that vili require any changes in the cotton provisions
of the 1990 FACT Act.

No cotton program provisions established by the 1990 PACT Act ill
have to be changed because of the NAPTA.

3. Imports of raw upland cotton have been limited under authority of
Section 22 of the Agriculture Adjustment Act of 1433, as amended.
The provisions of NAPTA include a commitment to increase Mexico's
quota to approximately 45,000 bales immediately, then increase
that level by 3X per year. At the same time, a tariff vould be
charged for any imports of Mexican cot'con. in excess of the quota,
but the tariff would decline to 0 over 10 years. Consequently, at
the end of 10 years, there would be no quota and no tariff on
imports of Mexican grown cotton.

Vill this bilateral agreement vith a cotton producing and
exporting country impact in any way the ability of the United
States to maintain the GhIT waiver which allows the U.S. to limit
imports of cotton from other countries to insure the operation of
U.S. farm program are not disrupted? Can the U.S. government
state, without reservation, that the provisions of RAPTA will not
serve as a beais to -L" 4nate the waiver and that [the] U.S.
Govenmect will cnt. nut to vigorously defend the waiver?
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Te.riffication of our Section 22 quotau in the KtATA would not

increase the vulnerabillty of our GTT vaive. GATT Article 7
outlines specific requirements for establishing free trade areas
and permits countries adhering to those requiremts to provide
preferentil access to each other. Countries participating in
such free trade agreements are essentially exempted from their
obligation under GATT Article I to provide MR treatment to other
GAr members. The NAFMA vill fully conform vith Article ZXXV. In
that regard, the increased access providod to Kexico through the
cariffication of our Section 22 quotas vwil be nev access and vil
not come at the expense of other countries' current access.

Contingent on a final agricultural agreement in the Cruguay Round,
ve vill continue to vi o- .usly defend our viver for Section 22 in
the GAMT vis-a-vis othir 2AV members.

4. The provisions of Section 22 of the Agriculture Adjustment Act
of 1933 include a provision stating: "No international treaty
heretofore entered into by the United States shall be applied in a
manner inconsistent with the requirements of this section."

How do provisions of the NAFTA meet this criteria?

A. In the absence of any legislative modifications, section 22(f)
would prohibit applying any provision of the NAFTA contrary to the
requirements of section 22. Furthermore, the NAFTA will not enter
into force for the United States until Congress has enacted the
necessary implementing legislation.

Th, NAFTA implementing legislation will provide Congress witk' the
p ortunity to consider whether to provide the met et sary
joaifications to permit the NAFTA to enter into force t3r the
United States, including those modifications to accommodate the
NAFTA in light of,,spction 22(f).

In tact, Congress has already amended section 22(f) to accommodate
a free trade agreement. In section 301(c) of the United States-
Canada Free-Trade Agreement Implementation Act of 1988, the
Congress amended section 22(f) to read:

"No trade agreement or other international agreement heretofore or
hereafter entered into by the United States shall be applied in a
manner inconsistent with the requirements of this section; eXceDt
that the President may. pursuant to articles 705.5 and 707 of the
United States-Canada Fr1e-Trade Aareement. exempt products of
Canada from any import 'striction imposed under this section."
(The underlined portion was added by section 301(c).

5. The cotton title of the Food, Agricalture, Conservation and Trade
Lct of 1990 includes provisions which trigger special incrmsed
global import quotas vben U.S. cotton prices are uncompetitive.

Boy vill the marketing access provisions of NAM be applied if
either or both of the provisions of the FACT Act are triggered.

If a epecia.J import quota is trigerrd under provisions of the
FACT Act, there are no stipulations .out sources of foreign
cotton. Therefore, subject to exis -4 requirements regarding
such tahigs as packaging and contamination, cotton imported under
a special quota could be from any count- that is otherwise
approved for trade with the United Statta.

A special global import quota would not c6 go the quantity of
Mexican cotton permitted to enter at a zc. duty under the UTA.
This market access comitment vould rem in in '315ce irrespective
of the special global import quota. Morewver, ean if Mexico vere
to export to the United States the full amount permitted to enter
at zero duty under the NAPZ, it could still compete on an W
basis for additional access under the terms and conditions of the
special Import quota.
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6. Several members of the Adlnistration have indicated the North

American Free Trade Agreement (R&nfl) could be expanded to include
additional Central and South American countries.

Since many Central and South American coumtries produce and export
raw cotton and have potential to rapidly increase production, vill
tariffication and eventual elimination of quotas and tariffs on
MV cotton imports into the United States apply to cotton produced
in these countries under the same terms as for Mexican grown
cotton?

It Is possible that at some time in the future ye vili begin
negotiations with other countries cf the Vestern Hemisphere, with
the goal of bringing them into t .e tree trade area. Any future
free trade agreements between th,. United States and Central and
South American countries would be negotiated on a case-by-ase
basis, r.ot necessarily on the same terms as those agreed to vith
Mexico in the RAYTA.

7. The so--alled DunkeI text of the Uruguay Round of GAIT negotiations
includes market access commitments vhich call for tariffication of
quotas such as the Section 22 cotton import quotas. Under GTT,
the proposed tariff rate for cotton traded in excess of the market
access commtment is significantly lover than the initial tariff
in NAM and the market access commitment under Dunkel is capped
while the level under MAPTA is eventually unlimited.

Boy vi the provisions of any future Uruguay Round agreement be
reconciled with the provisions of HAPTA? Vill the NAFrL tariff
level for cotton be reduced immediately to the level agreed upon
in any future Uruguay Round? Vill the Uruguay market access
comitment supersede the MAFTA level?

The principles agreed to in the NAFTA for tariffying of non-tariff
barriers are actually based on the principles developed in the
Uruguay Round. r v 'er, there are differences in the approaches
in the NAMTA and h% Uruguay Round. In the NAPTA ve are proposing
the ultimate reducton to zero of all tariffs; the current Uruguay
Round proposal is fdr measured reductions in tariff levels. All
NAFTA quotas will groV'Nover the transition period; in the Uruguay
Round there is grovth only if current access is less than 5
percent of domestic consumption.

If ve conclude the Uruguay Round on the basis of the current
Dunkel draft text, and the current figures in the U.S. country
submission, Mexico would indeed receive the lover KYN tariff rates
implicit in the Uruguay Round. The market access commitments made
in the NAFTA would become a part of any commitments made in the
Uruguay Round. Any grovth in the market access commitments in
NAFrA, however, would be additional to that proposed in the
Uruguay Round.

8. First, the "yarn forward" rule of origin for the NAFTA which
generally applies in the NAFTA is significantly stronger than the
"fabric forward" rule that applied under the U.S.-Canada Free Trade
Agreement, which was the starting point for the NAPTA negotiations.

In addition, the "yarn-forward" rule was a compromise position
among affected U.S. industry groups. On one extreme, the Cotton
Council, along with the man-made fiber producers, advocated a
"fiber forward" rule of origin. At the other extrene, certa n
apparel producers advocated a "single transformation" rule, % i :h
would allow fibers, yarns and fabrics all to be imported. The
Cotton Council was actively involved in deliberations between the
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U. S. government negotiators and industry representatives. They
are well aware that most domestic textile mills and virtually all
apparel producers strongly opposed i fiber forward requirement.
Similarly, on the Mexican side, while certain Mexican fiber
interests sought a fiber forward rule for textiles and apparel in
the NAFTA, other interested parties in Mexico opposed such a rule
and a compromise solution was found for the NAFTA at Nyarn
forward." Both Governments thoroughly explored the fiber forward
options but determined it was not feasible in moat cases. /

Furthermore, certain technical changes were made to the CFTA rules
of origin for textiles and apparel specifically on behalf of the
Cotton Council and other fiber producers in an effort to satisfy
their concerns. For example, in the CFTA, knit fabrics were under
a fiber forward rule for man-made fiber only; in the NAFTA, this
was expanded to include cotton fiber. Also, in the CFTA, the rule
of origin for cotton and man-made fiber spun yarn was single
transformation; in the NAFTA, it was changed to fiber forward.

Finally, the strengthened rules of origin in the NAFTA will be the
model for future free trade agreements in the textile and apparel
sector. Given their strength and competitiveness, the U.S. cotton
industry can be expected to prosper under future FTAs.

9. Under terms of NAlTA, quotas on imports of raw cotton from Mexico
will increase immediately to 45,000 bales from approxiately
18,000 bales, and rill ultimately become unlimited after 10 years.
Mexico has [the] capability to produce at least 1.0 million bales
per year and other Central and South American countries, which
could be added to NAFPA, also have significant production
capacity.

Does the agreement have any provisions requiring orderly marketing
of cotton to minimize the impact of potential large increases of
imports on U.S. producers.? If imports do increase dramatically
over historical trade patterns, vhat action can be initiated by
the U.S. government and/or industry to ensure Mexico, or other
NAlTA signatories, are not exporting at below market prices and
disrupting the operation of U.S. markets and/or U.S. farms
programs?

Under the proposed tariff-rate quota fox co.ton, U.S. imports of
cotton from Mexico in excess of the quota vill be assessed a
tariff that would initially be trade restrictive. This over-quota
tariff will be phased-out gradually over a 10-year period.

If, after the quota restrictions are lifted, and Mexico is
suspected to be exporting cotton to the United States at belov
market prices, the NAFTA does not preclude the United States from
bringing an anti-dumping case against Mexican cotton imports.

10. Administration officials have repeatedly stated that the NAFTA
could go beyond Mexico and Canada.

If the treaty [is] ratified by Congress, what countries are likely
to seek admission and will the provisions of NAFTA be altered as
additional countries are added?

A. The Agreement will contain an "accession clause" that will
permit the NAFTA member countries to decide whether -- and on what
terms -- other countries may join the Agreement. This clause will
not specify which other countries may join, although it is likely
that new entrants would be drawn from the Western Hemisphere.

Entry will not be automatic. In, country seeking to join would
have to negotiate its accession, not only by conforming to the
general principles of the NAFTA, but through trade concessions in
specific areas. The precise tariff concessions and other terms of
the deal we struck with Canada and Mexico would not automatically
apply to any new entrant -- either in terms of what the new entrant
would promise or what we would provide in return.
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11. The U.S. cotton industry has a videly accepted method of resolving
disputes between buyers and sellers. Viii the dispute resolution
provisioasof NAlTA inftinge, in any vay, on comercial
arbitration rules?

The NAFTk vill have no impact on co uercial arbitration rules
applicable to disputes betvean U.S. buyers and sellers. Like the
U.S.-Canada Free Trade Agreement (CPTA), the NAlTA has a dispute
settlement chapter. Indeed, the NAFTA dispute settlement chapter
will supersede the CPTA chapter. This chapter, however, applies
only to disputes between the Governments of the United States,
Canada, and Kexico vith respect to the terms of the NAFTA. It is
not a vehicle for the resolution of private commercial disputes.

The Agriculture chapter of the NAFA does contemplate, however,
that an advisory commitLae established under the general dispute
settlement chapter wiI york toward a system for resolving private
commercial disputes that arise in connection with cross-border
transactions in agricultural goods.

12. It is virtually impossible to confirm the cotntry-of-Origin of rav,
upland cotton through physical or chemical testing. Vbt vi be
required by U.S. authorities to ensure, to the extent practicable,
that cotton traded between the U.S. and Mexico is HOlTA origin?

Exports of cotton for vhich NAFTA preferential treatment is
claimed must be accompanied by a Certificate of Oiigin, certifying
that the cotton is originating. A compny..that 1novingly provides
a false certification of origin may lose its ability to ship with
NAFTA preference, and may be subject to civil or criminal
pensties.

In the event that a U.S. company believes that non-originating
cotton is being exported to the United States vith NAFTA
preference, the U.S. company may request that U.S. Cus )r. audit
the exporter. If a Customs audit uncovers irregularities, the
exporter may lose NAPTA preference nd may be subject to civil or
criminal penalties.

RESPONSES OF AMBASSADOR HILLS TO QUESTIONS SUBMITTED BY
SENATOR RIEGLE

1.

QUESTION: On what basis can you justify the greenfield
investment (new investment in rural areas, like Kentucky and
Tennessee) provision in the NAFTA, especially given that one
of the strategic problems of the auto industry is excess
capacity?

Given the world-wide glut of auto production capacity, why
are we going to be encouraging pew capacity in the North
American market and why are we going to encourage this new
capacity to be in P . .co?

ANSWER: NAFTA contains no specific incentives to increase
capacity in the North American auto industry. NAFTA
recognizes that investment decisions are best left to
private investors, who will base those decisions on a
variety of factors including access to markets, location of
suppliers, available infrastructure, quality and cost of
labor, and a variety of financial considerations. NAFTA
does contain provisions to provide greater fairness for U.S.
investors and to eliminate certain performance requirements
on U.S. investors -- including export requirements on
existing auto assembly plants in Mexico.
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If an investor decides to invest in auto production -- as
either an entirely new or replacement facility -- the trade
liberalizing provisions in NAFTA will encourage him to put
investment in North America. Goods which qualify as North
American products under the NAFTA's rules of origin will
have duty-free access to 360 million consumers. NAFTA
provides no incentive for investment in one NAFTA party over
another.

2.

QUESTION: How does the NAFTA deal with existing foreign
producers in the Mexican market, like Nissan and VW, and the
effect that their expansion will have on global capacity and
the U.S. market?

ANSWER: All existing oreign producers in the Mexican
market are subject to the same treatment during and after
the transition period. Although GM and Ford have been
active in the Mexican market for more than 50 years,
Chrysler (through acquisition of American Motors
Corporation), VW and Nissan have all been operating in
Mexico for more than 20 years.

Nissan and VW's expansion plans were announced prior to
initiation of NAFTA negotiations. According to reports,
Nissan's increased capacity would include the Sentra and a
station wagon version of the Sentra. Sentra production is
intended for the Mexican market, ant the station wagon will
be exported to Japan and Latin America. Nissan has
indicated that exports of these vehicles to the United
States and Canada are expected to be minimal. These
vehicles are similar to vehicles which Nissan currently
produces in the United States. VW's increased car capacity
is intended meet growth in the Mexican market. The Big
Three have not recently announced any expansion in Mexico.

There are no provisions in the NAFTA, or elsewhere, which
deal directly with global capacity. Strict rule of origin
provisions will govern trade in vehicles under NAFTA
preferer :itl tariffs. Vehicles which do not meet the rule
of origin will pay the applicable MFN duty.

3.

QUESTION: Regarding the local content requirement -- Canada
has the Auto Pact (50%) and Mexico has its national value-
added requirement (36%). However, the U.S. has no
comparable domestic content requirement against which the
62.5% NAFTA requirement will be implemented.

It is my understanding that our original position on this
issue was that Canada's Auto Pact was not to remain under
the NAFTA. Given that this did not happen, what will the
U.S. have to guarantee that like Canada and Mexico, we will
have products sold in our market that are made in part by
U.S. workers?

ANSWER: Canada does not maintain a 50% local content
requirement, and Auto Pact provisions do not apply to all
Canadian producers. Producers who want to bring in duty-
free parts and vehicles from anywhere in the world must meet
the Auto Pact's Canadian value-added provisions. Companies
not complying with these provisions may nevertheless still
import, produce or sell in Canada. From January 1, 1998,
Auto Pact producers in Canada will not need to meet these
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value-added requirements in order to bring in parts from the
United States duty-free. From January 1, 2003, Auto Pact
producers in Canada will not need to meet these requirements
in order t import duty-free from Mexico.

U.S. parts exports to Canada account for more than 68% of
all parts imports into Canada. Imports from Mexico into
Canada account for approximately 5% of Canadian parts
imports. The U.S. in-vehicle content of vehicles produced
in Canada is anywhere from 25% to 75% of the vehicle.

A similar situation applies to vehicles produced in Mexico
by the Big Three and sold in the U.S. market. Big Three
vehicles exported to the U.S. from Mexico contain anywhere
from 40% to 60% U.S. content. The current 36% requirement
allows 64% of the content to be "foreign," and that comes
predominantly from the United States. As far as we are
aware, only one of the Big Three firms is even meeting the
36% requirement, which is reduced and eliminated by the
NAkTA. Mexico accepted the argument that local content
requirements are counter-productive to rationalization and
competitiveness. Therefore, Mexican local content
requirements are being phased-out (to provide a transition
for current manufacturers), and will be totally eliminated
in ten years. After that time, Mexico will maintain no
requirement that a portion of the products sold in its
market is Mexico-made.

4.

QUESTION: Under the Agreement, what will the U.S. position
be if in 10 years Mexico wants to maintain its value-added
requirement, as we have allowed Canada to do under the
NAFTA?

ANSWER: Under the Agreement, Mexico may not maintain any
such requirements. The United States would oppose any
attempt by Mexico to do so and could resort to consultations
and dispute settlement.

5.

QUESTION: Some have suggested that the domestic treatment
of CAFE for Mexican small cI production after three years
will encourage small car production currently going on in
the U.S. to move to Mexico. What are your views on this
potential loss to the U.S. manufacturing base?

ANSWER: Currently, U.S. manufacturers may use Mexican
content (or any other "foreign" content) in their
production. As long as the content oi a car line is kept
below 75% U.S. and/or Canadian content, it is classified in
the "import fleet". Conversely, if the content is above 75%
U.S./Canadian content, the vehicle is in the "domestic
fleet". Mexico wanted the same treatment that was granted
to Canada when Congress adopted the provision in 1975.

he inclusion of Mexican content in the CAFE "domestic"
content definition applies to all cars, not just small caL.
Each manufacturer will continue to makes its own sourcing
decisions according to its own requirements. The CAFE
distinction between "domestic fleet" and "import fleet" and
the requirement to count Mexican content as "domestic" for
CAFE purposes could in fact encourage some manufacturers to
modify sourcing decisions based on nationality of the
supplier.
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6.

QUESTION: What is the reason behind the special rule for
CAMI (GM-Suzuki joint venture), which exempts it from the
62.5 percent content requirement under tha NAFTA, except as
part of GM'S overall Canadian production? Is it good policy
to have one company's unlimited future production exempt
from the NAFTA's content requirements?

ANSWER: CAMI is not exempt from the NAFTA's 62.5 percent
regional content requirement. As noted, CAMI is not an
independent automobile producer; it is a joint venture in
which GM and Suzuki have equal shares. Howelier, GM takes
the majority of CAMI's production for distribution through
its own dealer network. The NAFTA provides thit as long as
GM owns at least 50 percent of CAMI stock ar I .akes at least
75 percent of CAMI's production, CAMI's production may be
averaged with that of GM for the purpose of determining
regional content.

7.

QUESTION: Does the NAFTA contain a provision to cancel the
duties owed by Honda under the Canadian FTA, thereby
enabling prior shipments of Honda vehicles which the U.S.
Customs Service found to be in violation of the CFTA content
requirement of 50%, to qualify under the NAFTA requirement
of 60%?

ANSWER: NAFTA contains no provision to cancel duties owed
by Honda or any other firm. NAFTA does revise the CFTA
rules for calculating regional content to remove ambiguiti9
that have led to disagreements between the U.S. and Canada
over interpretation of the CFTA. The new rules in the NAFTA
provide greater clarity and certainty for determination of
regional content. In the interest of avoiding further
disputes, and litigation in U.S. courts, it is intended that
the clarification of NAFTA rules for calculating regional
content will be applied to all customs entries of
automobiles that have not been finally liquidated.
Importers will be liable for whatever duties are owed.

8.

QUESTION: Is the rule-of-origin on autos stricter under the
NAFTA and will it be able to prevent situation. like the
Honda case?

ANSWER: The NAFTA rule of origin resolves the ambiguities
that led to interpretive differences between the United
States and Canada. In addition, in order to prevent the
roll-up of domestic costs that distorted measurement of
regional content under the CFTA, NAFTA imposes a tracing
requirement on the origin of automotive parts used in motor
vehicles. This tracing requirement is particularly
extensive for passenger cars and light trucks. Finally, the
required regional content level itself is raised from 50
percent to 62.5 percent in two four-year stages.

The combined effect of all these changes is to make the rule
of origin for motor vehicles more demanding, and to
eliminate the troublesome ambiguities of the CFTA.
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9.

QUESTION: What is the reasoning behind a staggered 8-year
phase-in timeframe for the 62.5 percent North American
content under the auto rule-of-origin?

ANSWER: The staged i p ementation of the higher content
levels recognizes two facts: first, that some motor vehicle
producers are complying with the CFTA's 50 percent regional
content requirement but are not at the 62.5 percent regional
content required by the NAFTA; and, second, that these motor
vehicle producers have existing arrangements with non-NAFTA
suppliers of auto parts that cannot be easily shifted to
NAFTA suppliers until new models come on line. The two
four-year staging periods are intended to give these motor
vehicle producers an opportunity to enter into design and
supply arrangements with North American suppliers.

RESPONSES OF AMBASSADOR HILLS TO QUESTIONS SUBMITrED BY
SENATOR SYMMS

Current Safeguards and Remedies The United States has
trademark and copyright laws which parties can use to
protect unique products. Currently in the field of textile
print design, illegal duplication of U.S. print fabric
designs is rapidly increasing. What steps can and will you
currently take to remedy this situation? And, what
recommendations would you propose for legislation, if
necessary, to provide you with additional authority to act?

Answer;

The Administration has had an active program of bilateral
and multilateral negotiations aimed at improving the
international protection of U.S. intellectual property
rights, including designs, and strengthening enforcement.
To that end we have concluded numerous bilateral agreements
with countries in all areas of the world. The recently
concluded NAFTA agreement contains extensive provisions on
intellectual property, both on levels of protection and
enforcement. And the Uruguay Round text also contains
extensive provisions on intellectual property.

The Administration has also taken a number of actionq under
U.S. trade laws to obtain better protection of U.S. rights
and to combat piracy. I believe these laws have worked well
and they provide to the us the effective tools for advancing
U.S. trading interests in this area.

2. Pakistan as a Special Ca &I Pakistan seems to be a
particularly notorious case where markets are closed to U.S.
goods and designs are being stolen. What is the
Administration currently doing to enforce intellectual
property rights in Pakistan? Should Pakistan be listed as a
priority foreign country under "special 301"?

We have an ongoing interest with the protection and
enforcement of intellectual property rights in Pakistan.
*Over the course of the past several years, we have held a
number of consultations and discussions on these issues with
nakistani officials. Additional exchanges and meetings
)etween USTR and Pakistani officials are likely in the nee
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future during which IPR issues will be discussed further.
New patent, trademark and copyright laws have been
considered by the Pakistani administration, but these laws
have not been enacted.

With respect to the issue of piracy of designs, we have only
very recently received complaints about Pakistani practices.
we are now examining the most effective way to raise this
issue with Pakistani officials so as elicit a prompt and
effective response. With respect to Pakistan's status under
the special 301 provisions of the trade law, we review their
status annually and we are prepared to take action with them
if the circumstances so merit.

3. Special 301: Can this problem be addressed under the
special 301 provisions dealing with intellectual property?
Is the Administration seeking to use "special 301" to halt
these unfair practices?

Answer:

I believe the special 301 statute has proved tn be an
effective tool to address piracy of U.S. intellectual
property rights. Over the course of the three years that
the statute has been in effect we have made good progress
with a great many countries. Thus I believe that if it
becomes necessary, we can use it to addre.,: the problems of
textile designers as well.

4. GATT Negotiations: The GATT negotiations have been very
intense on intellectual property rights. However, my
understanding is that there is no specific language
establishing that illegal duplication of textile print
designs is an unfair trade practice. Would you support a
specific provision as part of the GATT to specify that
copying textile print designs is an unfair practice and
establish international remedies to enforce intellectual
property rights in the textile field?

Answer:

The intellectual property provisions of the Dunkel text of
the Uruguay Round do provide certain protection for textile
print designs. To the extent that such designs are
copyrightable, they are fully protected. To the extent that
they constitute industrial designs, they are also protected.
Thus I do not believe that it is necessary to provide
specific provisions beyond those already contained in the
text to protect fabric designs.

PREPARED STATEMENT OF LYNN MARTIN

Mr. Chairman and Members of the Committee, let me begn by thanking you for
the opportunity to come before you today to discuss the North American Free Trade
Agreement and what that agreement will mean for the United States and for Amer-
ican workers.

Just over 18 months ago, Mr. Chairman, President Bush requested authorization
from the Congress to enter into fast track negotiations with Canada and Mexico to
create a free trade zone that would stretch from the Yucatan to the Bering Straits.
The President believes very strongly, and correctly, that the removal of barriers to
North American free trade will spur U.S. exports create quality jobs for America's
working men and women, and improve living and working conditions for all North
Americans.
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At the same time, we are aware of the difficulties some sectors of the economy
may face in making the transition to a more open and competitive trade environ-
ment. Moving to a high skill, high wage economy, which we must do to enhance our
living standards, means that many people who possess few skills will need increased
training and education. In his May 1, 1991, response to Congess, the President of-
fered a direct and substantive response to these concerns. He promised this Com-
mittee, the Congress, and the American people that NAFTA will include adjustment
measures that would reduce the likelihood of injury from the Free Trade Agreement.

Today I can report to you unequivocally that the President will continue to follow
through on that commitment. This is reflected in the body of the agreement itself,
and in the extensive and ongoing bilateral cooperation program that we have under-
taken with the Mexican Government on labor issues. Finally, our new worker ad-
justment proposal is consistent with his commitment. The proposal establishes a
general framework within which we will continue our consultations on worker ad-
justmeRt to insure assistance and retraining for any workers adversely affected by
NAFT1A. I am proud to say that the Department of Labor has taken a lead role in
all three of these areas.

The Department's role in the negotiation of this trade agreement was, to my
knowledge, unprecedented. The interests of American workers were represented di-
rectly and consistently throughout the negotiating process. The Department was
represented on each of the 19 NAFTA negotiating groups and DOL officials led ne-
gotiotions for the U.S. side in two of the negotiating groups. Asone example of our
role in this process, we strongly supported and encouraged our negotiators in their
efforts to assure that the tariffreduction schedules included in the agreement will
allow potentially vulnerable import-sensitive American industries time to adjust.

To ensure that American workers and industries have sufficient time to adjust to
trade liberalization, the Administration negotiated an agreement that will gradually
phase out both tariff and non-tariff barriers on all goods qualifying as North Amer-
ican under its rules-of-origin provisions. For most goods, existing tariffs will either
be eliminated immediately or phased-out in five or ten equal annual stages. For par-
ticularly sensitive goods, however, the tariff phase-out period will be more gradual,
and will last for upto 15 years to allow adequate time for U.S. producers and vork-
4rs to adjust to a fee trade environment. Examples of products where we have pro-
vided a 15 year phase-out include certain household glassware, selected footwear
items, and some fruits and vegetables.

Moreover, the Department of Labor led the negotiations on the Agreement's safe-
guards chapter which is Verhaps the most crucial of all with respect to the issue
qf protections ?or America s working men and women. In his May 1, 1991, report
to Congress, President Bush promised that the agreement would allow us to respond
quickly and effectively to any sudden, injurious increase in imports from Mexico or
Canada once the NAFTA takes effect. The NAFTA we negotiated fulfills this pledge
in four ways.

First, NAFTA includes a bilateral safeguard mechanism which will permit a tariff
"snap-back" to pre-NAFTA or MFN levels for up to three years--or 4 years in the
case of extremely sensitive products-should increased imports of Mexican goods re-
sulting from the elimination of duties stipulated by the NAFTA constitute a sub-
stantial cause or threat of serious injury to a domestic industry.

Second, the NAFTA's global safeguard provisions allow for the imposition of tar-
iffs or quotas on imports from Mexico or Canada as part of a multilateral safeguard
action, should imports from either or both countries be a substantial cause of seri-
ous injury or threat to a domestic industry.

Third, the NAFTA Emergency Action Chapter establishes open and transparent
procedures that must be followed by any of the-parties prior to taking a safeguard
action. These procedures, which are consistent with U.S. law, ensure that all safe-
guard actions will be carried out in a open and impartial manner.

-- Finally, to discourage the use of unjustified action by Canada and Mexico against
oar exports, the NAATA Emergency Action Chapter includes compensation provi.
&ions that require a country taking an action to compensate the country whose ex-
ports are affected. If no compensation is agreed upon, the affected country may re-
taliate by tariff action with substantially equivalent effects.

In addition to these safeguards for American industry and workers, the Depart-
ment also played a key role in assuring the inclusion of tough rule i-of-origin provi-
sions that will ensure that the free-trade benefits of NAFTA accrue to North Amer-
ican products and their workers, not to countries outside the region.

In the automotive sector, for example, only vehicles with substantial North Amer-
ican content will benefit from tariff cuts. To be eligible for NAFTA benefits, auto-
mobiles and light trucks must have at least 62.5 percent North American content,
considerably more than the 50 percent required by the U.S.-Canada Free Trade
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Agreement. NAFTA also contains tracing provisions so that individual parts can be
identified to determine the North American content of major components and sub-
assemblies such as engines.

In the textile sector, to cite another example, in general duty-free treatment for
textiles and garments will be given only to products woven and processed in North
America from the yarn-spinning stage forward.

Sharing the concerns of many that the NAFTA not lead to increased immigration
of foreign workers, the President made specific commitments on labor mobility in
his May 1, 1991, response to the Congress. In that report he promised, and I quote,
"Our immigration policy is sound and we do not contemplate changes in our law
with the possible exception of technical changes to facilitate temporary entry of pro-
fessionals and managers as was done under the agreement with Canada."

Mr. Chairman, the President has honored that commitment. There are no provi-
sions for the movement of labor. Moreover, we have maintained the right to protect
our permanent employment base and to implement our immigration policies. There
will be only technical changes to the current law to allow for the temporary entry
of Mexican professionals and managers as was done for Canada.

In addition to these crucial provisions for workers included in the agreement it-
self, the President also made a specific commitment that the Department of Labor
would pursue a bilateral cooperation program with Mexico on labor issues. This
commitment, as you know, was made in direct response to concerns that were raised
about the adequacy and enforcement of labor standards in Mexico, and the potential
effect of disparities between U.S. and Mexican systems in a free trade environment.

The cooperative program that weI conducted in fulfillment of the President's
pledge was carried out under the auspices'of the U.S.-Mexico Binational Commis-
sion, on a parallel track with the NAFTA negotiations. Pursuant to a five year
Memorandum of Understanding that I co-signed with Mexican Secretary of Labor
and Social Welfare Arsenio.-Earell Cubillas on May 3, 1991, we have conducted' a
vigorous program of cooperative activity in the areas of worker safety and health,
child labor, labor law, worker rights, and labor statistics.

Let me briefly describe some of the significant actions we have taken.
In addressing allegations of lax health and safety standards in Mexico, DOL and

the Mexican Ministry of Labor and Social Welfare, or STPS, made a concerted effort
to learn more about each other's systems for the formulation and implementation
of policies and programs to protect worker safety and health. Our Occupational
Safety and Health Administration (OSHA) and STPS began by conducting a com-
parative study of occupational safety and health regimes, as a foundation for future
improvements in safety and health standards and enforcement. At the same time
this report was being developed, the U.S. and Mexico also concluded a number of
concrete activities in areas of obvious immediate concern-activities that have
served to strengthen Mexico's technical knowledge of worker safety and health is-
sues and enforcement procedures. Much of the technical assistance and training we
provided, I am pleased to report, has been put to good us& by the Mexican Govern-
ment in several unilateral initiatives it has undertaken.

We have worked closely with Mexico and Canada in initiating a series of seminars
designed to help identify "what works" in preventing accidents in specific industries.
The first such conference was sponsored by Mexico and held in Mexico City in Feb-
ruary, 1992, and focused on safety and health issues in the iron and steel industry.
It was attended by over 130 American and Mexican experts from government, labor,
management, and academia, as well as by observers from Canada. Future joint con-
ferences will address Occupational safety and health issues in the construction, pe-
trochemical, and electronics industries. Mexico has also held conferences on the bot-
tling, rubber, and footwear industries.

To help Mexico develop an improved health enforcement program for its
workforce, OSHA spodsoredtechnical assistance and training programs for Mexican
officials in OSHA's industrial hygiene analytical laboratory and, under an agree-
ment signed with STPS, has allowed Mexico to use the OSHA laboratory for special-
ized sample testing until such time as Mexico has its own laboratory in place.

To help Mexico meet its goal to reduce the incidence of chemical source illnesses
and injuries, OSHA has provided Mexico with relevant information and technical as-
sistance.

To help Mexico train officials in occupational safety and health, OSHA instructors
have begun conducting courses in Mexico for enforcement personnel and others.
OSHA has also hosted Mexican officials at the OSHA Training Institute in Illinois,
to examine course offerings and simulations of worksite conditions used for inspec-

-tor training programs. -
And, OSHA and STPS have engaged in an extensive exchange of technical, sci-

eqtiic, educational, instructional, and bibliographic material regarding occupational
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safety and health. We have provided Mexico with comprehensive copies of preamble
rationale and regulatory text of all OSHA-proposed and final rules for the past twoYeas; CD-ROM versions of the entire OSHA Computerized Information System, in-

cdg OSHA standards, procedures, and interpretations; several chemical data
bases; and other technical data.

We have also worked closely with our Mexican counterparts to obtain a clearer
picture of the incidence and determinants of child labor in Mexico. Both the U.S.
and Mexico share a strong commitment to protecting the physical, emotional, and
intellectual development of children, and we have placed a high priority on develop-
ing strategies and actions that will preserve, protect, and strengthen the health and
well-being of the children in both countries in a manner that strikes the proper bal-
ance between work study, and personal development. To achieve this, American
and Mexican officials have developed a set of common goals, which include the ex-
change of information on strategies for compliance, as well as on enforcement poli-
cies and procedures; the targeting of rural areas and the agricultural sector; support
for "atay-in-schooll" initiatives; and the pursuit of outreach activities to educate em-
ployers, parents, and youth about child labor laws.

Monitoring and evaluating the effects of the NAFTA will require a clear and com-
parable statistical picture of Mexican wages productivity, and other labor indica-
tors. Because such data have been unavailable or inadequate, we set an objective
to assist Mexico in improving the duality, timeliness, and international comparabil-
ity of its economic statistics so that both countries will be better able to monitor
and evaluate the results of the NAFTA.

To accomplish this, in October 1991, U.S. statistical agencies, coordinated by
OMB, signed a Meruorandurn of Understanding calling for comprehensive statistical
cooperation between the U.S. and INEGI, the Mexican agency responsible for eco-
nomic and demographic statistics. Since then, our Bureau of Labor Statistics has
worked closely with the Ministry of Labor and INEGI in developing a broad range
of training courses and seminars designed to improve the collection and analysis of
social and economic data in Mexico. The major emphasis in these training sessions
has been on the development, measurement, and analysis of productivity, labor
force, employment, and wage statistics.

In addressing concerns regarding the enforcement of fundamental worker rights,
the DOL and STPS have agreed to cooperate on activities to further mutual under-
standing of how each country assures basic worker rights, such as freedom of asso-
ciation, the right to organize and bargain collectively, mutual understanding of the
cultural, legal, and economic context in which worker rights are defined, and of the
prevailing labor management relations policies, processes, and practices.

As part of this agreement, the U.S. and Mexico are working together on a joint
comparative study of labor law and worker rights. This process has included ongoing
discussions between U.S. and Mexican officials designed to examine and compare
the labor law systems in our two countries and to better understand how each sys-
tem preserves and protects fundamental worker rights. Building on these discus-
sions, a preliminary report comparing the basics of U.S. and Mexican labor law has
been prepared, and a First Annual U.S.-Mexico Labor Law Conference has been
scheduled for this fall in Mexico City.

The Labor Law Conference, which will be co-hosted by the Department of Labor
and Mexico's Secretariat of Labor and Social Welfare, will examine in greater detail
the constitutional and legislative foundations of labor law and worker rights in the
United States and Mexico. It will include two days of workshops which will provide
a unique opportunity for experts drawn from government, academia, labor, and the
business community to come together to discuss a broad range of labor law issues.
This conference will be a significant step in our continuing efforts to expand our
knowledge on these issues of mutual concern.

A substantial portion of the Mexican work force participates in the informal sec-
tor-that is, outside the traditional economy. To better understand the extent and
implications of this phenomenon, we have worked together to produce a series of
research papers by experts who specialize in the informal sector, have held joint
seminars, and have examined the functions of the informal sector in other countries.
Our initial focus has been on gaining a better understanding of the factors affecting
this sector's existence and growth or decline, its effects on economic and social pol-
icy, and the implications for workers. These studies will form the basis for the devel-
opment of strategies ranging from creating incentives to encouraging formalization
to more active labor law enforcement.

Soon, joint activities on the informal sector will enter a second stage as Mexican
officials, working with experts from the World Bank and USAID, seek to identify
linkages between the formal and informal sectors of the Mexican economy. These
studies will focus on the role of micro-enterprises and subcontracting units; the role
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of the informal sector in economic development; and strategies to broaden the social
safety net to include workers in the informal sector.

More recently, Secretary Farell and I agreed on an extended framework for co-
operation that will carry through to 1995. At a meeting on March 29, 1992, we
agreed that the basis had been established for the formulation of strategies, sup-
ported by concrete activities and projects of bilateral cooperation on labor matters
of common concern. These new, long-term activities, which complement those al-
ready set forth in the 1991-1992 Action Plan, will bring real, visible benefits to
workers in both countries. Together these new actions lay the institutional founda-
tion for continuing long-term collaboration and consultation, and set priorities for
new programs of joint cooperation in two areas of mutual interest and concern.

Soon, we will sign an agreement to create a Consultative Commission on labor
matters, which will oversee our joint, action programs and assure that labor matters
of concern to parties in both countries can be raised expeditiously.

The Commission will be co-chaired at the Secretarial level. will meet at least
once a year to review the implementation of cooperative programs and to consider
any labor issues of interest or concern to either party. Technical experts or other
non-government representative may also participate, as appropriate.

Second, a new cooperative initiative in the area of workplace safety will be under-
taken. We have agreed to a variety of activities to encourage compliance with stand-
ards and to prevent accidents. We will examine existing standards to determine the
need for improvement and decide whether emerging hazards will require new stand-
ards. We will study strategies which have proven themseives in both countries, and
implement programs to identify and control hazards in the workplace. For example,
we have agreedto develop common worksite hazard analysis methodologies for the
chemical industry, so that employers in both countries will have an orderly and sys-
tematic approach for identifying, evaluating, and controlling hazards in the work-
place.

Third, we will undertake a new initiative in the area of industrial hygiene. Both
the U.S. and Mexico share an interest in protecting the physical and mental well-
being of our workers within a healthful workplace environment. As our comparative
study has shown, both countries have developed a broad regulatory program for the
enforcement of health and safety standards. But as the economic interchange be-
tween our two countries expands, it will be increasingly important for us to achieve
greater similarity in our respective industrial hygiene schemes. Consequently, under
this new area of cooperation, the labor ministries will work jointly to upgrade their
industrial hygiene programs by developing commonalities in their respective ap-
roaches to hazard communication standards; permissible exposure limits for air-
orne contaminants; sampling and laboratory analysis of airborne contaminants; the

effects of noise, vibrations, and other physical agents on workers; ergonomic issues;
and the protection of workers in agricultural industries.

We believe that these new initiatives will help accelerate the benefits to workers
arising from greater economic interchange and guarantee the adequate protection
of workers, with absolute respect for the legislation in force in each country. Our
record of achievement to date, especially when taken together with numerous uni-
lateral initiatives by the Mexican government, is already leading to a stronger sys-
tem of labor protection in Mexico.

Finally, Mr. Chairman, let me turn to the matter of worker adjustment assist-
ance. Last year the President committed to work with the Congress to ensure that
workers who may lose their jobs as a result of NAFTA receive prompt, comprehen-
sive, and effective adjustment services through an adequately funded worker adjust-
ment program.

As the NAFTA negotiations were proceeding, the department of Labor, OMB, and
USTR convened a series of meetings this MaN and June with key Congressional
staff and business and labor groups to being framing the discussion on an ade-
quately funded, effective adjustment program. To further explore the issues raised
in these discussions with a broad cross section of interested paities, the Department
invited 175 organizations representing business, labor, agrit lture, and the public
at large to respond to a "Consultation Outline." The Consultation Outline was also
published in the Federal Register to insure the widest possible opportunity for par-
tic.dation in the consultation process. The outline solicited ideas and recommenda-
tions in seven area,:

(1) Impact. of a NAFTA;
(2) Scope of an adjustment program;
(3) Timing of readjustment assistance;
(4) Eligibility
(5) Services and benefits;
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(6) Role of income support; and
(7) Performance and oversight.

To date, we can summarize the -comments received from 46 respondents as fol-
lows:

" While NAFTA will result in the net creation of jobs, some dislocations are also
expected to occur.

" Most responder.ts favored broad-based eligibility, rather than eligibility based
on the cause of L-islocation.

" While some comments urged that the program be kept narrowly focused on
NAFTA-related impacts, most of the responses suggested that NAFTA adjust-
ment should expand beyond the scope of current programs, and be designed to
respond to impacts that may occur in future years.

" A substantial majority favored early intervention in anticipation of the impact
of NAFTA, while a small number were opposed to any provision of services prior
to actual dislocation.

" There was support for a broad menu of services for workers, firms, and commu-
nities based on services and benefits provided through existing programs.

" Many of those who viewed services for workers as entitlements suggested that
income support should be limited according to need or conditioned on participa-
tion in a qualifying activity.

" Most commentators agreed that" the goal of a worker adjustment program
should be early reemployment of the affected worker at a comparable wage.

Last May, the President further committed to work with the Congress to ensure
that the stated objectives for a worker adjustment program are met and adequately
funded, and that any needed changes to U.S. laws to implement such a program
should be in place by the time the agreement enters into force and could appro-
priately ba addressed in legislation implementing a NAFTA. Following through on

is commitment and taking into account the results of the consultation process, the
President has decided we need a new worker adjustment strategy that:

" Assures that all workers who have been displaced, those who have been notified
that their jobs are being terminated, and those at risk of losing their jobs have
access to a comprehensive array of training and support services.

" Nearly triples the funds available to provide these services: $10 billion over 5
years-$2 billion annually. '1

" Provides continuity of funding through capped mandatory funding.
" Provides freedom and flexibility to workers to choose what, when, and where

to take training.
" Provides income support to ensure that workers, who enter training early in

their unemployment and who have exhausted unemployment benefits, can com-
plete their training.

To fill in that strategy and move to the next round of consultations, the President
is proposing the broad framework of a new dislocated worker program for adults-
Advancing Skills through Education and Training Services-ASETS. ASETS would
consolidate the existing Trade Adjustment Assistance (TAA) and Economic Disloca-
tion and Worker Adjustment Assistance (EDWAA) programs into one comprehensive
program that is readily accessible to the individual worker. The combined features
of income support of the TAA program, and the wider range of rapid response, basic
adjustment, and training services available locally under EDWAA, would be avail-
able to the full range of dislocated workers.

Broad program eligibility would include current workers who are -it risk of losing
their jobs, as well as those who are displaced or are notified that they are about
to lose their jobs. Thus, services could be delivered while people are still employed,
helping either to avoid the dislocation or ensure effective rapid transition to a new
job.

Program funding through a canned entitlement would eliminate the year-to-year
funding uncertainties, provide continuity of program funding, and enable a response
to NAFTA impacts whenever they occur. Workers could be confident that needed re-
sources will be available.

Rard response services for all dislocated workers, as well as access to a wide
range of adjustment and support services and labor market information means serv-
ices would reach workers early, when intervention is most effective.

Basic transition services, including individual assessment and counseling, literacy
and basic skills training, and job search assistance, would assist workers in identify-
ing and accessing appropriate employment opportunities.
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Skill grants for retraining, like Pell grants, of up to $3,000 per year for a maxi-
mum of two years would offer workers the opportunity to choose the most appro-
priate training programs and providers, including approved entrepreneurial or tech-
nical training programs, at colleges, community or junior colleges, public or private
trade schools or institutions, or employers.

Income support payments would provide the financial assistance necessary to com-
plete training.

Now, how would the program funding work? Again, the President's $10 billion,
five-year initiative would nearly triple current federal funds available for retraining
and transition assistance for all dislocated workers, not only those who may be dis-
located as a result of NAFTA. Thus, services could be provided to all who need
them. The funding flow would break into two component parts:

* Of the annual capped appropriation of $2 billion, $1.3 billion (67%) would be
allotted among the States by formula to provide rapid response, basic transition
assistance and skills grant. States would use these funds to address NAFTA-
related employment shifts as well as other dislocations.

* $670 million (33%) would be retained by the Secretary of Labor for discretionary
grants for national priorities. Of that amount, at least $335 million would be
specifically for NAFTA-related dislocations. The other $335 million would be
used for defense-related layoffs, environmental impacts, and other multi-state
and industry-wide dislocations. Discretionary funds could be transferred be-
tween the two accounts as needed, and up to the full $670 million could be
available for NAFTA related dislocations.

While we have estimated that we could serve all displaced workers who need serv-
ices, experience shows that not all dislocated workers, or those vulnerable to disloca-
tion, will have the same need for assistance. Of the 9.7 million workers currently
unemployed, approximately 5.4 million lost their jobs, while the others left their jobs
voluntarily, or are new job seekers. The majority, by far, secure jobs with minimal
transition assistance.

About 1.2 million workers are estimated to be permanently dislocated each year
due to plant closings and large layoffs. Many of these workers have difficulty
transitioning to new jobs through their own efforts. Of these 1.2 million workers,
our experience indicates that about a third would need and choose skills retraining
each year. This means about 400,000 dislocated workers would take advantage of
skill training grants each year. While virtually all dislocated workers would receive
unemployment benefits, those who enter training early, exhaust their benefits, and
need income support to complete their training would receive additional income as-
sistanc -about 150,000 workers. In addition, the program would serve approxi-
mately 165,000 currently employed workers, whose occupations or industries are ex-
periencing significant changes and work force adjustments.

He note that virtually all economic studies project net job creation as a result of
NAFTA, although some dislocation is inevitable. Among these studies, the Institute
for International Economics (IIE) projects a gross increase in employment of 325,000
jobs and the highest gross job loss projection at 150,000 over a ten-year period. The
funds proposed exceed all estimates of NAFTA-related training needs.

In January, the President announced a comprehensive, streamlined Federal lob
training system that provides one-stop shopping for job training services. Building
on this plan, we are proposing reforms and initiatives to address the needs of spe-
cific populations including workers dislocated from their jobs. The ASETS service
delivery, system would be modeled on the current Economic Dislocation and Worker
Adjustment Assistance program under Title III of the Job Training Partnership Act.
The Governor of each State would develop and manage a statewide delivery system
and establish the State-level Dislocated Worker Unit which would be responsible for
State program administration and rapid response The Governor would also des-
ignate substate areas and substate grantees who have responsibility for their local
program operations. Other local organizations such as the Job Service, community-
based organizations, and community colleges would provide services under contract
to the substate grantee.

The President's initiative is revolutionary, proposes to reach at-risk worker as
early as possible, and anticipates that plants, workers, and employers would utilize
the longer-lead time to everyone's advantage.

The proposal is offered as a basis for further discussion with the Congress and
others as a framework for shaping a program which would fully meet the needs of
NAFTA workers.

Mr. Chairman, my remarks to the Committee this morning have focused on the
Department of Labor's efforts to safeguard American workers against the possible
localized adverse impacts of a North American Free Trade Agreement. That is only
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appropriate given the Committee's immediate concerns and my responsibilities as
Secretary of Labor. In concluding, however, I want to reemphasize my strong belief
that a North American Free Trade Agreement will result in very substantial overall
benefits for America and American workers.

In both the short and long term, this agreement will create quality jobs in the
United States and a significant net increase in employment virtually all of the eco-
nomic studies that have investigated the possible effects of the NAFTA on American
labor support this conclusion. Moreover, and much more important to my mind, our
experience supports it as well.

Mexico is already America's fastest growing export market. The value of U.S. ex-
ports to Mexico has nearly tripled over the past six years, from $12 billion in 1986
to $33 billion in 1991. In 1992, the value of our exports will increase to almost $44
billion and our trade surplus with Mexico will stand at over $8 billion. According
to the Institute of International Economics, by 1995 trade with Mexico will support
over 850,000 jobs, a substantial number of which are in the manufacturing sector.
In fact, it is important to note that currently 85% of our exports to Mexico are man-
ufactured goods, and that the U.S. manufactured goods surplus with Mexico is larg-
er than with any other country.

The plain truth is that trade with Mexico provides substantially more and better
jobs for Americans than it takes away. A fully implemented North American Free
Trade Agreement will create more export and job opportunities, not less. Our task,
Mr. Chairman, is to insure that each and every American has an opportunity to
share in these benefits.

Mr. Chairman, I thank you for the opportunity to appear here.

PREPARED STATEMENT OF LiNDA G. MORRA

Mr. Chairman and Members of the Committee:
We are pleased to be here today to discuss how to best help workers who lose

their jobs because of business closures or permanent layoffs. Dislocated worker is-
sues take on added importance in light of the recent signing of the North American
Free Trade Agreement (NAFTA). Although most experts believe NAFTA will result
in a net increase in jobs for the U.S. economy, they also agree that some job losses
will occur. My testimony today will focus primarily on our recent work on the two
major federal dislocated worker programs-Trade Adjustment Assistance (TAA) and
Economic Dislocation and Worker Adjustment Assistance (EDWAA). I will also
share with you our observations concerning the President's proposal to replace TAA
and EDWAA with a single, comprehensive program.

We have found that both TAA and EDWAA have some shortcomings in how well
they serve dislocated workers. Both programs are often slow in providing services
to participants, and the services provided may not be tailored to each participant's
needs. Income support needed to help participants complete training is often not
available. Neither program collects sufficient information to adequately assess par-
ticipant progress or measure program performance.

We believe the President's proposal to combine TAA and EDWAA into a single,
comprehensive dislocated worker program is a step in the right direction. The pro-
posal would eliminate confusion about participant eligibility and simplify the deliv-
ery of services to dislocated workers. However, many questions concerning the pro-
posal need to be answered.

BACKGROUND

TAA and EDWAA were created to assist the approximately 1 million workers, an-
nually, who lose their jobs due to business closures and permanent layoffs. TAA is
an entitlement program that assists workers who lose their jobs because of in-
creased imports. The Department of Labor determines the eligibility of groups of
workers, and services are administered through the state and local offices of the
Employment Service (ES). During fiscal year 1990, TAA served 38,500 dislocated
workers at a cost of $150 million. Services include occupational and remedial train-
ing, job counseling, placement assistance, and support services, as well as job search
and relocation allowances. TAA also provides up to 52 weeks of additional income
sup port to its participants who exhaust their unemployment insurance benefits.

In contrast to TAA, EDWAA provides assistance to all dislocated workers regard-
less of the reason for their dislocation. EDWAA is funded through an annual appro-
priation, and the bulk of its funds are allocated to states based on state unemploy-
ment rates. Most of the funds are thern passed through the states to a network of
628 Job Training partnership Act (JTPA) service delivery areas, which are adminis-
tered by councils composed of private and public sector representatives. During pro-
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gram year 1990, 288,000 workers were served at a cost of $390 million. Services pro-
vided urler EDWAA are similar to those under TAA, except that EDWAA lacks
TAA's additional income support feature.

The President's proposal would consolidate TAA and EDWAA into a single pro-
gram providing services to all dislocated workers without regard to the cause ofthe
dislocation. Workers would be eligible to receive three types of assistance-transi-
tion assistance, training assistance, and transition income support. Transition as-
sistance would include skill assessment, counseling, job search assistance, and job
referral services. Training assistance would be provided in the form of "skill grants"
or vouchers for a maximum of $3:000, annually, for up to 2 years. They could be
used for technical or entrepreneurial training at colleges or other training institu-
tions. In addition, transition income support would be provided to workers who have
exhausted their unemployment insurance benefits and need supplemental income
support to complete training programs.

EARLY INTERVENTION

Reaching workers before or at the time of layoff increases the chances for prompt
reemployment; however, TAA and EDWAA frequently are slow in reaching dis-
located workers. When help is available before or at the time of job loss, far more
workers seek assistance, and those workers who receive timely assistance appear to
find jobs sooner and earn more than they would have without such help.' However,
we found that workers served by TAA and EDWAA are often unemployed for 15
weeks or more before they receive any training assistance. Our analysis of TAA and
EDWAA in Michigan, New Jersey, and Texas showed that 65 percent of the TAA
participants and 41 percent of the EDWAA participants did not receive training in
their first 15 weeks of unemployment.

Delays in the delivery of TAA training assistance were generally due to the work-
er certification and notification process. For workers to receive assistance under
TAA, the Department of Labor must certify that they were dislocated as a result
of increased imports. The certification process can take up to 60 days after the
workers petition for assistance. Once certified, workers must be notified of eligibility
for assistance, which can take another 60 days. Thus, workers may have to wait 4
months before they receive assistance.

EDWAA does not have a certification requirement, yet assistance for many
EDWAA participants is also slow in coming. EDWAA legislation requires that, in
the event of a business closure or permanent layoff, state rapid response teams are
to establish contact with the employer and employee representatives. State rapid re-
sponse teams provide information on services that may be available from local
sources, but workers must go to the local JTPA service delivery areas to obtain as-
sistance. Therefore, contacts with the rapid response team do not guarantee that
workers will receive timely assistance.

Under the President's proposal, the certification requirement would be eliminated,
and all workers would be eligible for assistance without regard to the reason for
their dislocation. This could speed up the delivery of services, but currently under
EDWAA there is no certification requirement and service delivery is still slow.

TAILORED ASSISTANCE

The reemployment potential of dislocated workers is enhanced when assistance
options and independent assessments tailor services to the varied skills and inter-
ests of workers and local job opportunities. 2 However, in some instances, the mix
of services offered by TAA aad EDWAA is limited, and assessments are performed
by service providers who have a vested interest in which services participants re-
ceive. As a result, participants may receive services that are not tailored to their
specific needs. For example, TAA offers participants classroom training in a variety
of occupations but generally does not offer the option of on-the-job training. Simi-
larly, in some EDWAA projects, participants may be offered on-the-job training posi-
tions, but nothing in the way of basic skills training.

The President's proposal appears to provide greater training flexibility for partici-
pants. Participants would receive an assessment of their skills and counseling on

See U.S. General Accounting Office, Plant Closings: Limited Advance Notice and Assistance
Provided Dislocated Workers, (GAO/HRD-87-105, July 17, 1987; U.S. Congress, Office of Tech-
nology Assessment, Plant Closings: Advance Notice and Rapid Response Special Report, OTA-
ITE-321, September 1986; and National Academy of Science, National Academy of Engineering,
Institute of Medicine, Technology and Employment: Innovation and Growth in the U.S. Econ-
omy, 1987.

1U.S. General Accounting Office, Dislocated Workers: Labor.Management Committees Enhance
Reemployment Assistance (GAOi-90-3, Nov. 21, 1989).
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occupational options. Those participants interested in training would be given skill
grants or vouchers worth up to $3,000, annually, for up to 2 years to help meet the
cost of their retraining. Vouchers could be redeemed at any qualified college or
training institution.

However, there are some unanswered questions. One question in the President's
proposal is who would provide the assessments and how independent they would be.
Currently, some EDWAA projects rely extensively on service providers, who have a
vested interest in which services participants receive, to assess the needs of partici-
pants.

Another question is the sufficiency of the $3,000 annual grant. Our analysis of
training costs for TAA participants in our three-state analysis showed that about
20 percent of the participants had training costs that would exceed the $3,000 an-
nual grant suggested in the President's proposal.

A third question is what would happen to workers who would prefer on-the-job
training rather than classroom training. It is not clear how workers wishing to ob-
tain on-the-job training would be served under the President's proposal.

INCOME SUPPORT

Many dislocated workers need income support to participate in classroom train-
ing. We found that the availability of additional income support after workers ex-
haust their 26 weeks of unemployment insurance benefits gives them the option'to
enter longer-term training. TAA provides up to 52 weeks of additional income sup-
port, and 84 percent of the TAA participants in our three-state analysis enrolled in
training lasting 26 weeks or more. In contrast, participants in EDWAA generally
do not receive additional income support after they have exhausted their unemploy-
ment insurance benefits, and only 31 percent were enrolled in training lasting 26
weeks or more.

The President's proposal would provide income support to participants regardless
of the Y,ison for dislocation. However, the lack of specific inflation on how eligi-
bility would be determined is an open question that could greatly affect the pro-
gram's potential impact and cost. The proposal says that dislocated workers who

ave exhausted th,-ir unemployment insurance benefits, have enrolled in training,
and need supplemental income to complete training would be eligible for income
support.

TRACKING PARTICIPANT PROGRESS AND PROGRAM PERFORMANCE

Finally, we believe the reporting systems that track participant progress and pro-
gram performance are also critical to assuring that federal assistance to dislocated
workers is effectively and efficiently provided. Gathering basic information on both
TAA and EDWAA often has been difficult because the Department of Labor does
not require states to provide reliable comprehensive information on who the pro-
grains serve, the services they received, and how they fared after completing train-
ing. Even when states collect the information on their, own, they do not collect the
same types of information or their definitions are not consistent. Recent amend-
ments to JTPA include additional reporting requirements that would extend to
EDWAA. In addition, Labor has proposed some additional reporting requirements
that would also extend to EDWAA. These additional requirements would require
states to maintain individual participant files in a way that would allow administra-
tors to assess who is being served, the specific services they received, and the out-
comes achieved by specific groups of participants or related to specific services pro-
vided.

The President's proposal recognizes the need for extensive feedback from employ-
ers and workers, but does not comment specifically on reporting requirements. If re-
porting requirement similar to those proposed by Labor were included in the Presi-
dent's proposal, it would go a long way toward assuring that adequate information
is available to track participant progress and assess program performance.

Mr. Chairman, the President's proposal is a good first step in developing a pro-
gram that provides comprehensive services to all dislocated workers regardless of
the cause of their dislocation. However, some questions still need to be answered.

RESPONSES OF NIS. MORRA TO QUESTIONS SUBMITTED BY SENATOR RIEGLE

Question No. I. What suggestions do you have for setting up a program that will
be more responsive to the increasing numbers of dislocated workers?

Answer. Our analysis of TAA and EDWAA projects and the research of others has
shown that more effective placement results are achieved when projects provide



280

timely assistance-before or at the time of layoff-and that assistance is tailored to
the specific needs of each worker.

To achieve more timely assistance, programs need:
-more active outreach efforts that seek out dislocated workers rather than wait-

ing for the workers to come to the project.
-less complex eligibility requirements. The TAA certification/investigation proc-

ess is very time-consuming.

To assure that assistance is tailored to the specific needs of each worker, pro-
grams need:

-a broader mix of services. For many dislocated worker projects, the mix of serv-
ices is quite limited. Some workers need basic skills training; others need class-
room or on-the-job training; and still others only need help in searching for a
job. The services provided should recognize the needs of all three groups of'
workers.

-independent assessments of worker needs. For many projects assessments are
either not performed or are performed by the service providers who have a vest-
ed interest in the assessment results.

-additional income support after workers exhaust their 26 weeks of unemploy-
ment insurance benefits. The availability of income support gives workers more
flexibility in selecting the training that best meets their needs.

Question No. 2. Did your research reveal the extent to which this program will
be able to better assist NAFTA dislocated workers, relative to the TAA program we
already have in place?

Answer. Because parts of the President's proposal are vague, it is unclear whether
the proposed program would serve workers dislocated by the NAFTA better than the
TAA program. While TAA has its shortcomings, there is no assurance that the
President s proposal will provide more timely assistance, have a broader mix of serv-
ices, or provide workers at least equal benefits.

One of the shortcomings of the TAA program is the lengthy and complex certifi-
cation process. The President's proposed program would not need a certification
process and should provide more timely assistance; however, it is unclear whether
it will actually provide more timely assistance than TAA. As we have seen with
EDWAA, the lack of a certification process may not speed up the delivery of services
to dislocated workers.

TAA generally limits training assistance to classroom training which may not
meet the needs of some dislocated workers. The use of training grants in the Presi-
dent's proposal is intended to provide workers more flexibility than the current pro-
grams in selecting training options. However, the President's proposal does not in-
clude on-the-job training. As a result, it is unclear whether the new program will
provide assistance that is any more tailored to meet the needs of individual workers
than TAA. The proposal is also vague about whether worker assessments will be
conducted by independent agencies or by service providers with a vested interest in
enrolling workers in their programs.

Overall, the substantial increases in funding planned for the new program will
likely enable more workers to receive income support and training than are cur-
rently served by TAA, but some workers may lose some benefits. The President's
proposal estimates that 400,000 workers would receive training under their program
and 150,000 workers would receive income support. What portion of these workers
would be NAFTA dislocated workers is unclear because the President's proposal in-
cludes workers dislocated from their jobs for reasons other than international trade.
However, because the proposal limits eligibility for income support to only those
workers that need" additional income to stay in training, some workers currently
eligible for TAA income support may lose benefits under the President's proposal.

Question No. 3. Will creating one comprehensive program for all dislocated work-
ers, in fact better serve the workers dislocated by the NAFTA?

Answer. More workers will be served by combining the benefits of TAA and
EDWAA into one comprehensive program that serves all workers regardless of the
reason for their dislocation. However, because the President's proposal is vague, it
is unclear whether workers dislocated by NAFTA will be better served.

Combining TAA and EDWAA into one comprehensive program should help reduce
confusion about eligibility and speed up service delivery. However, because the
President's proposal does not contain any specific provisions pertaining to timeli-
ness, it is unclear whether the new program will actually provide more timely as-
sistance than TAA and EDWAA. Although the proposal eliminates TAA's lengthy,
complex certification process, this does not guarantee that the workers will receive
assistance in a more timely manner. For example, as our analysis showed, EDWAA
assistance is also relatively slow even though it has no certification requirement.
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It is unclear whether the new program will provide a broader mix of services and
more tailored assistance than TAA and EDWAA because the President's proposal
lacks specific information on the types of services the new program will provide. For
example, it does not mention on-the-job or basic skills training. The broader the mix
of services, the more likely the program will meet the needs of the individual work-
ers. The workers will also benefit if needs assessments are conducted by independ-
ent entities rather than service providers with a vested interest in which services
workers receive. However, the proposal does not mention who will conduct individ-
ual needs assessments.

It appears that overall, the new program will provide more workers with income
support and training than TAA and EDWAA. However, the President's proposal
lacks specfic information on how the eligibility for income support will be deter-
mined. Tis information is key for determining how many workers the proposed pro-
gram will serve.

U.S. GENERAL ACCOUNTING OFFICE, HUMAN RESOURCES DIVSION,
Washington, DC., September 10, 1992.

Hon. LLoYD BENTSEN, Chairman,
Committee on Finance,
U.S. Senate
Hon. DAN ROSTENKOWSKI, Chairman,
Committee on Ways and Means,
House of Representatives

This briefing report responds to your request for information on services provided
to dislocated workers by the Trade Adjustment Assistance (TAA) and the Economic
Dislocation and Worker Adjustment Assistance (EDWAA) programs. TAA and
EDWAA are the two major federal programs created to help dislocated workers
make the transition to new employment. This information is particularly important
because the North American Free Trade Agreement has fueled concern about pos-
sible increased job loss and the federal role in helping workers make a smooth tran-
sition to new employment.

The 30-year-old TAA program assists workers who lose their jobs due to increased
imports. The Department of Labor determines whether groups of workers have been
adversely affected by trade and certifies that they are eligible for TAA benefits. The
Employment Service (ES), through its state and local o ices, administers the TAA
program, which in fiscal year 1990 spent $150 million on cash payments and serv-,
ices for 38,500 workers. In contrast to TAA, the EDWAA program helps dislocated
workers regardless of the reason for job loss. During program year 1990, states
spent $390 million in Job Training Partnership Act (JTPA) funds to provide
EDWAA services to 288,000 workers. States pass much of these funds on to local
JTPA service delivery areas, which hold primary responsibility for administering the
program.

TAA and EDWAA provide similar services, including job counseling, occupational
and remedial training, placement assistance, and support services, as well as job
search and relocation allowances. Workers eligible for TAA services may also receive
EDWAA services. All dislocated workers may receive 26 weeks of income support
through the Unemployment Insurance program, but TAA also provides up to 52
weeks of additional income support.

To help the Congress assess the services provided to dislocated workers by the
TAA and EDWAA programs, we gathered information on (1) whom these programs
serve, (2) how their services differ, (3) how workers fare, and (4) to what extent TAA
and EDWAA coordinate services for TAA-eligible workers. This information was pre-
sented to your staff during our May 28 and May 29, 1992, briefings. The information
is summarized below and presented in more detail later in this report.

The briefings and this report are primarily based on our review of the TAA and
EDWAA progams in Michigan, New Jersey, and Texas. These three states ac-
counted for about 31 percent of TAA participants and 24 percent of TAA expendi-
tures during fiscal year 1990. They also represented about 14 percent of EDWAA
participants and 19 percent of EDWAA expenditures during program year 1990. We
also visited local programs in Lansing, Michigan; Passaic New Jersey; and Tyler,
Texas. In addition, we analyzed TAA and EDWA data collected by the Department
of Labor.

RESULTS IN BRIEF

Gathering basic information on both the TAA and EDWAA programs was often
difficult because the Department of Labor does not maintain comprehensive, reliable
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information on the implementation and results of these programs: Because of the
lack of national data on the characteristics of TAA participants, the assistance pro-
vided to either TAA or EDWAA participants, and the results achieved by TAA, our
analysis is primarily based on our work in Michigan, New Jersey, and Texas. How-
ever, in some instances even the data maintained by these states provided only lim-
ited information to answer que.stiors about the two programs. Despite these limita-
tions, we found sufficient information to identify several significant differences be-
tween the two programs in these three states:

-TAA served a larger proportion of harder-to-place populations than EDWAA.
-Both programs were slow to provide training, but EDWAA was slightly faster

than TAA.
-TAA participants received more income support and were more likely to enter

longer-term training.
-Both programs provided classroom training, but EDWAA also provided on-the-

job training (OJ T).
-Both programs lacked comprehensive information on how participants fared

after completing the programs, but EDWAA collected more information than
TAA.

In addition, local areas vary in the extent to which they coordinate TAA and
EDWAA services. While officials at tile state level coordinated with one another,
they and local officials acknowledged that there is little coordination between pro-
gram staff in many local areas.

TAA SERVED A HIGHER PROPORTION OF HARDER-TO-PLACE WORKERS

In each of the three states in our analysis, TAA programs (compared to EDWAA
programs) served higher proportions of female workers, older workers, and workers
with less than a high school education-groups that have traditionally had difficulty
finding new jobs a# comparable wages. For example, a composite of the three states
showed that the proportion of female participants was about 21 percentage points
higher in the TAA program than in the EDWAA program-62 percent in TAA com-
pared to 41 percent in EDWAA.

Neither TAA nor EDWAA has guidelines on which demographic groups these pro-
grams should target. TAA participant characteristics generally mirrored the charac-
teristics of workers in industries affected by imports. For example, in Texas and
New Jersey, the majority of TAA participants had worked in the apparel industry.
Most apparel workers in our analysis were older females with low levels of edu-
cation. Thus, many of the TAA participants in these states were older females with
low levels of education.

BOTH PROGRAMS SLOW IN PROVIDING TRAINING TO WORKERS

Although neither TAA nor EDWAA have standards pertaining to the timeliness
of their services, officials generally agreed that early intervention (before or at the
time of layoff) is the key to successful service delivery. In each of the three states
we visited, however, many TAA and EDWAA workers had been out of work for at
least 15 weeks before receiving training. In Michigan and New Jersey, in particular,
nearly all of the TAA participants did not begin training during the first 15 weeks
after layoff-89 percent in Michigan and 97 percent in New Jersey. About 41 per-
cent of EDWAA participants in the three-state analysis were not enrolled in the pro-
gram within the 15-week time frame. Although we were unable to determine the
reasons for delays in EDWAA service, the delays in TAA service were at least par-
tially due to the certification and worker notification processes.'

TAA SUPPORTS LONGER-TERM TRAINING OPTION

Providing income support in the form of cash payments for 52 weeks after work-
ers exhausted their 26 weeks of unemployment insurance gave many TAA partici-
pants the option to enter longer-term training. Even though EDWAA legislation also
allows for some income support, EDWAA participants seldom received cash pay-
ments after they exhausted their unemployment insurance, and few of them entered
training lasing more than 26 weeks. In each of the three states analyzed, TAA par-
ticipants, as compared to EDWAA participants, were more likely to enroll in train-

1To be eligible for TAA assistance, three or more workers must file a petition with the Depart-
ment of Labor requesting certification. Then, if Labor's investigation shows that increased im-
ports contributed importantly to their loss of employment, the workers are eligible for assist-
ance. State officials are then responsible for notifying the workers that they have been certified
and are eligible for assistance.
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ing programs that lasted 26 weeks or more. For example, in Texas 90 percent of
the TAA participants compared to 35 percent of the EDWAA participants entered
into training that lasted 26 weeks or more.

While TAA encourages training, workers may receive income support without en-
tering training.2 In the three local areas we visited, about 39 percent of the TAA
participants were granted training waivers that allowed them to receive income sup-
port even though they did not enter training. While waivers may be issued for many
valid reasons, of the three states we analyzed, only Texas systematically monitored
the waivers to assure their proper use. This monitoring appeared to reduce the aver-
age length of time participants received income support without entering training.
In Texas, participants received an average of only 7 weeks of income support with-
out entering training compared to 15 weeks or more in the other two states.

BOTH PROGRAMlS PROVIDE CLASSROOM TRAINING, BUT EDWAA PROVIDES MORE OJT

Both TAA and EDWAA provided classroom training to their participants. In
Michigan, New Jersey, and Texas, EDWAA provided classroom training to 47 per-
cent of its participants-34 percent occupational skills training and 13 percent basic
skills training. The TAA programs provided classroom training to 41 percent of its
participants-28 percent occupational skills training and 13 percent basic skills
training.

EDW(AA provided OJT in addition to its classroom training while TAA generally
did not. Although OJT is an authorized TAA program option, very few TAA workers
received OJT. In the three states we visited, 28 percent of alIIE-DW-AA participants
received OJT, compared to less than 1 percent of TAA participants.

DATA ON PLACEMENT RESULTS LIMITED

While EDWAA requires states to collect some information on how participants or
groups of participants fared after completing the program, TAA does not. States are
required to collect overall placement rate and wage data for EDWAA. For program
year 1990, the national placement rate was 70 percent and the placement wage was
$7.80 per hour. EDWAA also collects similar information 90 days after program
completion. However, states are not required to report placement results by demo-
graphic group or provide wage and job retention data, beyond 90 days. We were un-
able to obtain any reliable information on how TAA participants fare because states
are not required to collect TAA placement results and the three states we examined
do not collect such data.

LIMITED COORDINATION BETWEEN TAA AND EDWAA

Both programs emphasize the need for coordination to improve the efficiency and
effectiveness of service delivery. An important measure of the coordination between
TAA and EDWAA is the extent to which TAA-eligible workers are receiving EDWAA
services to supplement their TAA services. However, nationally only 10 percent of
TAA participants received EDWAA services during fiscal year 1990. The level of co-
ordination between TAA and EDWAA varied considerably within the three states
we visited. While state-level officials communicated with one another, they acknowl-
edged that there is very little coordinated service delivery among local agencies. The
officials attributed the lack of coordination to the fact that separate agencies deliver
TAA and EDWAA services. ES administers TAA while JTPA administers the
EDWAA program. The officials also said local staff seldom meet to discuss service
options and program resources. They cited complex TAA regulations, lack of TAA
staff, and competition for clients as factors that also hinder communication.

We did not obtain written agency comments on this briefing report. However, we
did discuss its contents with the Department of Labor and with state-level TAA and
EDWAA officials who generally agreed with its contents. We have incorporated their
comments where appropriate. We are sending copies of this report to the Secretary
of Labor and other interested parties. Our work was conducted between October
1991 and June 1992 in accordance with generally accepted government auditing
standards. Should you have any questions or wish to discuss the information pro-
vided, please call me on (202) 512-7014. Other major contributors to this report are
listed in appendix II.

LINDA 0. MORRA, Director, Education
and Employment Issues.

2 Training waivers allow 'workers to receive income support for up to 26 weeks when they can-
not participate in training for legitimate reasons, such as when there is no suitable training
available or the training program is not scheduled to begin for 30 days.

FA-0* ' - 9,; - I0
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COMPARISON OF ASSISTANCE PROGRAMS

BACKGROUND

Over a million workers lost their jobs during 1990 and 1991 due to business clo-
sures and layoffs. Increased international competition, shifts in consumer pref-
erences, and technological changes are some of the factors contributing to the clo-
sures and layoffs. While some workers adjust quickly and find new jobs, others need
counseling and training to help them find new employment.

TAA and EDWAA are the two major federal programs designed to help dislocated
workers ease the transition to new employment. Since 1962, the TAA program has
assisted workers affected by imports. During fiscal year 1990, about 38,500 workers
registered for TAA benefits and services. With the passage of the Job Traiing Part-
nership Act (JTPA) Title III in 1982, and the 1988JTPA amendments establishing
the EDWAA program, assistance has been available to workers dislocated regardless
of reason. During progra.,i year 1990, EDWAA provided training and other employ-
ment services to 288,000 dislocated workers nationwide.

Figure 1 highlights the structural differences between the TAA and EDWAA pro-
grams. TAA is an entitlement program. The Department of Labor certifies groups
of import-impacted workers as eligible for TAA benefits. State and local Employ-
ment Service (ES) offices administer the program, which spent $150 million on cash
payments and services during fiscal year 1990. To reinforce the emphasis on train-
ing, workers must enter training to receive TAA income support unless they are

.granted a training waiver. Waivers allow workers to receive Trade Readjustment Al-
lowances (TRA)--cash payments--for up to 26 weeks when they cannot participate
in training for legitimate reasons, including: (1) no suitable training is available or
(2) the worker's chosen training program does not begin within 30 days.

In contrast, the EDWRA program depends on annual congressional appropriations
for funding. During progam year 1990,3 states spent $390 million for EDWAA serv-
ices. The bulk of EDWAA funds are allocated to states on the basis of their unem-
ployment rates. States then pass most of these funds on to the 628 local JTPA serv-
ice delivery areas, which hold primary responsibility for administering the program.
To encourage training, EDWAA requires that at least 50 percent of the funds allo-
cated to states be spent on training activities.

Both TAA and EDWAA provide similar services, including job counseling, occupa-
tional and remedial training, lacement assistance, and support services, such as
transportation and child care. ?n addition, they can both provide job search and relo-
cation allowances. Most dislocated workers may receive 26 weeks of income support
through the Unemployment Insurance program. TAA also provides up to 52 weeks
of additional income support.

OBJECTIVES, SCOPE, AND METHODOLOGY

The Chairmen of the Senate Committee on Finance and the House Committee on
Ways and Means asked us for comparative information about the TAA and EDWAA
programs. As shown in figure 2, our objectives were to determine (1) whom these
programs serve, (2) how services differ, (3) how workers fare, and (4) to what extent
TAA and EDWAA coordinate services for TAA-eligible workers. This information is
particularly important because the signing of the North American Free Trade
Agreement has fueled concern about possible increased job loss and the federal role
in helping workers make a smooth transition to new employment. In addition, the
TAA program is subject to reauthorization in 1993 (see fig. 3).

To obtain the requested information, we examined statewide TAA and EDWAA
programs in Michigan, New Jersey, and Texas and observed local program oper-
ations in three substate areas-Lansing, Michigan; Passaic, New Jersey; and Tyler,
Texas (see fig. 4). We selected these states because they served high numbers of
TAA and EDWAA participants, had automated program data, and are geographi-
cally dispersed. The three states accounted for about 31 percent of TAA participants
and 24 percent of TAA expenditures during fiscal year 1990. They also represented
about 14 percent of EDW,.A participants and 19 percent of EDWRA expenditures
during program year 1990.

Statewide TAA data in the three states in our analysis covered about 5,200 indi-
viduals from 120 petitions certified during calendar year 1990. 4 At the local level,
we reviewed services provided to 160 TAA participants covered by three petitions.

3 Program year 1990 begins July 1, 1990, and ends June 30, 1991.
4A group of three or more workers may file a petition with the Department of Labor request-

ing to be certified as eligible for TAX Labor then investigates whether increased imports con-
tributed significantly to the job los.
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We selected the three petitions because they appeared typical of petitions certified
in each of the three states. We reviewed a transportation-related industry petition
in Michigan and apparel industry petitions in both New Jersey and Texas.5

Our analysis of statewide EDWAA data in the three states covered about 24,000
participants. At the local level, we reviewed services provided to about 1,600
EDWAA participants. The local EDWAA sites were in the same geographic areas
as the local TAA sites.

We also analyzed nationwide TAA and EDWAA data collected by the Department
of Labor and interviewed TAA and EDWAA officials at the national, state, and local
levels.

Our work was performed in accordance with generally accepted government audit-
ing standards between October 1991 and June 1992, except that we did not perform
a reliability assessment of the data that the states or Labo: provided to us.

The results of our work, summarized in figure 5, are detailed throughout the rest
of this report.

TAA SERVED A HIGHER PROPORTION OF HARDER-TO-PLACE WORKERS

In each of the three states in our analysis, TAA served higher proportions of fe-
male workers, older workers (55 years of age or older), and workers with less than
a high school education (see fig. 6). These workers have traditionally had the most
difficulty finding new jobs at comparable wages. However, there are no guidelines
for either program pertaining to which dislocated workers these programs should
target.

As illustrated in figure 7, TAA's proportion of female workers in each state was
higher than EDWAA s proportion. A composite analysis of the three states showed
that TAA's proportion of females was 21 percentage points higher than EDWAA's.
According to the 1990 Current Population Survey (CPS), female workers account for
about 40 percent of all dislocated workers--the population from which EDWAA par-
ticipants are drawn. 6 Tn each state we visited, both TAA and EDWAA generally
served a higher proportion of female workers than were in the CPS population for
all dislocated workers.

In each of the three states we visited, TAA also served a higher proportion of
older workers--ages 55 and over-than EDWAA (see fig. 8). According to the 1990
CPS, 18 percent of all dislocated workers are ages 55 and over. A composite analysis
of the three states showed that TAA's proportion of older workers matched the CPS
percentage. EDWAA's composite for the three states was 10 percentage points lower
than the percentage of older workers identified in the CPS data for all dislocated
workers.

In each of the three states in our analysts, TAA served a substantially higher pro-
portion of workers with less than a high school education than EDWAA (see fig. 9).
TAA's proportion of less educated workers in each of the three states also exceeded
the CPS proportion for workers with less than a high school education-18 percent.

In contrast, EDWAA's proportion of workers with more than a high school edu-
cation was higher than the CPS percentage for all dislocated workers (38 percent)
in two of the three states. In Texas, for example, about 59 percent of the EDWAA
workers had more than a high school education.

Unlike the other participant characteristics, our analysis showed no consistent
pattern in the proportion of minorities served in the three states we visited. As fig-
ure 10 shows, TAA served higher proportions of minorities in New Jersey and
Texas, but EDWAA served a higher proportion in Michigan. Because the pattern
was not consistent across all three states, we did not perform a composite analysis
for the three states.

According to the 1990 CPS, about 13 percent of all dislocated workers are minori-
ties. Our individual state analysis showed that both programs in New Jersey and
Texas served proportions of minorities that were at least three times greater than
the CPS percentage. In Michigan, EDWAA's proportion was 7 percentage points
higher than the CPS percentage and 13 percentage points higher than TAA's. Michi-
gan officials told us that TAA's relatively low proportion of minority participants in
Michigan is the result of the geographic location of the plants covered by the peti-
tions certified during 1990-many of these plants were located in rural and smaller

5Although many mining, oil, and natural gas workers were certified for TAA in Texas during
1990, few of them received services from the program. Texas TAA officials attributed this to the
mobile nature of workers in these industries.

'CPS data are based on information contained in the dislocated worker supplement to the
CPS. The January 1990 CPS dislocated worker data are based on persons with tenure of 3 years
or more who lost or left a job between January 1985 and January 1990 because of plant closings
or layoffs.
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urban areas. Fewer minorities live in these areas than in larger urban areas like
Detroit.

The minority populations of the TAA and EDWAA programs differed within the
three states. In New Jersey's TAA program, 86 percent of the minority participants
were Hispanic. In contrast, the largest proportion (67 percent) of EDW's minori-
ties were African American.' In Texas, over half of the minorities in both programs
were Hispanic-73 percent of TAA's minority participants and 57 percent of
EDWAA's were Hispanic. In Michigan, African Americans comprised the largest pro-
portion of the minority participants in TAA and EDWAA--54 percent and 82 per-
cent, respectively.

Differences between TAA and EDWAA participant characteristics are generally
related to the differences in the characteristics of workers in industries affected by
imports. As figure 11 shows, 38 percent of all dislocated workers were from the
manufacturing sector, compared to 95 percent of workers certified for TAA during
1990. While only 3 percent of all dislocated workers were from the apparel industry,
38 percent of TAA-certified workers were from that industry.

In Texas and New Jersey, the majority of TAA participants had worked in the
apparel industry. In these two states, the apparel industry primarily employed older
females with low levels of education and therefore many TAA participants in our
analysis had these characteristics.

BOTH PROGRAMS SLOW IN PROVIDING TRAINING TO WORKERS

Providing reemployment training early-before or at the time of layoff-improves
workers' chances for prompt reemployment and enrolling 7.1 training programs. We
and other researchers have found that far more workers seek assistance when help
is available before or at the time of layoff. Further, these studies suggest that work-
ers who receive assistance find jobs sooner and earn more than they would have
without such help.7 However, figure 12 shows that many TAA and EDWAA workers
had been out of work for at least 15 weeks before receiving training.8 Although
there are no standards pertaining to the timeliness of TAA or EDWAA services, offi-
cials generally agree that early intervention is the key to successful service delivery.
Delaying assistance after layoff can extend the period of unemployment for many
workers and reduce options for enrolling in ionger-term training. This is especially
true for EDWAA eligible workers because EDWAA rarely provides any income sup-
port to help facilitate longer-term training.

The TAA certification process is one barrier to more timely TAA assistance. This
process involves several steps. First, a group of three or more workers must file a
petition with the Department of Labor to be certiiLed as eligible for TAA. Labor then
investigates whether increased imports contributed significantly to the job loss.
Next, Labor informs state-level TAA officials of its determination. The state officials
are then responsible for notifying certified workers that they are eligible for TAA
assistance. There is potential for delay in each step of the process which can in turn
delay TAA assistance-workers can delay filing for certification, Labor investiga-
tions can take up to 60 days, and states can take another 2 weeks to 2 months to
notify workers that they are eligible for assistance.

We were unable to determine the reasons for delays in EDWAA assistance.
EDWAA legislation requires that state rapid response teams contact the employer
and employee representatives. But rapid response teams are generally not respon-
sible for local assistance activities. Therefore, this contact does not guarantee that
workers will receive timely assistance.

TAA SUPPORTS LONGER-TERM TRAINING OPTION

Although both programs provided training, our three-state analysis indicated that
the duration of the training was quite different for TAA and EDWAA participants.

7 See U.S. General Accounting Office, Plant Closings: Limited Advance Notice and Assistance
Provided Dislocated Workers, GAOiHRD-87-105, July 17, 1987; U.S. Congress, Office of Tech-
nology Assessment, Plant Closings: Advance Notice and Rapid Response Special Report, OTA-
ITE-321, September 1986; and National Academy of science, National academy of Engineenng,
Institute of Medicine, Technology and Employment: Innovation ahm4 Growth in the U.S. Econ-
omy, 1987.

"Timeliness of TM services is base on layoff date and the date TAA participants began train-
ing. Timeliness of EDWAA services is based on statewide program reports that indicate whether
participants were unemployed 15 weeks or more at the time of enrollment. For both program,
these data indicate the starting date of rigorous, or intensive, services to individual workers.
Participants may have received basic services, such as intake and job counseling, before enroll-
ing in the program or entering training. However, TAA does not require data on when partici-
pants enroll in the program.
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As shown in figure 13, in each of the three states analyzed, TAA workers, as com-
pared to EDWAA workers, were more likely to enroll in training that lasted 26
weeks or more. The availability of TAA cash payments after workers exhausted
their 26 weeks of unemployment insurance gave many TAA workers the option of
entering longer-term training. EDWAA legislation also allows for such income sup-
Fort payments. However, EDWAA seldom provided participants with income sup-
port after they exhausted their unemployment insurance. As a result, fewer
E 12WAA participants entered longer-term training.

Similarly, the duration of the training was much longer for TAA participants than
for EDWAA participants in the three local areas we visited (.see fig. 14). For this
analysis, we divided the length of training into 8 categories of 13 weeks each. About
70 percent of EDWAA training participants were enrolled in 1- to 13-week training
programs, compared to 10 percent of the TM training participants. In contrast, 21
percent of the TAA training participants enrolled in programs lasting 92 to 104
weeks.

Despite TAA's emphasis on training, in the three local areas we visited, about 39
percent of workers receiving TRA cash payments did not enter training(see fig. 15).
Training waivers allow workers to receive payments for up to 26 weeks when they
cannot participate in training for legitimate reasons. Legitimate reasons include,
but are not limited to, the following: (1) no suitable training is available, and (2)
the worker's chosen training program does not begin within 30 days.

Monitoring the waivers helps to ensure that the reasons for the waivers remain
for as long as the workers continue to receive TRA payments. Monitoring also ap-
pears to reduce the length of time workers receive income support. One state we
visited closely monitored its waivers, issuing a maximum of three waivers, each
valid for 30 days. In this state, workers who did not enter training only received
payments for an average of 7 weeks. One of the other states we visited issued waiv-
ers on a monthly bass. In this state, workers who did not enter training received
payments for an average of 14 weeks. The thir-l state granted waivers with no peri-
odic review for continued validity. In this state, workers who did not enter training
received, on average, 25 weeks of payments-1 week short of the maximum number
of weeks allowable without entering training.

BOTH PROGRAMS PROVIDE CLASSROOM TRAINING, BUT EDWAA PROVIDES MORE OJT

Basic skills and occupational training are essential parts of the service mix for
dislocated workers under both the TAA and EDWAA programs. For some workers,
basic skills training-such as remedial reading or math or English as a second lan-
guage-is all they need to become reemployable. For others, basic skills training is
a precursor to acquiring new occupational skills generally provided in a cla.-room
setting through local community colleges or vocational schools.

In the three states we visited, 41 percent of the workers receiving TAA assistance
were enrolled in occupational or basic skills training (see fig. 16). Similarly, 47 per-
cent of the EDWAA workers received occupational or basic skills training.

In addition to classroom training, both TAA and EDWAA offer on-the-job training.
However, our three-state analysis showed that significantly more EDWAA partici-
pants entered OJT training programs. As illustrated in figure 16, EDWAA provided
OJT to 25 percent of its workers. In contrast, TAA provided OJT to less than 1 per-
cent of its workers even though OJT is permitted under TAA regulations.

Workers who did not receive either classroom or on-the-job training-28 percent
of EDWAA workers and 59 percent of TAA workers-received several other types
of assistance, including direct placement assistance from EDWAA and income sup-
port and job search/relocation allowances from TAA.

Our analysis of classroom training occupations showed that both TAA and
EDWAA participants in the three states entered training programs covering a wide
variety of occupational skills. As shown in figure 17, secretarial/clerical training was
chosen most frequently by participants in both programs. Other popular training
categories included machinery repair, accounting/bookkeeping, and medical/health.

DATA ON PLACEMENT RESULTS ARE LIMITED

While EDWAA requires states to collect some information on how participants or
groups of participants fared after completing the programs, TAA does not. States
are required to collect overall placement rate and wage information for EDWAA. For
program year 1990, the national placement rate was 70 percent, and the placement
wage was $7.80 per hour (see fig. 18). The individual state placement rates ranged
from 31 to 89 percent, and the placement wages ranged from $5.33 to $10.29 per
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hour. 9 EDWAA also collects similar information at 90 days after program comple-
tion. For program year 1990, the 90-day follow-up placement rate was 71 percent,
and the wage Was $8.64 per hour. However, states are not required to provide place-
ment data by demographic group or provide wage and job retention, beyond 90 days.

We were unable to obtain reliable information on how TAA participants fare be-
cause states are not required to collect information on TAA placements. Some states
have started collecting this information on their own. For example, the state TAA
director in Michigan mails surveys to training participants asking them (1) if they
have completed their training, (2) if they have obtained a job, (3) if their job is relat-
ed to their training, and (4) whether they thought the training was helpful in ob-
taining the job. TAA counselors in one local area we visited also sent letters to
workers who had completed training programs to obtain follow-up information. Be-
cause this practice was not consistent, we were unable to collect reliable TAA place-
ment statistics at the state or local level.

LIMITED COORDINATION BETWEEN TAA AND EDWAA

Legislation for both programs emphasizes the need for coordination between pro-
grams to improve the efficiency and effectiveness of service delivery. An important
measure of the level of coordination between TAA and EDWAA is the extent to
which TAA-eligible workers are receiving EDWAA services to supplement TAA serv-
ices. However, data from the Department of Labor indicate that only 10 percent of
all TAA participants received EDWAA services during fiscal year 1990 (see fig. 19).
Data are unavailable to determine the number of EDWAA participants that were
eligible for, but did not receive, TAA assistance.

The level of coordination also varied across local areas within the three states we
visited. While state-level officials often worked together and Communicated with
one another, they and local officials acknowledged that staff in many local areas did
not. They cited several reasons for the lack of coordination. One reason is that the
two programs are administered by different agencies-ES administers TAA while
JTPA administers EDWAA. Another factor is the lack of communication between
local program staff. Local staff seldom met to discuss service options and program
resources. The officials cited complex TAA regulations, lack of TAA staff, and com-
petition for clients as factors that hinder communication between local program
staff.

0See appendix I for a complete list of individual state placement rate and wage results.
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Figure I

G Background

TAA
* Helps workers affected by imports
* $150 million/38,500 workers
* Administrod by ES

EDWAA
• Helps workers dislocated

regardless of reason
• $390 million/288,000 workers
* Administered by JTPA

Figure 2

GN Review Questions

Whom do the programs serve?

How do services differ?

How do workers fare?

Do TAA and EDWAA coordinate
services for workers eligible
for both programs?
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FLqure 3

GNJ Purpose

To help policy makers in
considering

*assistance for workers affected
by tt e North American
Free Trade Agreement

•1993 TAA reauthorization

Figure 4

GD Scope of Work

Examine statewide programs in
Michigan, New Jersey, Texas

Observe local programs in
Lansing, MI; Passaic, N I;
and Tyler, TX

Analyze nationwide data
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Figure 5

GAO Results in Brief

TAA served higher proportion

of harder-to-place workers

Both programs slow

TAA supports longer-term training

EDWAA provides more OJT

Placement data limited

Limited TAA/EDWAA coordination

Figure 6

CA) TAA Served Higher Proportion

of Harder-to-Place Workers

TAA served higher proportion
of female, older, less educated
workers

EDWAA served higher proportion
of male, young',r more
educated workers

No clear pattern in proportion
of minorities served by TAA
and EDWAA

/

/
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Figure I
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Figure 9

GAO TAA Served Higher Proportion
of Less Educated Workers
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Figure 11

GAO TAA Workers Concentrated in
Manufacturing Industries

Percent of Workers by Indusltry
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Figure 12

GAO Both Programs Slow to
-Provide Training
II Wenc , Un maeb 11 w Ue MI PA reSn

100 -

m e To

?AA

EDWAA



295
Figure 13

GCA) More TAA Workers Entered
Longer-Term Training
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igure 15 o

GAO Many TAA Workers Received
Income Support Without Training
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Figure 17

GO Major Training Categories
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Figure 18

F GAD Data on Placement Results
Limited

TAA EDWAA
Placement Rate ? ?? 70 %
Placement Wage ? ?? $ 7.80
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GAo Limited TAA/EDWAA
Coordination

Nationally, 1 in 10 TAA workers
received EDWAA assistance

Level of coordination varied
within the three states

Limited communication and
complex TAA regulations
impede coordination
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APPENDIX I

State Placement Rate Placement Wage

Missouri 69% $ 8.09

Montana 83 9.39

Nebraska 70 6.12

Nevada 89 8.01

New Hampshirt 66 7.50

New Jersey 31 8.82

New Mexico _ _59 8.14

New York 58 7.80

North Carolina 79 6.92

North Dakota 89 7.03

Ohio 62 8.20

Oklahoma 67 8.47

Oregon 75 8.15

Pennsylvania 73 7.67

Rhode Island 71 8.34

South Carolina 65 6.62

South Dakota 86 5.33

Tennessee 60 6.56

Texas 74 9.48

Utah 79 8.11

Vermont 82 7.70

Virginia 78 7.19

Washington 74 9.19

West, Virginia 63 10.29

Wisconsin 77 7.69

68 7.30Wyoming
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APPENDIX I

UWAA PLACEMENT RATE AND WAGE DATA FOR
PROGRAM YEAR 1990 AS REPORTED BY INDIVIDUAL STATES

State Placement rate Placement wage

U.S. average 70% $ 7.80

Alabama 62 6.00

Alaska 65 10.86

Arizona 89 8.82

Arkansas 39 6.41

_California 68 .75

Colorado 7 8.34

Connecticut 75 10.05

Delaware 58 8.64

District of Columbia 45 8.21

Florida 74 6.35

Georgia 62 6.89

Hawaii 79 7.91

Idaho 74 6.99

1Ilinois 75 8.98

Indlana 76 7.67

Iowa 80 7.17

Kansas 77 7.53

Kentucky 65 6.77
,1

Louisiana 76 6.41

Maine 85 6.56

Maryland 82 8.83

Massachusetts 61 10.07

M4ichigan 79 7.74

Minnesota 75 6.97

Mississippi 71 6.25
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PREPARED STATEMENT OF T. BOONE PICKENS

Introduction

Chairman Bentsen and Members of the Senate Finance
Committee, I appreciate the opportunity to testify about the
North American Free Trade Agreement, or NAFTA.

My name is Boone Pickens, and I am Chairman and Chief
Executive Office of MESA Inc. of Dallas, Texas. MESA is one of
the largest independent oil and gas producers in the United
States. I am a geologist and have spent my entire career in the
oil and gas business. Through MESA I have done business in
Canada, the United Kingdom, Africa and Australia. More recently
through a private company, Boone Co. I have had a frustrating
experience attempting to do business in Japan. Today, I am in
the midst of initiating a promising venture in Mexico through
MESA's recently formed subsidiary, MESA Environmental.

At the outset, I want to commend you for focusing on NAFTA.
This treaty will lay the foundation for unprecedented economic
growth in North America at a time when maintaining global
competitiveness is our most pressing challenge. Chairman
Bentsen, in particular, deserves immense credit for the time and
energy he has devoted to examining the potential impact of NAFTA
on the entire nation. Also, I am pleased that we finally have a
working text to provide the basis for discussion of these
critically important issues.

America's most promising economic potential lies not in
Europe or the Far East,- but right here in North America. NAFTA
promises new economic opportunity and prosperity in Canada,
Mexico and the United States. The closer ties and breaking down
of barriers not only gill bring greater prosperity throughout
North America -- with the creation of an integrated market of $6
trillion and 360 million people -- these ties also will
strengthen and stabliz political foundations to support the
spread of democracy and free enterprise throughout the Americas.
And yes, I'm convinced that, while expanding these opportunities,
the Treaty will also protect American interests.

NAITA: Sound Trade Policy

During the past few years, I have learned from my experience
in Japan that free trade and open investment, while often sought,
are seldom a reality. I have felt first hand the stifling arm of
trade barriers and protectionist government policies. I am
referring to the raw power exerted by the Japanese government and
the Japanese corporate elite which has for so long denied
Americans meaningful opportunities in Japan. For more than two
years I beat my head against the wall in Japan before throwing in
the towel in utter frustration and disappointment. While I am no
longer an investor in Japan, I follow Japanese financial and
economic developments intently. It is no secret that our trade
deficit with Japan is still too high and significant barriers
remain to investment in Japan.

These experiences are relevant to your consideration of
NAFTA, because they dramatize the risk of failing to reach a
mutually-beneficial agreement on trade policy with a major
trading partner. Also, my experience in Japan provides a stark
contrast to other international investment opportunities. Rather
than look across the oceans, I am pursuing opportunities closer
to home. As I mentioned earlier, I am exceedingly optimistic
about investment opportunities in what in a trading sense is my
own backyard -- Mexico and Canada.
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Some observers have suggested that the best way for the

United States to compete with the economic power of the European
Community and the Pacific Rim is to increase our leverage by
strengthening our ties with trading partners here in North
America. I think that this strategy makes a lot of sense. I
learned how little leverage we have when I was dealing with the
Japanese. Stronger ties with Mexico and Canada should help our
trading position throughout the world.

The agreement to liberalize trade throughout North America
stands on a foundation of already rapidly growing trade and
investment continent-wide. Currently, Canada is the United
States' largest trading partner, and Mexico is our third largest
and fastest growing trading partner. U.S. merchandise exports to
Mexico more than doubled from 1986 to 1991, from $12.4 billion to
$33.3 billion, and the strong increases have continued in 1992.
Our exports to Mexico in services and agricultural products are
growing strongly as well. U.S. services exports to Mexico rose
from $3.5 billion in 1987 to $8.3 billion in 1991. Agricultural
exports nearly tripled from $1.1 billion in 1986 to $2.98 billion
in 1991.

Mexico not only is one of our largest trading partners, it
provides a balanced trading partnership, a key ingredient missing
from many of our trade relationships. Seventy percent of
Mexico's imports come from the U.S., and last year the U.S. ran
an $8.7 billion trade surplus with Mexico. These export
opportunities should continue to grow if NAFTA is finalized.

There ha3 been much discussion about the effect on the U.S.
economy of American investment in Mexico. It is true that U.S.
investment in Mexico has risen sharply in recent years: direct
investment grew from $5 billion in 1986 to $9 billion in 1990.
But this increase in U.S. investment in Mexico has been
accompanied by a strong increase in U.S. exports to Mexico,
proving the economist's adage that trade follows investment. In
fact, for every dollar spent by U.S. subsidiaries in Mexico, 46
cents is spent on U.S. goods, the highest rate anywhere in the
world.

NATU2: Sound Economic PoliY

While strong growth in trade and investment has taken place
without NAFTA, the treaty provides the opportunity to
significantly expand and reinforce these trends, all of which are
clearly positive for the U.S. economy and U.S. jobs. For
instance, there is little doubt that NAFTA will boost America's
manufacturing sector. NAFTA tariff reductions will spur further
U.S. exports to Mexico. Today, the average U.S. tariff on
Mexican goods is 3.9 percent, while the average Mexican tariff on
U.S. goods is 10 percent. Reducing these tariffs will especially
benefit the U.S. because over 85 percent of U.S. exports to
Mexico are manufactured products -- that means new high-wage jobs
in the manufacturing sector.

NAFTA Aill bring real and positive benefits to other sectors
as well:

- For the first time, U.S. banks and securities companies
will have the chance to establish and compete in Mexico
on terms equal with Mexican firms.

- Barriers in the already flourishing agricultural trade
between the countries will be substantially reduced.

- NAFTA will open Mexico's $6 billion market for
telecommunications equipment and services.
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Barriers to trade on $250 million (over 20 percint-T of
North American exports of textiles and apparel to
Mexico will be eliminated immediately, with another
$700 million freed from restrictions within six years.
All North American trade restrictions will be
eliminated within ten years.

North American insurance firms will gain major new
opportunities in the Mexican market.

In the area of investment, Mexican "domestic content"
rules will be eliminated, permitting additional
sourcing of North American inputs and, for the first
time, North American firms operating in Mexico will
receive, in many sectors, the same treatment as
Mexican-owned firms. Mexico has also agreed to drop
export performance requirements, which presently force
companies to export as a condition of being allowed to
invest.

NAFTA will provide a higher level of protection for
intellectual property rights than any other bilateral
or multilateral agreement.

- The agreement opens a significant portion of the
government procurement market in each NAFTA country on
a non-discriminatory basis to suppliers from the other
NAFTA countries for goods and services. Most
importantly in Mexico, this means greater U.S. access
to purchases by Mexico's oil monopoly, PEMEX, and its
power utility, CFE.

NAFTA will permit North American trucking companies to
carry international cargo to the Mexican states
contiguous to the U.S. by 1995, and will give them
cross-border access to all of Mexico by the end of
1999.

Finally, and of great importance, NAFTA's carefully-crafted
rules of origin will ensure that companies will not benefit from
the agreement unless North American manufacturers play a
substantial part. In other words, NAFTA means many more
increased trade and investment opportunities for U.S. firms but
also more good manufacturing jobs for American workers.

The benefits of NAFTA will be spread throughout the U.S. In
fact, nearly every state can expect increasing exports to Mexico
as a result of this agreement.

NAlTA: Bound Bnergv PoligI

NAFTA is important for the energy industry, particularly
natural gas producers. I've been involved with the natural gas
industry for nearly four decades. As a geologist, I am all too
familiar with the ups and downs of the industry. Right now we
are in the midst of the worst times that gas producers have ever
faced. America's oil and gas industry has lost more than 450,000
Jobs during the past 10 years. To provide you some perspective,
that number is greater than the number of jobs lost in the
automotive and the steel incistries combined during the same time
period.

At MESA, our future is tiec&.to finding additional markets
for natural gas. If we simply wait for Old Man Winter to
increase the demand for natural gas, we will go bankrupt.
Therefore, I have been searching for new markets for natural gas,
and NAFTA will assist in my efforts.



303

NAFTA will give U.S. producers an unprecedented opportunity
to market natural gas in Mexico by dealing directly with end
users. As more and more U.S. companies open and operate
production facilities in Mexico, the dema i for natural gas will
increase dramatically. Already in Mexico, demand for natural gas
far exceodg deliverability. Recent trends reinforce the
potential of this emerging market. From 1990 to 1991, U.S.
natural gas exports to Mexico increased by 275 percent. D'iring
the fourth quarter of 1991, U.S. natural gas exports to Mexico
increased to an average of 275 million cubic feet per day. That
was an increase of 100 percent over the third quarter of 1991.

The energy provisions of NAFTA would significantly boost the
economy of the United States. Under the terms of NAFTA, PEMEX,
the government-owned oil and gas production, marketing and
distribution company in Mexico, would open 50 percent of its
procurement contracts for goods and services to international
competition. These annual procurements amount to $4.7 billion
per year. Within ten years, U.S. producers would be able to
compete for 100 percent of the contracts. In the first year that
NAFTA is in effect, thisi provision alone could create more than
20,000 U.S. jobs, most of them in the oil and gas industry.

In addition, NAFTA immediately eliminates about half of all
tariffs on oil and gas field equipment. The remaining tariffs
would be phased out within eight to ten years.

The development of an export market for natural gas will
revitalize the economy here at home. Capital will remain in the
United States for investment in our own businesses and to create
jobs for Americans. Additionally, this new market for natural
gas will spur economic activity in the energy producing states
that have been hit so hard. The "boom or bust" cycle can extract
a heavy toll on people who rely on the energy industry to support
their families. The increased international demand for natural
gas could counterbalance this cyclical trend, establishing a more
stable, year-round demand.

Just in case you are concerned about the availability of
domestic natural gas for export, I want to assure you that our
domestic reserves are more than adequate to meet our needs as
well as those of new markets in Mexico. According to the U.S.
Department of Energy, 800 trillion cubic feet of known
conventional gas reserves -- which are technically recoverable at
today's prices -- are located in the lower 48 states. At today's
consumption levels, that would meet our needs for 40 to 50 years.
If we include unconventional sources of gas in the lower 48 and
Alaska, there are an additional 1,188 tcf of natural gas.

At Mesa alone, we have reserves of nearly 2 trillion cubic
feet. During 1989, we produced more than 130 billion cubic feet.
To give you an idea of what these numbers mean, Mesa's 1989
production would have supplied the annual needs of Maine, New
Hampshire, Vermont, Rhode Island, Delaware, and Washington, DC.

NAMTA: Bound Envirognental Policy

Some NAFTA opponents have argued that the treaty will
negatively effect the environment, particularly along the U.S.-
Mexico border. This argument suggests that Mexico takes a mote
lenient approach to protecting the environment than does the U.S.
Those who make this claim have not met the President of Mexico,
Carlos Salinas de Gortari. I have had the pleasure, and I can
assure you that he is anything but soft on environmental issues.
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In 1988, Mexico passed a strong environmental law, and there

is no doubt that these new requirements are now being enforced.
If you think otherwise, I suggest that you contact the officials
of some of the 134 U.S.-Mexico twin-plant operations shut down by
Mexican inspectors for failing to meet environmental regulations.
Or, talk to the residents of Mexico City who are not allowed to
drive their vehicles one day each week because of the
government's efforts to solve the city's critical pollution
problems. Mexico, in short, is getting tougher and tougher on
environmental issues.

Also, the government of Mexico City is moving to adopt an
aggressive alternative fuels program that will include natural
gas vehicles. One part of their plan-calls for the conversion of
300,000 public and private fleet vehicles to run on natural gas
or propane. Auto emissions contribute to some of the most severe
air pollution problems throughout the U.S., and Mexico City has
some of the same problems. If the full potential of natural gas
as a transportation fuel were exploited, the environmental
dividends would be tremendous.

Natural gas is the cleanest burning of all fossil fuels,
producing significantly less pollution. For example, when used
as a transportation fuel, natural gas produces only a fraction -
- approximately one percent -- of the carbon monoxide produced by
gasoline. Moreover, natural gas produces no sulfur dioxide or
particulate, and only 15 percent of the reactive hydrocarbons
emitted from gasoline engines. Finally, natural gas vehicles
emit 10-30 percent less greenhouse gasses than gasoline vehicles.

Mexico represents a tremendous transportation market for
this premium U.S. fuel and for companies that are aggressively
promoting this new industry. Just as important, the new
environmental laws in Mexico will create export opportunities for
environmental technology and services. That is why I
established MESA Environmental earlier this year. As we speak,
MESA Environmental is pursuing opportunities in Mexico City. We
recently acquired a company in Iowa that manufacturers clean-
fuel equipment. I plan to export this equipment to Mexico.
NAFTA will not only jump-start our efforts but will boost the
entire domestic natural gas industry as well. In the near term,
the bulk of natural gas necessary to meet the growing
transportation market in Mexico must be met by U.S. producers.
That, in turn, will lead to increased drilling activity, which
hit record lows earlier this year. And, know this: increased
drilling means increased U.S. jobs.

conclusion

My message is really very simple. We have vast quantities
of a natural gas here in the United States, and we have the
capacity to produce it. Mexico is a promising market for natural
gas at a time when the industry is flat on its back. NAFTA would
make it easier for U.S. companies to sell natural gas in Mexico.
If American companies sell more exported natural gas, our trade
deficit will decrease and the natural gas industry will create
more jobs here in America. That sounds like a winning formula to
me.

Thank you for your patience, and I will try to answer any
questions that you may have.
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PREPARED STATEMENT OF RAY PREWETr

I am Ray Prewett and I represent Texas Citrus Mutual and .he
Texas Vegetable Association. I am here to testify on the citrus
and vegetable provisions of NAFTA. To begin with I will
summarize the respective positions for citrus and vegetables and
will then explain these positions to the extent time allows.

Citrus )~5Jitioj

After careful study of the citrus provisions in this
agreement Texas Citrus Mutual has come to the conclusion that we
have no choice but to oppose the proposed NAFTA agreement in its

esent form. Up until xsow we have not taken a hard line
sition against the agreement because we did not have access to
e full agreement and were not able to analyze key provisions
til last week.

Based on nonbearing grapefruit acreage coming into
production Mexico's grapefruit supply is projected to increase to
176,300 metric tons by 1998 compared to 118,000 metric tons
today. This is a 49% increase in production of grapefruit.
Orange tonnage is expected to increase 77% by going from
2,402,000 metric tons to 4,244,000 metric tons in the same time
period. These estimates do not take into account the very large
new plantings that are presently underway in Mexico.

In spite of the tremendous size and growth of the Mexican
citrus industry there is essentially no protection for the fresh
fruit industry in the U.S. in the proposed NAFTA agreement. The
tariff during our grapefruit harvest season is 2.2 cents per
kilogram which equates to about one penny a pound. Our industry
considers this to be a very low tariff which provides no
protection for our industry so obviously a reduced tariff during
the phase out period provides no protection.

1 The problem facing our industry in a nutshell is this:
because it only costs about $1.60 per carton to grow citrus in
Mexico compared to $3.60 in th4 U.S., Mexico will have a
tremendous competitive advantage until Mexico's wage rate
increases, which is likely to take a long time.

Wage rates in Mexico are about $5.00 per day as compared to
$5.00 per hour in the U.S. Our wage related costs continue to
spiral upward including minimum wages, workers compensation,
health insurance, unemployment compensation, social security
taxes, and litigation and regulatory costs. Obviously, Mexico's
wage rates will go up, but it will likely be a very long time
before their wage and fringe benefit costs will be comparable to
ours.

We are extremely disappointed that there is not some kind of
protection for the fresh U.S. citrus industry in the proposed
agreement. Our only practical protection is the Mexican Fruit
Fly problem in Mexico which is currently limiting the amount of
fresh grapefruit and oranges coming to the U.S. from Mexico. We
simply do not understand why our negotiators obtained special
safeguards for tomatoes, onions, eggplant, chili peppers, squash
and watermelons but did not achieve any protection for fresh
citrus entering the U.S.

It is very important to understand that because citrus is a
tree crop it is a long term investment and growers do not have
the flexibility of changing to a different crop every year. In
Texas we are in the process of replanting and recovering from
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disasterou freezes in 1983 and . We cannot afford to push
those trees out and plant another crop. It takes at least six
years for trees to approach their maximum production and longer
than that for growers to get a net return on their investment.

We are very concerned that the supply of orange and
grapefruit juice is reaching the point where the utilization of
the fruit will switch from juice to fresh. This is currently
happening in Florida and we expect it to happen in Mexico as
their new plantings come into production. The only thing
preventing Mexico from making the switch immediately is their
problem with the Mexican Fruit Fly which they are in the process
of controlling in certain areas.

Although there is no significant protection for the fresh
U.S. citrus industry, the Mexican citrus industry has been given
a tremendous break in the agreement. Fresh Concentrate Orange
Juice (FCOJ) is by far the most important citrus export product
for Mexico. The proposed agreement grants Mexico a 50% immediate
reduction in duty on the first 10 million gallons of FCOJ
exported to the U.S. After consulting with economists and people
in our industry, we have determined that the primary effect of
this immediate tariff reduction will be to assure that the first
10 million gallons of FCOJ will come from Mexico and not from
Brazil or some other area. While this provision is expected to
have minimal impact on the price of juice to the U.S. it will
allow Mexico to sell that 10 million gallons at a higher price,
and will therefore be a major benefit t6 Mexico.

Texas primarily produces and ships fresh fruit as opposed to
juice. We expect to ship over 80% of this year's grapefruit and
oranges as fresh products while Florida, on the other hand, will
ship approximately 90% of its orange crop as some kind of juice
product. The present FCOJ tariff, which is a fixed amount,
translates to about 26% of the present value of the juice
product. For fresh grapefruit the tariff is one cent per pound.
For our projected market prices, we expect this to be about 4.7%
of the value for grapefruit ($.01 tariff per pound x 40 pound
carton is $.40 at $8.5 per carton = 4.7%). Anyone can readily
see that the current fresh grapefruit tariff is not a major
deterrent to the movement of fresh grapefruit into Texas. T h e
reason we have not seen considerably more shipments of
grapefruit into the U.S. has very little to do with tariffs and
mostly to do with a U.S. quarantine on the Mexican Fruit Fly.
This is likely to change at some point in the future because
Mexico appears to be getting a handle on their Mexican Fruit Fly
problem.

Our position on citrus is as follows: Texas Citrus Mutual
is opposed to the current citrus provision of NAFTA. For us to
support the agreement would require either an increase in the
tariff level (before the phase out) or some kind of snapback
provision to protect against adverse price impact of Mexican
grapefruit and oranges on our market.

Vegetable Position

The Texas Vegetable Association has two recommendations for
fine tuning and adjustment to this agreement. First, the
seasonal tariffs need further review for their regional impact.
Second, if we are going to have a fair two-way trade, che border
going into Mexico must become much more "transparent".

I realize it may be late in the game to change provisions in
this agreement but I submit to you that it makes more sense to
address the impact now than to simply try to ease the transition
later. Every effort should be made to save existing jobs
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instead of trying to create new jobs or provide training to
workers so they can hopefully become employed in another sector
of the economy.

For those of us with small trade asociations responsible for
numerous crops it has been particularly difficult to have input
into these negotiations as they have progressed. Our growers in
South Texas had banked on an overall safeguard provision such as
the snapback provisions in the Canadian agreement but
unfortunately there is no such general provision in this
agreement.

Before making our recommendations on vegetables I would like
to briefly describe what is happening to vegetable production in
our area.

According to official data from the Agricultural Statistics
Service, the Lower Rio Grande Valley had 77,730 acres of melons
and vegetables in 1986 which is the last year official statistics
are available on a regional basis in Texas. The best available
information indicates there are 10,600 seasonal farm workers
employed in the Lower Rio Grande Valley. Nearly all of these
workers are employed in the labor intensive fruit and vegetable
industries in our area.

We have not had much time to analyze the impact of the
proposed agreement on farm workers, but we will estimate that
there will be a decline of 25% to 40% in vegetable acreage and
therefore a similar decline in the number of farm worker jobs
over the next three years. This would mean 3,533 farm workers
may lose their jobs in the next three years. Already, many
aspects of our economy are struggling and our unemployment rate
is very high. The Cameron County unemployment rate as of August
was 20.6%, while Hidalgo County was 15.4%, and Starr County's
unemployment rate was 21.2%
We realize many vegetable jobs will be lost to Mexico and other
areas with or without an agreement but we believe a significant
number of these jobs can still be saved by making some common
sense changes in the agreement.

A specific example of vegetable production moving from our
area to Mexico is broccoli production for our freezer plants.
Three years ago we had about 5,000 acres of broccoli being grown
in our area for our freezer plants. Today most of that acreage
has gone to Mexico except for perhaps l,COO to 1,500 acres. We
realize this happened before the NAFTA agreement but none the
less it provides hard evidence of what can happen and indeed will
likely be accelerated once an agreement goes into effect.

Our first recommendation is that the seasonal tariffs need
further review for their regional impact. We believe a
relatively small amount of fine tuning could make a big
difference for our overall vegetable industry. We realize that
those who drafted this agreement were looking at the national
situation for each commodity but there are major differences in
the competitive situation between regions for vegetable
production and we do not believe these regional differences have
been adequately addressed in the agreement.

In the last few days we have been carefully examining our
particular needs for access to squash for freezer plants that
have been operating successfully in South Texas for many years.

Growers in South Texas are not growing squash for the
freezer plants any more. Squash is not a crop that can be
planted and then the grower can decide after planting whether he
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wants to sell it to a processor or to the fresh market. The two
markets require different varieties. Before coming to this
hearing I talked to a number of squash growers and I am confident
they do not object to our proposal.

We propose that at least for the period of April 15 to May
15 that the U.S. tariff be sharply reduced or even eliminated for
squash coming out of Mexico. Why would we make such a proposal?
Simply because our freezer plants cannot obtain squash from U.S.
sources at this time. Right now there is a large volume of okra
coming across from Mexico to our freezer plants with no tariff.
Why not help the freezer plants and save jobs in those plants if
it can be done without hurting our growers? This proposal will
also help Mexican growers who grow the squash for our freezer
plants. Mexico does not have any freezer plants in this region
of Mexico.

Our second recommendation for vegetables is that the border
with Mexico must become much more transparent. Senator Bentsen
has been very helpful in updating the equipment and personnel at
the ports of entry to facilitate the crossing of people from
Mexico into the U.S. We certainly appreciate your efforts,
Senator Bentsen, because without your efforts, the lines would
certainly be Yauch longer than they are. Ordinarily it is up to
each country to deal with personnel and procedures for the entry
into their country but with this agreement we have an opportunity
to create better coordination between the two countries.

Many of our growers are farming in Mexico and nave been
for a long time. In the past they could put up with the
difficulties and inefficiencies of getting seed, transplants,
fertilizer and other inputs across the border, however, in
today's environment they cannot remain competitive unless the
entry into Mexico is made easier by making the border more
transparent. Eventually Mexico will be able to supply the
production inputs I am talking about and U.S. farmers can buy
them in Mexico but that is simply not the case today.

One specific proposal we would like to see Mexico consider
is a new regional system for issuing permits. At the present
time permits for seed, transplants and fertilizer have to come
from Mexico City. I know of one grower who missed planting
approximately 1,000 acres in Mexico this year because he could
not get the seed into Mexico on a timely basis.

You may be surprised to hear a representative of a U.S.
vegetable growers' organization propose making it easier to do
business in Mexico but the fact is the only way most of our
vegetable grower/shippers will be able to survive is if they can
more easily get their goods and services into Mexico.

Recommendations for Citrus and Vegetables

There are four general recommendations for the agreement
affecting both citrus and vegetables which we believe should be
clarified, strengthened, or need special vigilance in their
implementation. First, we are concerned about provision number
one in Section I titled Agricultural Grading and Marketing
Standards which states: "When either the United States or Mexico
adopts or maintains a measure regarding the classification,
grading or marketing of a domestic agricultural good, it shall,
with respect to the like agricultural good imported from the
territory of the other destined for processing, accord treatment
no less favorable than the treatment it accords under the measure
to the domestic agricultural good destined for processing. The
importing Party may also adopt or maintain measures to ensure
that such imported good is processed."



309

It would appear that this language could be used to allow
products such as citrus and onions to come into the United States
that do not meet our fresh grading standards. The provision
states that the importing party can adopt measures to ensure that
such imported good is processed but we respectfully request some
clarification as to what measures would be permitted to ensure
that such products are in fact processed. There are other
potential problems with this provision that relate to existing
phytosanitary restrictions. Would it allow oranges or
grapefruit infested with the Mexican Fruit Fly larvae to cross
into the U.S. without the same restrictions that are placed on
fresh fruit?

Our second general recommendation has to do with the vague
language in Article 705 on Domestic Support which says, ".
Accordingly, to the extent a Party decides to support its
agricultural producers, such Party should endeavor to move toward
domestic support policies . . " We understand that the GATT
negotiations are considered by many to be the primary forum for
dealing with so called trade distorting policies. However, no
one knows if or when there will be a successful conclusion to the
GATT negotiations. Therefore we urge that some specific language
be put into this agreement that would prevent either country from
marked increases in domestic subsidies. We are concerned that
Mexico could, under the vague language cited above, establish a
major subsidy program to promote the development of large
acreages of citrus and vegetables. This three party agreement
ma'y not be able to equalize or dismantle existing internal
subsidy programs but we believe it can and should place limits on
the expansion of such subsidy program within each country.

Our third area of concern for fruits and vegetables is the
implementation of phytosanitary provisions. We applaud the
negotiators for coming up with what appears to be appropriate
language i.e. the commitment to base the procedures on scientific
principles. However, the real challenge will be in the
implementation of the procedures. Mexico has some insect and
disease problems that we do not have and we are very concerned
about. I have already mentioned the Mexican Fruit Fly.

The most dreaded citrus disease in the world is tristeza.
There is a severe strain of this virus moving in our direction
with the most recent findings in Puerto Rico, Dominican Republic
and other Caribbean Islands. Scientists are very concerned about
the real possibility that this virus will soon spread to Mexico.

Fourth, regulations on pesticides and food safety are a
great concern to all United States citizens. U.S. citizens have
been assured that our regulations will not be decreased in order
to equal the Mexico standards. The concern of fruit and
vegetable growers is the enforcement of these laws in Mexico.
Unless pesticide use and regulations in both countries are
equalized, U.S. growers will be left at an unfair disadvantage.
At the present time, there are seventeen (17) pesticides which
have tolerances in Mexico but not in the United States. There
are also many pesticides which have tolerances in both countries
for the same commodities, but the tolerances are set at different
levels. These inequities in pesticide regulations in our two
countries must be addressed.

I have one final request from the citrus and vegetable
industries of the Rio Grande Valley. It would be very helpful
and beneficial to us if one or more hearings could be held
somewhere in the Rio Grande Valley to explain the details and
implications of this proposed NAFTA agreement. We seem to have a
greater need for a hearing than most agricultural areas of the
country because of our numerous commodities and our proximity to
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Mexico. Most of our growers, packers and processors have very
little information concerning the agreement or how it will affect
them. People "deserve to have as much information as possible
before they comment to their U.S. Representatives or Senators on
their views in regard to this agreement. In addition to our
numerous commodities, we also feel that being so near the border,
NAFTA will have some unicpe impacts on our area.

I would like to thank you for this opportunity to testify. I
hope that I have clearly explained our concerns pertaining to
NAFTA and will be glad to answer any of your questions.

1 Source -- Richard Kinney, Executive Vice President,, Florida
Citrus Packers. The Agricultural Attache of the U.S. Embassy
also reports that the combined costs of grove care and harvesting
in Mexico were $1.67 per box in 1988-89 compared to U.S. costs of
$3.91.

[Submitted by Senator Donald W. Riegle, Jr.]

THE EFFECT OF GEORGE BUSH'S NAFTA ON AMERCAN WORKERS: LADDER UP OR
LADDER DOWN?

[By Jeff Faux and Thea Lee]

INTRODUCTION

A decision to support or not to support the Bush-Salinas-Mulroney version of a
North American Free Trade Agreement has little to do with the abstract arguments
about "free trade" and "protection." It has everything to do with the living standards
of the people of the United States. If members of Congress are certain that the
agreement produced by the current trilateral negotiations will raise incomes and ex-
pand job opportunities in the United States, they should accept it. If they are not,
if there is any serious doubt, they should reject it. America's working families are
already suffering enough loss of income and job opportunity because of past policies
based on unexamined economic theories that seemed persuasive at the time. Given
that experience, putting their economic future further at risk-without a high de-
gree of confidence that the outcomes will be favorable-would represent a betrayal
of the public trust.

The issue before us now is not whether the United States should trade with Mex-
ico and Canada or whether investment should be allowed to move freely within
North America. Canada and Mexico are already among our most Important trading
partner, and-as is evident in all three countries-investment is already quite mo-
bile. The question is how how increasing trade and investment should take place.

How the North American countries choose to integrate their economies will in
some measure define their course of economic development during the next several
decades. Two strategies confront us. One is modeled on the European path to inte-
gration, which was slow and gradual, sensitive to the disparities of income and so-
cial institutions between countries, and committed to achieving integration without
penalizing workers. The other is the model implicit in the agreement proposed by
the Bush, Salinas, and Mulroney Administrations-to remove rapidly all remaining
barriers to the flow of capital, goods, and services across North American borders
leaving the fate of U.S. incomes, working conditions, and environmental and social
regtilation to the economic and political forces that result.

his paper will explore the probable outcomes for the U.S. labor force of the Bush-
Salinas-Mulroney North American Free Trade Agreement (AFTA). Our conclusion is
that as presently designed the proposed free trade agreement will harm the United
States' long-term economic competitiveness and put in jeopardy the jobs of hundreds
of thousands of American workers. It will also put downward pressure on the wages
of millions more Americans working in sectors not directly affected by the agree-
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ment. A substantial restructuring of the overall agreement will be necessary in
order to avoid serious long term damage to the U.S. economy.

NAFTA'S IMPACT ON THE UNITED STATES

The economic case for NAFTA rests primarily on two arguments: first, that
NAFTA will expand U.S. jobs because U.S. exports to Mexico will expand; second,
that U.S. workers who lose their jobs to imports from Mexico will benefit from bet-
ter and higher-paying jobs. U.S. Trade Representative Carla Hills, among others,
has argued that the free trade agreement will greatly increase U.S. exports to Mex-
ico, and that these increased exports will generate hundreds of thousands of new
jobs for U.S. workers. To support this contention, the U.S. Commerce Department
released a study in August of 1991 that detailed state-by-state increases in U.S. ex-
ports to Mexico (U.S. Dept. of Commerce, 1991). But the study, not untypical of the
evidence offered by the Administration in this debate, ignored the other side of the
coin: imports. Although U.S. exports to Mexico have risen rapidly since 1986, it is
also the case that U.S. imports from Mexico have been rising almost as fast (see
Figure 1). This occurs because the vast majority of U.S. exports to Mexico t, 'i cap-
ital goods and components, not consumer goods. These goods are used mainly to
produce goods for export back to the United States, not for consumption by Mexican
consumers. Total job growth is generated by increases in net exports (the excess of
exports over imports), not by exports that turn around and come back as manufac-
tured goods a few weeks or months later. It is inconsistent to argue, as Ambassador
Hills does, that exports create jobs, without recognizing that they also create the
capacity for expanding imports, which can cost jobs.

Figure 1
US Trade with Mexico
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The argument that NAFTA will create upward mobility of U.S. workers is re-
flected in MIT professor Rudiger Dornbusch's (1991) claim that the free trade agree-
ment with Mexico will focus trade policy on "creating more and better jobs." The bad
flow-wage) jobs will move to Mexico, he argues, while U.S. workers will move up
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the ladder to the high-paying, high-tech jobs that the agreement will create. No one
could be against such a happy arrangement.

But Professor Dornbusch's optimism is belied by the data on our past experience
which show that U.S. workers displaced by trade are more likely to move down the
job ladder, to lower-paying jobs, to move off the ladder to permanent unemployment,
not up the ladder to better jobs than they started with. In a series of studies on
displaced workers, starting in 1979 and continuing through 1990, the Bureau of
Labor Statistics found that even those workers who were reemployed took large pay
cuts and were subjected to long periods of unemployment. During the late 1980s,
when the unemployment rate was falling rapidly, the average loss in real weekly
earning was 10 percent for all displaced manufacturing workers who found other
employment. (Podgursky, 1991, p. 4) But a large number of displaced workers did
not find a new job by the survey date-some were without work for as much as five
years after the date they were first laid off. About half of these dropp.J cut of the
labor force altogether. In the apparel industry, for example, -'3 percent of the work-
ers laid off between 1981 and 1986 had not found new job, by January 1986. Of
those who were not re-employed, 62 percenL were no longer in the labor force.'

Nothing in the Bush Administration's NAFTA strategy suggests that workers dis-
located as a result of this new trade agreement will fare any better than dislocated
workers have fared in thf past. Moreover, the consensus of long-range public and
private forecasters is that growth in the U.S. economy will be considerably slower
over the next decade than in the last, suggesting that the fortunes of trade-dis-
located workers in the United States will suffer more.

PREDICTING NAFTA'S IMPACT ON EMPLOYMENT IN THE UNITED STATES

Proponents of NAFTA claim that their case is bolstered by the results of several
studies, many of which are financed by proponents themselves, in which quan-
titative economic models have predicted gains in income and employment from
NAFTA for all three countries. But economic models are only as good as their as-
sumptions. Unfortunately, the assumptions used by these models to generate posi-
tive outcomes correspond neither to the reality of current conditions in the United
States, Canada, and Mexico, nor to the actual content of the negotiated agreement.

Thus, one can literally choose a study by a technically competent economist to
support any of the positions in the NAFTA debate-that the agreement will destroy
jobs, create jobs, or have no appreciable impact on jobs. And indeed, the estimates
range from net job losses in the United States of 900,000 to net job gains of
130,000.2

It is difficult for the non-specialist to understand how much systematic bias is
built into the typical economic model. The daunting detail and complex methodolo-

o ' ,he models, as well as the academic credentials of the modelers, lend the re-
iulLs unearned credibility in policy debates. Indeed, members of Congress who
would be appropriately skeptical about an economist's ability to forecast the interest
rate six months ahead have been willing to cast a vote on another, no more quali-
fied, economist's prediction of how the more complicated and unprecedented inter-
action between three different countries will play out for the unemployment rate in
their district or state five years hence.

The most common economic model used to study the impact of trade policy is the
computable general equilibrium (CGE) model. CGE models are constructed around
the notion of smoothly functioning, textbook-perfect markets. This means that prices
adjust so that supply exactly equals demand in every market all the time. Among
other unrealistic assumptions, most CGE models assume that the economies of the
trading nations under study enjoy full employment and smoothly adjusting labor
markets regardless of how tradb changes between them. 3 Any Impact on employ-
ment is limited to instantaneous shifts between industries; anyone losing a job in
one industry is automatically and instantaneously re-employed in another. This ob-
viously does not describe reality. Yet, in the debate in the spring of 1991 over
whether to put NAFTA on "fast-track," these models-which are incapable of ana-
lyzing net job loss for the economy-were commonly cited as "proof" that NAFTA
would have no impact on the U.S, unemployment rate. President Bush's May 1st
statement to Congress, for example, stated that, "All three major economic analyses
done to date corroborate that the U.S. will benefit from a North American Free
Trade Agreement in exports, output and employment" (Response, 19911 p. 1).

Another assumption these models typically make is that NAFTA will result in a
huge increase in productive investment by foreigners in Mexico, but none of this will
be diverted from investment in the U.S.4 Given that 63 percent of current foreign
direct investment in Mexico comes from the United States, this assumption makes
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little sense. The result is that the models, not surprisingly, predict that there will
be no lose of jobs and income in the U.S. because of a shift of investment to Mexico.

The key objection to NAPTA, of course, is that if investment shifts from the U.S.
to Mexico, jobs will be lost in the U.S. and the loss will be continuous and endur-
ing -precisely the problem assumed away by these models. The models thereby
make themselves irrelevant to the debate except as propaganda tools.

In February of 1992, the U.S. International Trade Commission sponsored a sym-
posium on the primary economic models used to evaluate the impact of NAFTA on
the three North American economies (USITC, 1992a and 1992b). The conference was
held in response to professional criticism of studies used by the ITC and others to
argue for fast-track" approval for NAFTA in the spring of 1991. (See Faux and
Rothstein, 19911 for example.) Not surprisingly, the ITC concluded that the "studies
uniformly demonstrate that all three countries would benefit from a North Amer-
ican Free Trade Agreement, as shown by increases in welfare and real GDP"
(USITC, 1992a, p. 6).

This conclusion was predetermined by the assumptions on which the models were
constructed. While the ITC survey does represent significantly more breadth than
the earlier generation of models, their basic-and objectionable-elements remain
intact. "The apparent consensus of CGE models reflects more the current narrow-
ness of the economics profession than any conclusiveness of empirical evidence," one
critic testified at an ITC hearing about the CGE models. 6

All of the models assume a mechanistic preference by consumers for products
based on the country in which they are produced. Thus, according to the models'
assumptions, American consumers will refuse to buy a cheaper color TV produced
by Zenith in Matamoros, Mexico even though it is otherwise identical to a color TV
produced by Zenith in Missouri. This assumption is, +o say the least, unjustified in
an era where international trade is dominated by intra-firm shipments by multi-
national corporations of products and components with common labels so tha it is
often impossible to tell where a product has been made. Yet, this assumption is
largely responsible for many of the models' optimistic findings, especially with re-
gard to income and employment gains in the United States and Canada. If one as-
sumes that consumers prefer U.S.-made goods to Mexican-made goods, can identify
them, and are willing to pay more for them, it follows that the incentive for corpora-
tions to move production to Mexico in order to take advantage of the low wages will
be dampened.

It should be noted that the range of change in real gross domestic product (GDP)
predicted for all, three countries by the models reviewed by the ITC is extremely
broad. And at least for the United Sttes, the GDP figures are not particularly strik-
ing. At the low end, one model (Almon) actually shows Mexico's real GDP falling
as a result of NAFTA, while others (Bachrach and Mizrahi; and Hinojosa and Robin-
son's second scenario) show U.S. real GDP essentially unchanged. The high-end pre-
dictions (for the increase in real GDP brought about by NAFTA) range up to about
11 percent for Mexioe and Canada, and only about 2 percent for the United States,
with the bulk of the U.S. estimates well under 1 percent.6

In fact, the array 'assembled by the ITC, far from demonstrating an impressive
and convincing consensus, demonstrates the opposite. First, the wide and sometimes
conflicting range of results between the models and between different scenarios by
the same nwdeler indicates that the results are quite sensitive to small changes in
assumptions Second, while the models appear to contain a tremendous level of de-
tail about the individual economies, it should be remembered that they actually only
incorporate the data from a single year. These data must often be adjusted arbitrar-
ily in order to fit the models equations at the starting date. Finally, this class of
models has not performed well in predicting the results of past instances of trade
liberalization, such as the Canada-U.S. FTA.7

In its summary of the models, the ITC seems almost deliberately disingenuous on
the question of capital flows. It declares-somewhat arbitrarily-that they are too
small "to have much impact on the U.S. economy, given the relative sizes of the
Mexican and U.S. capital markets" (ITC, 1992a, p. vi). But this confuses portfolio
investment (in stocks and bonds), with direct investment (in building new factories,
for example). While a reduction of one billion dollars in U.S. stock purchases, per
se may have only a negligible impact on income or employment in the United
States, that same billion dollars would have a significant impact if it represented
a decision to close or not to expand production in Milwaukee in favor of producing
in Mexico. Since the CGE models do not distinguish between these two types of cap-
ital, they cannot adequately capture th, impact of changes the location of direct for-eign investment within North America.

t should be clear from this discussion that the use of CGE modeling to gain in-

sights into the crucial questions raised by NAFTA does not reflect objective aca-
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demic scholarship. By and large, the models reflect the bias of the modelers, who
begin the exercise with the firm conviction that trade is mutually beneficial. The
models are constructed to prove the theory upon which they are based. Indeed,
when the results disappoint, the parameters are altered and equations changed or
dropped until the results appear more "appropriate."8 No one should be under the
impression that this is a scientific inquiry.

Another optimistic estimate of job gains due to NAFTA was recently produced in
a book for the Institute for International Economics (IIE), a Washington-based think
tank, that has long promoted unrestricted free trade. Authors Gary Hufbauer and
Jeffrey Schott give a thoughtful, thorough, and-for the most part-balanced analy-
sis of the background issues surrounding a potential North American Free Trade
Agreement. The single element of the Hufbauer-Schott book that has received the
most attention from the media, however, has been their prediction that NAFTA will
lead to net job gains for both the United States and Mexico. Unfortunately, this fig-
ure is one of the book's more speculative creations and is based on a number of rath-
er shaky premises.

Hufbauer and Schott predict that by 1995 the United States will gain 130,000 jobs
and that Mexico will gain a little over 600,000 jobs as a result of trade liberalization
via NAFTA and the entire package of economic reforms currently being imple-
mented by President Salinas. Real wages in Mexico rise almost nine percent during
the six-year time frame of the study and are unchanged in the United States.
Hufbauer and Schott call their model (here referred to as the lIE model) an "histori-
cal" model, in contrast to the CGE and econometric models. They write that CGE
models "contain a huge number of equations and entail many hidden assumptions
about unknown parameters" (Hufbauer and Schott, 1992, p. 51).

The LIE report asserts that the combination of NAFTA and Mexico's other eco-
nomic reforms will attract capital from abroad. This inflow of capital, in turn, will
finance a large and growing trade deficit for Mexico. Mexico will import capital
goods from the U.S., which will create new jobs in Mexico. The resulting demand
for U.S. investment goods (capital equipment, computers, etc.) will create new jobs
in the United States. This is a textbook description of the presumed benefits of free
trade. But like the CGE models they criticize, Hufbauer and Scott design their own
model to force the conclusion that both nations have to benefit from reduced trade
barriers, i.e., the more Mexico exports the more it has to import from the United
States-in a way that its imports rise even faster than its exports. As in the CGE
models, the core assumption is that both nations benefit, from increasing U.S. in-
vestment in Mexico. Not surprisingly, the models then conclude that there are bene-
fits for both nations!

There are a number of flaws in Hufbauer and Schott's argument. First, the au-
thors assert that the U.S. can indefinitely maintain a continuous (and growing!)
trade surplus with Mexico by selling the Mexicans huge amounts of productive cap-
ital equipment without having to import the manufactured consumer goods that the
capital goods will produce. Given Mexico's explicit strategy of expanding exports in
order to pay down its foreign debt, it is unrealistic to posit that Mexico will go on
buying machinery and inputs, while only exporting a fraction of that amount in
consumer goods.

9

Second, the scenario further assumes that Mexico will not develop the capacity
to make its own capital goods. This is contradicted by Mexico's progress up the pro-
duction ladder to higher value-added electronics and automobile production over the
last ten years.

Third, the authors repeat-albeit indirectly-the unrealistic assumption of the
CGE models that the net increase in foreign investment in Mexio does not come
at the expense of investment in the United States. In order to come up with a net
job gain for both the U.S. and Mexico, they focus exclusively on the trade balance.
importing capital goods creates jobs in the Mexican economy, in their model, since
it is the shortage of capital goods in Mexico that limits the potential for job creation.
Jobs are generated in the U.S. economy, on the other hand, by the export of capital
goods. The loss of productive investment is not factored into the U.S. side of the
equation. Thus, the fundamental objection to the NAFTA treaty is once again, sim-
ply "assumed away."

There is also the possibility that a large part of the new investment in Mexico
might come from nation#-0ther than the U.S. One recent study (Cohen and
Tonelson, 1991) postulated -the effect of increases in non-North American invest-
ments in Mexico that would produce goods for the U.S. market. The result is a loss
of up to 900,000 jobs by 1999. In this case the job loss in the U.S. would not be
a result of investment diversion, but of an increase in consumer goods imports to
the U.S. The study gives some indication of how dependent the lIE results are on
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the assumption that Mexico will continue to import the bulk of its capital goods
from the U.S.

Fourth, the IE study assumes that the peso will continue to rise against the U.S.
dollar. The appreciation of the peso since 1987, which has made U.S. goods sold in
Mexico cheaper, has been a major reason for the improvement in the U.S. trade bal-
ance with Mexico. Given the higher rates of inflation in Mexico, the peso is now
clearly overvalued. Its value is ',ing maintained by capital flows into Mexico, two-
thirds of which is "hot money"-short term investments with tenuous commitment
to Mexico (Whalen, 1992, p A13). Should the speculative air leak out of the Mexican
stock and bond markets, the peso will plummet and the currency advantage which
is essential to the projections of U.S. job gains will vanish.

The use of simplifying assumptions is common, and legitimate, practice in the ex-
ercise of economic logic. When used carefully by people who understan,' their limita-
tions, such models of the real world are useful in gaining insights iJao the inter-
actions of the various forces involved. But the simplifying assumptions do not reflect
the real world, and to that extent will give a distorted and misleading result when
they are used to forecast the effect of changes on real people. Thus, the problem
is not one of statistical accuracy. i.e., that the conclusion of a gain of 130,000 U.S.
jobs is not precise. The problem is that using these models to predict the outcome
of a North American Free Trade Agreement treaty locks one into a logical sequence
that can only lead to one conclusion. It is like predicting clear weather for tomorrow
with a statistical model whose program does rot recognize the possibility of rain.

INVESTMENT DIVERSION

Proponents of NAFTA often claim that the purpose of the agreement is to permit
U.S. companies to better serve the Mexican consumer market. This is disingenuous.
Mexico's attraction for U.S. manufacturers has never been Mexico's small consumer
economy. Mexico's Gross Domestic Product is less than 4 percent of U.S. GDP. In-
deed, it is the absence of middle-class incomes in Mexico that is the big attraction-
the labor force of more than 30 million people wiling to work for a tiny fraction of
U.S. wages (See Table 1). Contrary to the assertions of free trade proponents, wage
differentials are not typically compensated for by productivity differentials between
the two countries. Harley Shaiken of the University of California at San Diego
found that though a Mexican Ford engine plant was 80 percent as efficient as a U.S.
plant, workers were paid only 6 percent of U.S. wages.1 ° Similar wage-productivity
gaps have been found in other industries, such as telecommunications. 1 Blomstrom
and Wolff (1989) have shown as well that the productivity levels in multinational
firms operating in Mexico approach U.S. levels.

Table 1.-COMPARISON OF NORTH AMERICAN WAGES 11990

United States Canada Mexico

$14 83 $1594 $1.85

'Hourly compensation costs in U S dolars lor production workers in manufacturing
Source U S Depariment of Labor, Bureau or Labor Slatlistics 'Internatonal comparisons of Hourly Compensation Costs for Production

Workers in Manufacturng, 1990" Report 803, May 1991,

It is common sense that corporations seeking to maximize profits will tend to lo-
cate production where overall costs-including unit labor costs (wages per unit of
output), corporate taxes, and the costs incurred in complying with environmental or
workplace safety regulations-are lowest. Of course, firms base production decisions
on many less easily quantifiable factors as well: worker skills and reliability, quality
of physical infrastructure, communications networks, and political stability, among
others. The likelihood of transplanting production depends also on the nature of the
goods produced. Even so, the vast disparity between U.S. and Mexican wages and
the inconsistent enforcement of labor standards and workplace regulations in Mex-
ico will combine to provide a powerful pull for multinational corporations currently
producing (or contemplating production) in the United States.

The fundamental economic purpose of NAFTA is to facilitate the shift in invest-
ment to Mexico. That this is at least in part a conscious strategy of the Bush admin-
istration can be seen from instances in which high U.S. government officials have
encouraged U.S. producers to shift to Mexico in order to take advantage of low
wages. Indeed, then U.S. Secretary of Commerce Mosbacher distributed materials
at a meeting of business investors interested in Mexico encouraging them to move
south of the border and forecast even more cheap labor in the future because of a

64-026 0 - 93 - 11
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prospective increase in the "gap between the U.S. minimum wage and the Mexican
direct wage." 12

NAFTA will induce increased investment flows to Mexico in several ways. First,
it will improve access to the U.S. and Canadian markets for companies producing
anywhere in the continent. Even though most of the tariffs between the United
States and Mexico have been removed or reduced since Mexico joined GATT in 1986,
many nontariff barriers remain. NAFTA will eliminate or reduce most of these, in-
cluding the Multi-Fiber Arrangement, which limits U.S. imports of textiles and ap-
parel.1 -

Second, in the past, multinational corporations have been reluctant to make the
massive long-term investment in plants and equipment needed to take full advan-
tage of cheaper costs in Mexico because of concern over the political climate. Specifi-
cally, they fear a return of popular hostility to foreign investment and the threat
of nationalization. NAFTA would put the rights of foreign investors into an inter-
national treaty that future Mexican governments would find it difficult or impos-
sible to change. The International Trade Commission report notes that, "By codify-
ing liberal trade and investment policies in an international agreement, . . . a Unit-
ed States-Mexico FTA would increase the confidence of investors in Mexico's econ-
omy" (ITC, 1991, p. viii).

Third, NAFTA will encourage investment by removing or weakening Mexico's re-
maining investment regulations. In particular, Mexico's negotiators have made criti-
cal concessions late in the talks to permit foreign investment in the politically sen-
sitive areas of oil and agriculture.

Fourth, NAFTA will bring Mexico's intellectual property laws up to first-world
standards. American firms had complained that Mexico's past failure to protect pat-
ents and copyrights had deterred investment there, especially by pharmaceutical
and computer software companies who feared "kno9 k-offs" and piracy by Mexican
firms. After fast-track legislation passed in the Uniped States in the spring of 1991,
Mexican lawmakers did in fact enactmo-r-e.stri~ent patent and copyright laws.
NAFTA will go still further.

The pressure from the U.S. bujinesl community on Mexico to further strengthen
its intellectual property laws highlights the hypocrisy underlying the debate over
NAFTA. Coa1gressman Ron Wyden (D -Ore.) wrote to Kay Whitmore, of the Kodak
Corporation and the Business Roundtable, a U.S. business organization that has
lobbied in favor of the free trade agreement: "The contradiction I see that greatly
concerns me is that, while the Roundtable believes that the United States should
require Mexico to raise its standards on intellectual property and investment to our
level, I have been told that it does not believe that Mexico and the United States
should raise their standards on environmental and labor safety to the higher level
in either country. I do not understand the rationale for that distinction:"

Unfortunately, the rationale is fairly simple: as it stands, the agreement's purpose
is to facilitate the mobility of capital while delibgxz'tely preserving the relative im-
mobility of labor. While aggressively imposing strict investment standards that will
have the e'.,'ct of preserving or even raising corporate profits, the negotiators have
modestly shied away from encroaching on Mexico's sovereignty in the areas of envi-
ronmental and labor standards.

The result of this agreement will be to throw U.S., Mexican, and Canadian work-
ers into competition with each other to attract investment by offering the lowest
wages and the least restrictive regulations. The threat of moving production abroad
is already a weapon many businesses use to oppose wage demands, environmental
restrictions, higher corporate taxes, or stricter health and safety regulations.

NAFTA proponents are fond of making the point that the dollars invested by the
U.S. in Mexico will come back in the form of payments for more U.S. goods. This
is not necessarily true. Mexico can use the dollars to pay back its international
debts, to increase its currency reserves or to buy investment goods from other na-
tions-tractors from Japan, machinery from Europe, etc. It can also send dollars
back into the U.S. in the form of purchasing existing assets, which will provide little
in the way of jobs.

Supporters may be correct that in the first few years a large portion of the dollars
invested in Mexico will come back to the U.S. in the form of purchases for U.S.
goods. But over time there is little doubt that the creation of substantial new pro-
ductive capacity will allow goods and services created with the combination of cheap
Mexican labor and up-to-date U.S. capital to come flooding back into the U.S. mar-
kets destroying U.S. jobs.
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REAL WORLD EVIDENCE

Some indication of the effect of liberating investment to seek low-wage advantages
is evidenced by past experience, both Canada's with the Canada-U.S. Free Trade
Agreement implemented in 1989, and that of the United States with the Mexican
maquiladora sector. In the case of Canada, a relatively small wage differential
(about 1.17 to 1 as of early 1991)

1 4 was sufficient to induce hundreds of firms both
American subsidiaries and Canadian companies-to relocate production from Can-
ada to the United States. According to the New York Times, 5 87 Canadian firms
had moved to Buffalo, New York alone as of the summer of 1991. Lower wages,
lower taxes, and cheaper real estate in the United States, combined with " rac-
tically unrestricted access" to the Canadian market, apparently offered many Frms
an irresistible temptation to relocate or expand south of the border.

According to Statistics Canada, 461,000 manufacturing jobs were lost between
June 1989 and October 1991-almost a quarter of the manufacturing workforce.'
The Mulroney Administration and other FTA proponents claim that the severe job
loss can be attributed entirely to the over-valued Canadian dollar and the recession.
While the recession and overall "restructuring" of the Canadian economy certainly
contributed to the problem, the magnitude and nature of the Canadian job loss un-
dermines the credibility of this line of argument. During the same period, the Unit-
ed States lost only about 6 percent of its manufacturing jobs, although its industrial
sectors were also restructuring in a recession. In Ontario, the proportion of jobs lost
due to plant closing (as opposed to temporary layoffs) was more than twice as high
from 1990 to 1992 as it was during the 1982 recession. 17

The exact number of Canadian jobs lost to the FTA is in dispute, but that a large
number of jobs are involved is certain. As is the fact that the confident predictions
of job gains for Canadian workers-argued with the same logic that NAFA pro-
ponents are now using-have not been borne out.'

The Canada-U.S. Free Trade Agreement has also had a depressing effect on other
aspects of Canada's economic life. Canada's well-developed social insurance, safety
net, and public investment policies are already being eroded by its trade agreement
with the United States. Professor Ricardo Grinspun of York University in Toronto
writes, "A key problem of [the Canada-U.S. Free Trade Agreementi is that it re-
stricts the ability to carry out policies that make significant contributions to produc-
tivity gains and other legitimate policy goals. These policies are in areas like edu-
cation, regional development, job training, research and development, technology,
social programs and health. The United States challenges many of these Canadian
policies as 'unfair' trade practices" (Grinspun, 1991, p. 3).

U.S. experience with Mexico's maquiladora export zone also reinforces the idea
that investment decisions are quite sensitive to changes in trade policy. The rapid
expansion of maquiladora production-in which goods are assembled in Mexico from
imported parts and reported to the United States, paying tariff only on the value
added in Mexico-has shifted hundreds of thousands of jobs from the United States
to Mexico.' 9 Currently, about 5( J,00o Mexican workers are employed in
maquiladoras, at an average wage approximately half that prevailing in the rest of
Mexico's manufacturing sector.2 0

A popular misconception about maquiladoras is that they produce only low-skill,
labor-intensive goods. While this may have been true when the maquiladora zone
was setup 20 years ago and the main activity was sewing garments, it is no longer
the case. Today, apparel accounts for fewer than 10 percent of maquiladora workers;
more than 40 percent work in electronics and 20 percent in transportation equip-
ment (Schoepfle, 1990). One-third of non-oil U.S. imports from Mexico come from the
maquiladora sector. Auto and electronics companies in particular have been increas-
ingly willing to put sophisticated, state-of-the-art plants in Mexico, as skills, infra-
structure, and corporate experience there have increased. In the future, we should
expect Mexico's-productive capabilities to continue to evolve and grow as they have
done in the past.

NAFTA itself will also worsen the impact of the maquiladora program on the U.S.
market. On the one hand, Mexico's strict rules governing foreign investment will be
further loosened by NAFTA, expanding the opportunities for U.S.producers to take
advantage of cheap labor more widely throughout Mexico.

On the other hand, some of the small compensations the U.S. economy currently
receives from the maquiladora system will disappear with the adoption of NAFTA.
The system now requires plants exporting to the U.S. to purchase U.S. compo-
nents. 2 1 Alter a transitional period under NAFTA, the maquiladoras will no longer
be required to buy components in the United States in order to obtain duty-free ac-
cess to the U.S. market.



318

The real advantage of producing in the maquiladora sector does not lie in avoiding
tariffs, however, but rather in taking advantage of ultra-cheap wages and lax envi-
ronmental and labor standards. Wages in the maquiladora sector are approximately
one-tenth to one-fourteenth of U.S. manufacturing wages, and the Mexican govern-
ment has lacked both the resources and the will to enforce even basic worker-safety
provisions or environmental regulations.

Although the Mexican government has proclaimed its commitment to strengthen-
ing environmental standards and worker protection, it seems unlikely that under
current political circumstances changes will go deep enough to close the yawning
chasm between the two countries in these arenas. Indeed, whatever progress has
been made so far--such as the highly publicized closing cf the port of Veracruz--
is a result of personal pressure from Salinas. He is engaged in a transparent cam-
paign to win ratification for the trade agreement from the U.S. Congress. There is
no serious, independent political force in Mexico to maintain such pressure once the
agreement is ratified. In fact, Mexican political scientist Adolfo Aguilar Zinser (in
Cameron and Grinspun, 1992) has argued that NAFTA will exacerbate Mexico's
tendency toward centralized political and economic power. Thus, it is likely that the
factors attracting U.S. investment to the maquiladoras during the last ten or twenty
years will continue to play a role-and perhaps an increasingly important one--in
the post-NAFTA business climate.

MEASURING THE EFFECT OF INVESTMENT DIVERSION ON JOB LOSS

As discussed earlier, most of the conventional studies that have attempted to
quantify NAFTA's impact on the U.S. economy have either ignored the shift of in-
vestment from the United States to Mexico or have examined only the Mexican side
of the equation. Yet, the extent to which investment in Mexico replaces investment
in U.S. plants clearly will determine NAFTA's overall impact on U.S. jobs.

Two recent studies have estimated the impact on the domestic labor market by
a shift of investment from the United States to Mexico. Like the studies described
above, they are models with their own sets of simplifying assumptions. But their
results, employing different methodologies, provide estimates that expand the limits
of the debate.

An Economic Policy Institute briefing paper (Faux and Spriggs, 1991) reported the
dramatic results of modifying one standard computable general equilibrium model
of U.S.-Mexico relations to allow for a modest shift of capital between the United
States and Mexico. The analysis, by economists Raul Hinojosa-Ojeda and Robert
McCleery, involved reducing the risk premium for U.S. firms investing in Mexico.
Free trade was modelled as an elimination of tariffs between the two countries over
10years beginning in 1992. The differential in returns to capital between the U.S.
and Mexico was allowed to fall by two percent the first year of the agreement, and
one percent each additional year until the year 2000, for a ten percent overall de-
cline in the risk premium.

This scenario results in a movement of $44 billion in capital from the United
States to Mexico over the decade. As a consequence, during the first ten years of
the agreement 550,000 fewer high-wage jobs are created in the Unitei States than
would have been the case in the absence of the ageement, and the U.S. Gross Do-
mestic Product falls by $36 billion relative to the no-FTA scenario. Because the
model assumes full employment, these workers do get jobs, but they take a 50 per-
cent wage cut. Some of this employment-shifting effect is due to the repercussions
of reduced immigration from Mexico, since the model finds that real wages in Mex-
ico rise a3 a result of the increased investment.

Economists Timothy Koechlin, Mehrene Larudee, Sam Bowles, and Gerald Ep-
stein (1992) have also developed an estimate of job displacement. They find that
NAFTA will result in the loss of 290,000 to 490,000 U.S. jobs over the next 10 years,
as U.S. and foreign investors build new capacity in Mexico, rather than in the Unit-
ed States, attracted by improved access to the U.S. market and a more stable invest-
ment climate in Mexico. They base their estimate on historical examples of the in-
creases in U.S. foreign direct investment that took place when Ireland and Spain
joined the European Community (in 1974 and 1986, respectively). 'There are par-
allels to be drawn between Ireland's joining the European Economic Community and
Mexico joining the North American free trade area," says Koechlin, et al. "Both are
relatively low wage areas and both joined markets many times their size. U.S. in-
vestment in Ireland increased almost fourfold as a result of its EEC membership.
There is good reason to think that U.S. investment in Mexico will also take off as
a result of its joining the much larger U.S. market."

Both of the above models assume that increased investment in Mexico directly re-
duces investment in the United States by an equivalent amount. Some UNKnown
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amount of this new investment in Mexico may otherwise have gone to Asia, not to
the United States. But there is no strong evidence to suppose that this would rep-
resent the bulk of capital flows. Mexican wages are even lower than wages in the
Asian newly industnalizing countries (NICs), yet productivity is comparable in
many sectors. Moreover, some foreign investors who-in the absence of a free trade
agreement-would have invested in the U.S. in order to sell in the U.S. market may
now choose to invest in Mexico. The other NICs cannot offer equivalent access to
the big U.S. and Canadian markets that Mexico can offer now. This further reduces
investment in the United States beyond what these models have accounted for.

WAGES AND LIVING STANDARDS

The distributional consequences of NAFTA-that is, its impact on wages and in-
come distribution-may be at least as important as aggregate job loss. Economist
Edward Leamer (1992) has argued that NFA is likely to further polarize the U.S.
earnings distribution. Learner examines international trade and wage trends over
the last two decades. He finds, that as trade and investment barriers have come
down it has become easier for capital to locate in low-wage countries where it earns
a higher rate of return. This has increased the supply of labor-intensive goods, so
that their price has fallen relatively. This, writes Learner, "has put downward pres-
sure on the wages of low-skilled workers in the developed countries" (Learner, 1992,
p. 11). He warns that NAFTA will significantly limit the ability of the U.S. to re-
strict its imports of labor-intensive goods in the future, and that "low-skilled" work-
ers in the U.S. will suffer as a consequence.

"Indeed," he writes, "if the reason for the expansion of international commerce is
increased access to low-wage unskilled foreign labor it is virtually certain that our
low-skilled workers will have their earnings reduced. Earning reductions on the
order of $1000 per year ... seem very plausible" (Learner, 1992, pp. 45-46). Learner
estimates that "professional" or high-skilled workers and owners of capital will ex-
perience increases ir. income as a result of NAFTA. Is this a tradeoff that the Unit-
ed States is ready to make? Before making any decisions, it is important to look
more closely at Learner's definition of "low-skilled" workers. It turns out that this
category includes all workers who are not professional, technical, or managerial: this
comes to over 70 percent of the workforce! It is interesting to note that this exactly
parallels the predictions of the initial ITC report (USITC, 1991, p. viii), which also
found that "real income for unskilled workers is likely to decline slightly." When
pushed to define "unskilled" workers, the ITC reluctantly admitted that they in-
cluded all workers with a high-school education or less-this also comes to about
70 percent of the workforce.

It is important to view this potential erosion of wages in the context of the other
changes that have been occurring in the U.S. economy in the last decade or two.
Real wages have been stagnant or falling for almost two decades. Workers without
a college degree have seen the largest declines, and young workers have been espe-
cially hard hit. A recent EPI Briefing Paper (Mishel and Bernstein, 1992, p. 2) found
that young male high school graduates earned 26 percent less in 1991 (in real
terms) than equivalent workers did in 1979. The most startling finding in the paper,
however, was that, since 1987, the real wages of college graduate" havi also begun
to decline. This suggests that the blithe triage that NAFTA prcprrent envisage--
of gains for skilled workers and losses for unskilled workers-may 1e overly optimis-
tic. If we let our so-called low-skilled workers go down the ladder, we may find our-
selves joining them a few years from now.

NAFTA AS A LOW-WAGE STRATEGY

Perhaps the greatest danger to the U.S. economy from adopting NAFTA is that
it will encourage American firns to seek a low-wage solution to the challenge of
global competition. The Commission on the Skills of the American Workforce, led

y Ira Magcziner, William Brock, and Ray Marshall, recently concluded that we face
an historic strategic choice in how we respond to the global marketplace. One strat-
egy-the "high-skills, high-wage" path-competes by producing innovative high-
quality goods efficiently so that they can be sold at high enough margns in the glob-
al marketplace to pay high wages and maintain U .S.l giving standards. This path re-
quires the maintenance of correspondingly high levels of private and public invest-
ment to continually upgrade the quality of our capital and labor.

The alternative "low-wage" path means competing on the basis of cutting labor
costs. This is the strategy of the agreement negotiated by the Bush, Salinas, and
Mulroney Administrations. One of the conceptual problems in the North American
Free Trade Agreement debate has been the assumption on the part of NAFTA pro-
ponents that the benefits of the agreement will be permanent, while the costs will
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occur only once. This betrays a misunderstanding both of NAFTA itself and of its
place in the long-term strategy of the United States. Whether we choose to see
NAFTA as an event or a process will also influence the social and labor adjustment
policies we think will be needed to accompany it.

President Bush has already indicated clearly that the free trade agreement with
Mexico is only the first step in a long-term process toward developing similar agree-
ments with other Latin American countries. Indeed, such discussions are already
taking place under the rubric of the Enterprise for the Americas Initiative, which
would promote trade and investment, eventually culminating in "a vast free trade
and investment zone encompassing the entire Western Hemisphere by the year
2000" (Diebel, 1992). At a conference sponsored by the Americas Society and the
Council of the Americas in Washington, D.C., in April, chairman David Rockefeller
laid out the political strategy for such an initiative: "It's you, the business commu-
nity of the Americas that is [sicigoing to have to provide the leadership, both the
practical and the moral leadership, to carry through. this' process of reform .... It's
you who will have to stay the course when the politicians, under an increasing bar-
rage of complaints and inducements from various pressure groups, begin to waffle"
(Diebel, 1992). For "various pressure groups," read: 70 percent of the U.S. workforce.

Thus, NAFTA represents a major long-term incentive for U.S. producers to re-
spond to global market competition by following the low-wage option rather than the
more difficult path of producing quality products more efficiently.

Clearly, it is the intention of the 1ush-Salinas-Mulroney strategy that NAFTA
will be a dynamic, ongoing process, not a one-time event. Mexico has already
climbed several rungs up the production ladder since the start of the maquiladora
program. If our economies are going to be tightly linked for the indefinite future,
it makes more sense to consider what their industry, infrastructure, and workforce
will look like in ten years, rather than to dismiss Mexico's productive potential on
the basis of its current abilities.

Mexico's labor force is currently growing at a rate of one million per year while
only about 300,000 to 400,000 jobs per year are being created in the formal econ-
omy.

2 3 Even at an extremely high rate of future growth of 5 or 6 percent, the Mexi-
can economy will not be able to generate enough jobs to reduce unemployment sig-
nificantly from its current rate of about 20 percent.

Exporting manufactured goods to the United States in and of itself is unlikely to
close the gap between available jobs and needed jobs in Mexico. The entire
maquiladora sector accounts for only 500,000 jobs-not enough to absorb Mexico's
surplus labor for a single year. For the foreseeable future, the U.S. consumer sector
will be too weak to lift the U.S. economy onto a strong recovery path, let alone act
as a consumption engine for both the U.S. and Mexico.

Given these prospects for continued high unemployment and Mexico's lack of
meaningful democratic institutions and strong and independent labor unions, we
cannot assume that wages will necessarily rise to reflect productivity gains there.
Protections against environmental exploitation and labor abuse in America are not
achieved simply by the laws enacted by government, but by the strength of inde-
pendent institutions, such as environmental organizations, civil rights groups, and
labor unions. Their ability to monitor, to expose, to sue in court and to defeat can-
didates who are indifferent to their concerns is the rock upon which such protections
are founded. Mexico's one-party system, with its interconnections between business,
labor, and political institutions, does not yet provide the culture to nurture the nec-
essary independent advocacy, membership, and pressure groups. 2 4 Indeed, after tak-
ing power in a tainted election in 1988, Salinas has strengthened the one-parry mo-
nopoly power of the Institutional Revolutionary Party (known by its Spanish acro-
nym, PRI). As Business Week commented in a July 1992 editorial: "Now, elections
in Mexico are increasingly irrelevant. The only opposition candidates who win are
de facto allies nf Salinas, including the victor in the Chihuahua state elections,
Francisco Barrio of the conservative National Action Party (PAN)." 25 Given this
fundamental lack of democracy, it is irresponsible for U.S. leaders to sign an agree-
ment that relies on domestic pressures within Mexico to enforce labor, health and
environmental standards.

The risks of job and income loss from NAFTA cannot be avoided by the Adminis-
tration's effort to "tack on" promises to increase funding for job training or to obtain
promises from Mexico that present and future governments will be more sensitive
to human rights and environmental regulation. The political and economic dangers
inherent in such a strategy are enormous, and require a public debate that goes be-
yond the narrow, ideological wrangling and political horsetrading now going on to
garner the votes necessary to pass NAFTA.

Yet far from rising to meet the challenge of global competition, federal spending
on education and training has fallen in the last 15 years as a percentage of GNP.
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In 1976, the federal government spent 0.8 percent of GNP on education and train-
ing, by 1990, this figure was only 0.5 percent. This decrease in spending has real
consequences for workers whose skills need upgrading: the primary federally sup-
ported training program, the Jobs Training and Partnership Act, currently serves
only 6 percent of a narrowly defined eligible population (Faux and Schafer, 1991).
During a period when the U.S. trade deficit increased nearly fivefold (from the late
1970s to the late 1980s), the Trade Adjustment Assistance Program reduced the
number of applicants it served from 199,000 to 37,000. It now serves only one out
of four eligible workers (Friedman, 1991).

Despite the Bush Administration's assertions that they will somehow take care
of workers who lose their jobs because of NAFTA, there is little cause for optimism.
In its proposed budget for fiscal year 1993, the Administration reduced overall fund-
ing for worker training programs by 6.6 percent (in nominal terms). It eliminated
the training component of the Trade Adjustment Assistance program entirely and
cut TAA benefits in half.26 There has been no serious planning effort on the part
of the Administration in the last year to estimate potential dislocation or to develop
adequate transitional programs. While no one expects adjustment assistance to be
part of the trilateral negotiations, the adjustment assistance package should have
the same weight of formality and commitment as the agreement itself. Otherwise,
political pressure for reducing the deficit and holding the line on taxes will squeeze
out funding for these programs. The recent spectacle of both Democrats and Repub-
licans climbing onto the bandwagon of the balanced-budget amendment to the Con-
stit'-ion provides a foreshadowing of bitter budget battles to come.

Thus, one absolute requirement for a trade agreement should be a credible and
comprehensive strategy for worker training and job creation-and a commitment to
fully fund such a strategy. A free trade agreement should not be implemented until
such a system is solidly in place.

The onus is on those who advocate a North American free trade agreement to de-
velop a plan for providing American workers with a ladder of upward mobility. They
need to convince the rest of us why the pattern we have seen so often and so clearly
in the past--of workers displaced by trade bearing most of the burden of adjust-
ment-will not repeat itself in the future. And in this case, there is reason to believe
that more than those individuals who actually lose their jobs as a result of trade
and investment will suffer: every worker whose wage is bid down by the threat of
corporate mobility, every community whose environmental standards are weakened,
and everyone whose community is disrupted by the large-scale loss of jobs will pay
part of the price.

A SOCIAL DIMENSION IN TRADE

One way in which several of the European governments have attempted to guide
their economies onto a high-wage, high-value-added growth path has been to shut
off the low-wage option-by setting a relatively high minimum wage, regulating
plant closing, and legislating livable welfare, pension, and unemployment compensa-
tion benefits. This has forced companies to seek productivity improvements via in-
vestments in modern equipment and new technology and more interactive labor-
management relations. NAFTA takes us in exactly the opposite direction--opening
the door wide for U.S. corporations to seek the low-wage solution and obviating the
need for investment in the labor force of either Mexico or the United States. While
this may add to corporate profits in the short run, in the long run it will undermine
the productivity and thus the competitiveness of the entire continent.

The Europeans have attempted to build a Social Dimension into their process of
economic integration. The Social Dimension has two aspects: (1) the Social Charter,
which establishes the principle that trade should not be based on "social dumping,"
where poorer countries follow low-wage, low-regulation strategies in order to in-
crease exports; and (2) the Structural Funds, which help redistribute resources
within the European Community to poorer countries, regions, and disadvantaged
groups. The Structural Funds in turn are made up of two components: the regional
fund, which provides financing to help narrow the gap between the levels cf infra-
structure in the poorer and the more developed EC countries; 27 and the social fund,
which is used to address problems of long-term or youth unemployment at the level
of the individual firm or industry. Employee and employer organizations can apply
for these funds when they need financing for a specific project.

German Trade Union Confederation Vice President warned that, "In the absence
of 'social rules of the game,' the battle of [European] Community-wide competition
would be fought on the backs of the workers." This principle has not yet been ac-
cepted in the United States,
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The U.S. ideological commitment to free trade has translated into a presumption
that free trade alone is sufficient to raise incomes and em 1oyment levels. Pro-
ponents argue that the best way to end child labor and environmental degradation
in Mexico is to pass a free trade agreement. They reason that the higher incomes
associated with freer trade will automatically ailow strifte- regnulatton and enforce-
ment of environmental and labor standards. But thia confus-s correlation with cau-
sality. Higher incomes may be a necessary condition, but they &re not a sufficient
condition for keeping kids out of factories and caring about clean air. Democracy
and citizen input into the government decision-making process are also crucial, and
at the moment, these are lacking in Mexico.

The European attitude toward free trade, in contrast, is pragmatic. If ending child
labor is the goal, the Europeans are not content with enacting a broad free trade
agreement and then sitting back for a few decades waiting for it to work. They have
written specific enforceable standards into EC-wide law in the areas of greatest con-
cern.

Existing European law in the areas of health-care, child development, worker
training, and adjustment assistance is much more extensive than comparable U.S.
laws--even before the European Social Charter is fully implemented. In the area
of unemployment insurance, for example, France provides benefits equal to 50 per-
cent of lost earnings for up to two years. Germany is even more generous, paying
66 percent of normal wages for up to 18 months, and 58 percent for an unlimited
time after that. In contrast, U.S. unemployment benefits average only ore-third of
lost pay, and in all but three states, benefits are exhausted after six months. U.S.
government expenditures on worker retraining also lag behind those in France, Ger-
many, and the United Kingdom. The U.S. spends only $1800 per participant on
training, while Germany spends four times that amount, on average.2s This higher
European baseline" makes their task---of adapting the economy to the needs of in-
creased economic integration--easier than ours.

To meet the challenge of increasing global econornic integration--of which NAFTA
is only one element--the United States must embark on a permanent and continu-
ous upgrading of its labor force in conjunction with trade and industrial policies that
provide support for high-wage ob creation. Only if such policies become conscious
national goals is there any realistic chance to build the ladder that will make the
difference between displaced U.S. workers sliding downwards toward higher unem-
ployment and lower-paying jobs or climbing up to the next rung.

Without a skilled, well-paid, and adaptable labor force, the United States will find
it virtually impossible to compete in global markets for anything but standardized,
mass-produced goods that generate lower :d lower wages. The need to invest in
the U.S. labor force goes way beyond aid to workers displaced by trade. The United
States should be looking to the future, and toward a whole new labor-market proc-
ess that starts in childhood and extends beyond retirement. To this end, we should
fully fund child health and nutrition programs, including WIC (Women, Infants, and
Children Supplemental Food Program); restore funding to Head Start, whose effec-
tiveness has been shown time and again; and fund lon term paid training pro-
grams for displaced workers. (If these training programs do not include income sup-
port, then only workers with private income sources can afford to take advantage
of them.) Any trade adjustment assistance should also include a continuation of
medical benefits for displaced workers, as well as a bridge benefit for workers with-
in four years of retirement age.

One example of the broader vision necessary for the United States to absorb the
shock of the free trade agreement can be found in the proposals outlined in Ameri-
ca's Choice: High Skills or Wages, the 1990 report of the Commission on the Skills
of the American Workforce. The coiamission recommends giving all employers "in-
centives and assistance to invest in the further education and training of their
workers and to pursue high productivity forms of work organization" (p. 7). In par-
ticular, employers would be required to spend at least one percent of their payroll
on employee education and training programs, or to contribute the same amount to
a state-administered general training fund. Public grants would be available to as-
sist firms in moving to higher performance work organizations. The states would
also be responsible, with federal assistance, for assuring that all students met a
higher national standard of educational excellence by age 16. Local Employment
and Training Boards would create and fund alternative learning environments for
students who were unable to meet that higher standard in regular schools. In order
to help Prepare non-college bound students for the workplace, the Commission rec-
ommends creating a system of Technical and Professional Certificates and associ-
ates' degrees to be earned through completion of two- or four-year courses of com-
bined study and work, modelled on the formal apprenticeship programs in other
countries.
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Government, business, professional commissions, and other researchers have at-
tempted to estimate how much money would be necessary in order to fully fund
human resource investments, including education and training and some child
health and nutrition programs. Their estimates range from $29 billion to $58 billion
annually. The total investment gap-including physical capital and research and de-
velopment in addition to human resources-ranges from $63 billion to $126 billion.
Robert Heilbroner (1991), professor emeritus of economics at the New School for So-
cial Research, has argued that the United States needs to quadruple its expendi-
tures on public investment just to catch up with our principle competitors, Germany
and Japan.

And finally, the government needs to take some responsibility for targeted job cre-
ation. Training and educating workers is essential, but it does not guarantee that
the jobs will be there when needed. Sheldon Friedman of the AFL-CIO advocates
using economic conversion proposals, including planning grants and subsidized
loans, to bolster employment in affected regions or localities. The government could
also create jobs related to commercial technologies that meet national needs, such
as mass transit/high-speed rail or high-definition television, for example. 29

The principle underlying the EC's "activist labor-market policy" is that good trade
adjustment policies are neither optional, nor do they constitute "charity. By their
nature, freer trade and investment flows cause disruption and dislocation, as econo-
mies adjust to new sources of production and attempt to find their niches. By easing
the process of change, and by protecting workers from the worst effects of this dis-
ru option, adjustment policies make change possible (Collins, 1983, p. 3).

Over the long term, failure to invest in its workforce will disadvantage North
American producers when competing with the Europeans and the Japanese in the
production of customized, high-quality goods and services. At the same time, North
American producers will be equally disadvantaged in competing with low-wage
Asian producers in markets for standardized, price-competitive goods. The United
States cannot win an international contest based on cutting wages--nor is it in its
long-term interest to be a victor in such a contest.

MEXICO'S LADDER

Will a laissez-faire NAFTA help Mexico continue to grow and develop its econ-
omy? For Mexico, even more than for the United States and Canada, a free trade
agreement can be one element of a development strategy, but it is far from suffi-
cient. The most important single action the United States could take to spur devel-
ogment in Mexico would be to relieve it of its crushing debt burden. But any hopes

at NAFTA would achieve this were dashed when the negotiators announced that
debt relief for Mexico was "off the table" from the beginning of the talks.

Short of debt relief, strict standards written into NAFTA itself can help assure
that the agreement does not simply exploit Mexico's relative poverty. A coalition of
labor, environmental, and development groups (the Mobilization on Development,
Trade, Labor and the Environnent-MODTLE) has formulated a set of criteria that
provide a framework for a more enlightened approach to this critical question.
Among others, the MODTLE criteria include:

-- Fair labor practices enforcement mechanism. The agreement must incorporate
a mechanism whereby trade unions or individuals can challenge any infraction
of labor rights or workplace standards in export-producing industries, bringing
such infractions to reasonably swift adjudication before an international body.

-- Enforcement of the rights of free association and collective bargaining.
-Harmonization up of workplace health and safety standards. Regional stand-

ards must in no case be lower than those in any of the three countries.
-- Social infrastructure investment. Companies that invest in each of the countries

could contribute to a fund to support social infrastructure in the communities
in which they operate, including medical care, community development, and
education.

-- Environmental assessment of NAFTA's impact prior to and during its planing.
This procedure should be carried out by each of the three governments and
should be open to citizen input at every stage.

-Preservation of strong environmental standards. Nothing in NAFTA should re-
quire or encourage state, local, or national governments to loosen restrictive en-
vironmental or consumer protection laws. The recent GATT ruling in Mexico's
favor on the issue of dolphin-killing tuna fishing sets an ominous precedent for
trade agreements to undermine progressive national legislation when that legis-
lation restricts trade.

-Prevention of environmental dumping. In order to prevent corporations from lo-
cating production where environmental regulations are weakest, a countervail-
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ing duty should be imposed on industries that do not meet pollution control
standards in the countries to which they are exporting. The duty would be
equivalent to the corpor tion's savings from non-compliance, thus eliminating
the economic advantag of such behavior.

-- Commitment to inte tionally recognized human rights, with strengthened re-
dress procedures. A signatories should agree to adhere to the American
Declaration of t, e Rights of Man, the Charter of the Organization of American
States, and t e American Convention on Human Rights, if they have not al-
ready done (o. Parties should recognize the jurisdiction of the Inter-American
Court of H man Rights, in cases where national judicial procedures are ques-
tioned. -

Electoral, pol tical, social, and cultural rights should also be acknowledged as cru-
cial to the success a free trade agreement. Even if not included in the body of
NAFTA, these rights coUl.d be ratified in a parallel tri-national agreement.

It also seems important to explore the possibility of raising and enforcing the min-
imum wage in Mexico, perhaps as a condition of signing the agreement. The grow-
ing divergence in Mexico between productivity growth and real wage increases sig-
nals a market failure of some sort in that country, perhaps reflecting the political
imbalance of power there or the downward pressure on wages from the large infor-
mal sector and the large numbers of under-employed workers. As Walter Russell
Mead (1991, p. 37) has argued, 'low wages in developing countries contribute to a
weakness of global demand and ... this weakness in turn undermines political sup-
port for the multilateral free trade system." A higher enforced minimum wage in

exico--that better reflected productivity levels-would serve two purposes: it
would give Mexican workers more purchasing power, so that Mexican growth would
not have to rely solely on exports; and it would relieve some of the pressure on U.S.
and Canadian workers to accept deep wage cuts.

NAFTA essentially amounts to a contract between the governments of the United
States, Canada, and Mexico. But until democracy in Mexico is strong enough and
functional enough to give its citizens an effective voice in this process, we cannot
be sure exactly who we are signing this contract with, or whose interests it will
serve. The EC waited until Spain and Portugal had established civilian democracies
before allowing them to join the Common Market. We should give Mexico the same
opportunity before rushing to link our economy-and by extension--our political sys-
tem with theirs.

THE BO7OM LINE

If the North American Free Trade Agreement cheerleaders are right, and incomes
and employment levels rise in all three countries as a result of the agreement, then
the stringent standards and adjustment programs we advocate here will be at worst
an inconvenience. They also will not impede positive change. For example, if income
growth in Mexico actually does lead firms to act more environmentally responsible,
then they won't mind having to abide by stricter standards. And if few workers are
displaced by the free trade agreement, then the training and adjustment programs
won't cost very much to run. But if the cheerleaders are wrong, then their policy
prescription--to barrel ahead with an "unencumbered" agreement and desultory ad-
justment assistance--could have disastrous short-term consequences for hundreds of
thousands of U.S. working people and negative long-term effects on the living stand-
ards and competitiveness of the entire continent.

ENDNOTES

1. Displaced Workers. 1981-85. BLS Bulletin #2289, September 1987, p. 3. The
sample includes only those workers who had worked at their jobs for three or more
years Lefore being laid off due to plant closing or moves, slack work, or the abolish-
ment of their positions or shifts.

2. The job loss figure is from Cohen and Tonelson (1991), and the job gain figure
is from Hufbauer and Schott (1992).

3. The only exception (the Roland-Hoist et al. model) fixes the wage rate and al-
lows employment to fluctuate, also an unrealistic characterization of the labor mar-
ket. The Bachrach-Mizrahi model actually assumes full employment for the United
States, but allows unemployment in Mexico. This has the effect of increasing the
gains from trade for Mexico as unemployed people are put to work, while unemploy-
ment in the United States is blithely assumed to be zero. Stanford (1992, p. 28)
notes this questionable selectivity, writing that "full employment is assumed for
cases when unemployment might increase as a result of free trade, but not when
it might decrease.
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4. See especially the Bachrach-Mizrahi study and the Brown-Deardorff-Stern
study, both of which make the assumption that foreign investment increases in
Mexico without any corresponding reduction in domestic U.S. investment (USITC,
1992b).

5. Stanford (1992, p. 6). Stanford's testimony provides detailed and insightful cri-
tique of the CGE models reviewed by the ITC.

6. The models show Mexico and Canada experiencing larger gains from trade lib-
eralization (at the high end of the range) than the United States because their
economies are more dependent on trade with the United States than vice-versa.

7. See Grinspun (1992) for a critique of the CGE models used to predict the im-
pact of the Canada-U.S. FTA. Grinspun compares the models' predictions to the ac-
tual performance of the Canadian economy in the two and a half years following
the implementation of the agreement. He finds no correlation whatsoever between
the predictions and the actual outcome.

8. This process is apparent at any public forum in which modelers meet to discuss
their models. At the ITC symposium (February 24 and 25, 1992) where the models
were presented, the authors frankly discussed their disappointment with the initial
results of the CGE models, which uniformly showed very small gains from trade.
Various features were then piled, on, one at a time, until the gains from trade were
more in line with the prior expectations of the authors.

9. Hufbauer and Schott take as fixed the proportion of Mexico's trade with the
United States, which is currently about 75 percent. They also take as fixed the per-
cent of Mexico's imports from the United States that are made up of capital goods
(currently about 85 percent).

10. As cited in Mead (1991, pp. 17-18).
11. See Moody and McGinn (1991, p. 12).
12. A Partnership for Growth: Investing and Manufacturing in Mexico, briefing

book distributed by Commerce Dept. to U.S. business executives in Los Angeles, 10/
26/90; see also Faux and Rothstein (1991, p. 13).

13. Note that even though the import quotas facing Mexico under the MFA are
quite flexible, the formal lifting of quotas under NAFTA may attract additional in-
vestment by offering essentially unbounded access to the U.S. market.

14. "Free Trade Accord is Enticing Canadian Companies to U.S.," New York
Times, August 9, 1991, p. 1.

15. New York Times, August 9, 1991.
16. See Campbell (1992) for a more thorough discussion of this point.
17. From a presentation by John O'Grady at a conference held at the Institute

for International Economics in Washington, D.C., June 22, 1992.
18. Note that the CGE models do not include any monetary variables, and so can-

not incorporate the results of changes in currency values.
19. Steve Beckman testimony before the Trade Policy Staff, 9/4/91.
20. The wage figure refers to 1989, while the number of maquiladora workers is

for 1991. The source for the maquiladora wage is the Bureau of Labor Statistics,
Office of Productivity and Technology, "International Comparisons of Hourly Com-
pensation Costs for Production Workers--Mexico" (April 1990). There are some indi-
cations that the maquiladora wage has risen relative to the average manufacturing
wage since 1989, but no official estimates are available at this time. Note also that
the maquiladora wage is higher than that prevailing in Mexico's informal sector,
where many maquiladora workers are drawn from.

21. U.S. tariff code item 807, now known as item 9802, grants items assembled
abroad from U.S. components easier access to the U.S. market.

22. Alter a mild political brouhaha over this prediction, the ITC released a revised
estimate (with an altered supply elasticity) that found that all workers did in fact
benefit from NAFTA.

23. Mexico: Trade and Indutry Report Office of Trade and Initiatives, Trade
Analysis Division, November 1990, p. 9.

24. Faux and Rothstein, 'Fast Track-Fast Shuffle."
25."Salinas" Grip on Mexico is so Strong He even Wins When He Loses," Business

Week July 27, 1992, p. 45.
26. While the Administration has stated that it would like to merge TAA with the

less costly (and non-entitlement) Economic Dislocation and Worker Adjustment As-
sistance program, the cuts in TAA exceed the increases in EDWAA funding.

27. New York Times, October 7, 1991.
28. "European Worker Benefits," AFL-CIO Reviews the Issues, Report No. 55, Sep-

tember 1991
29. See, for example, Cohen and Donow (1989) and Sanderson (1989).
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uotlog Apecifta awsctr

AXMoo the"0 sOCesi an ir
fraiL Packetog.11 aetsi tl ba k
shows and Mocsto ruafisruletro.

Taking advailag &LAM~ aiL~

US. economy, public sad private
secto" baa of Notsice's teoep lW
bce supply in an effort to lure love,%-

Tie goverwinesi In Nuaevo Leem
began tbks month a seres Of Cocfsr-
encea with bsusess peoplep areseod
Lh. United Stes. Haet woek Naenno
Leto Officials wil-I be in New York
to meet a select group opf besnke
and Lavastam brought tageWh b
ths mtesaae cowsulsits

Bscidesa a arrmy of UX pllc
relationse advisers and Cau11IL
hired by private &od public rIuns
Soldien's so tb batle 11c1:ed11 Meal-
cam pusblicists. creating repama of
Urcmuries and bussies people In-
vesting in tbe coauty largin em1-
ve"1uos0 ceoler

In *woeirrey. Lhe caital of Nue-
vo Leoa. leaders at bexiO' lo-
eat companies built this 1 nt2'
laree convention cen, er, -Wh
opened Lo ApesI It A paid 4&aH
solicits c~anibsee Of 03COWaCO sad
industrial who MAY want to CD
.rpinLlons.

defoe IJa first. birthday, the ax-

vate Sector
investors

postisecouin hd areayhosated
trade inbasade reat CataydA. I21-
d"e DdW= sad oMws Lati Amari-
mencsa ties

hieanwh~le, In Nmicto City. bag-
oes peopl sM waftIzsg on a Calor
catalig that woul pro""d pbapto-

jr p e poda fair exporta pob-

8101111119-9g
Were Walkingt as oe sert r

man dastaik UM th s dn 4 l-
co 1 1 sr! ! ris of at g Is, Wpl eat, #k

Flom ealidsit o the p Pro-

Proffietica edairts an strongest
is Monthers Mexico. 'bocauss
there - -ete anax d "Atheir

a*ayhsalways buem orientaid
t "t-,said Ua. Cbspkaky.

The Nern Loin gontrazzet rep-
enity spwe the ame erbes
ostlor trad office in JC Alea*2b

siod s liausinng a o ffi cep forE
Gotairia, Caaada., by thk ead of thej
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WASHINGTON UPDATE
Polic and Plitics In ri

Aytb,-- ect

IN MEXICO,
LOBBYISTS
STRIKE GOLD
IV PETI N. $TONIM iscoix areceni con,err trhr

55 hegnin hobbng and crrull-
in; came rut to judge ftorn its

1,icz tor the propxired Norih 'merican
rlc.irade agreement i s a fast learner

since eesn latis ar Me S co his as-

Sillet a pdrae r colecea Onn dh.
an a ton punmic rte dton

specialists i,h s, I

r,'bn rl- and onultaie,
'no lu 'sl ,me ecran oiciiis frm the
upf.r * Clharn of the Office Ofe raL S
Tr.,Ie Rcrr nta c e If STR All hi's

a i;nrr dos not come heap the eX-
.,n .',,virriment h.-s rcp,)rtcd spending

rirc h I r;ll,on annul q u the
prodr ind tha utils d Pcsn t nciude
.;xii nc h' prrale-scelornr ee[

rh , crcar that the Mexins are talking
,:pc frn~r 1he hook of nor o~nl sLU S

-iulhn,,tionjls but atso from the Japaniese
,rid ihc I urop1eans, %aid Jeff Faux, ite

Fre-,d nt of (he Ec.onorr,c PolPA:N ln ,n

rute. a iheral Washington think lank that
has cnt,czed the proposed pact

For Mexico the stakes are high 'The
iteerement that the United States, Mexico
and Canada concluded last month aill, if
approved by Congress and the other two
ciruntfnc. phase out all tariffs among the
three nations over 15 sears Mexico !s
eager to lure U S industries across the
border to tap its abrdant suppl, of
cheap labor Some economists predict
ha Menco-no, the thrd-larges L S

tradrg parrner--could sioorn moxe ahead
if Japan reto the No 2 position

And so. the Mexican gosemnrr .t t rv-
ing to touch all the political has

In Washington. it has htrec leading
Democratic and Republican robbing
firms to woo Congress. scerans of USTR
ro provide insrght into the Bush Admirt-
iration s inner workings. high-pixAered
la-,ers to deal with the complex Jeca,ls
of negotiations and a pubhlc relations firm
to handle the nes media

1 he Mexicans haie also hired three
ffispasc-iixned PR firms in California.
Texas ard Florda to do crass -rcxits cam-
pairns fcc'-using on the Hispanic commri
nteis in those states

Among the USTR alumni who haie
lien working for the Mexicans are Bil
Brock a former Labor Secretary and U S
Trade Representative and now senior
partner of the Brock Group, and Michael
B Smith. a former deputy trade represen-

Penner 4.L Tre 1"Meeb~ -sawWt11 BrOd
Sl* A itoL Air. fida" NOw we h az

Q 21 17 .xlvL tJCt. RNA11 Ll _1 1i5

tatise who now, heads SJS Adsanced
Si-lte es Inc, a unir of the 5,'ashtnnton
law firm of Sreptoe & Johnson Brock
provides the Mexicans with political and
poi's counsel on trade and labor Smith.
until earlier this summer, worked for a
coalition of s00 Mexican companies,
advising them on what proposals might fix
in Washington

Mexico s congressional lobbying team
is composed of two staunchly Republrcan
firms, Gold and L-ebeniooi and Charls
E Walker Associates. and two Democrat.
ic ones. Public Strategies Washin ton tnc
and IKC Inrecmattonal Inc Pubic Strate-
gies is headed bs Joseph P 0 Neill a for-
men top aide to Senate Finance Commit-
lee chairman LJovd Bentsen, D-Texas -

major pl ayer on the proposed agreement
Another tspe of specialized lobblno

clout is being prcvided bys TKC. a unit of
the Washington consulting firm Keefe
Co TKC is headed by Gabriel Guerra-
Mondraeon a 5-y ear s etran of the for.
lgh service ubo was a special assistant to

the C S ambassador to Mexico rom
19)-M i SP In an irtersic. Gucrra-Mon-
dragon said that he is doing some work
with Hrspanic tgrou;] and labor unions
to promoe the proposed agreement

Working closets with the consultnts
and lobbyists is the PR giant Burn-
Marsteller ihich s:nce ear 1991 has rao
a $323.B00-per-month contract to hindle
cornmumcallons [.LMsxjco Burson.
.Marst,1ler in turna~ Brock a~0( "
'gon had Gold-and LjbenzA.i $27TX

MA said Richard A Moore a senior

vice president at Burson iho is in charge
of the account

Part of Burson s mission is to counter
clinics ho sas that lax envtronme ntal re
ulatron in Mexico would encourage pit
lutng induwtries to nose there from the
United States R'he PR firm has produced
fact sheets and brochures touting Mfex-
co's environmental cleanup efforts and
has set up meetings between Mexican
officials and esiron mental groups in the
United States

With so mans players inolced MoxciO
has rned to coordinate their actiuntes b
holding week meetings at the Mexican
E bas-s

The inlens t of the free-trade cam-
paign is a departure from Mexico s past
practice Hermann son Bertrab. the direc-
ror of the Mexican Eonbass office oxer-
seeing the free-trade agreement said that
historicalls, Mexco felt threatened hs the

I
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Lniied Stale- and didn't loihv ii al 'A c
were sell ccniered The Coneress was
nsincusten. " he said

Besides pasing newk itenisn to Con-
grs,. the Mexicans are irying o muster
suppfirf :n ihe Hispanic community The
ihirce lispanic PR firms hired by Nievco
h.sc hern ssirkine ssllh Hispanic media
iuilci and Aich Jocal and re ronaf His-
pans. croup', o huild grass -rl i support
ii he pad.

The: \lsxr.ans hje ils, rciained ihe

sc\1Cio ihree ssell- 'nr ied Hispanlic
pii rso, former N *s fesico (jOs
rncr \ojsj, former Nas, Secretar
t L. jrd lidlo, and Ahelrdo Valdez. a
prjsJi Jir rinnes in WVashineson who has
dine rmLs a( ihe L S Aenas for Inter-
nairnal Dcelopment and in he _'J, ter
Vs hue H ouse as chief of prorotsof

To h.ride she nills-grills detlal of
Irears nchoitidilons. the pecans hJe
urined Ito Vashingion fasers with irade

tx!prl is such as Robert Herzsren or the
\k.%shinnton office of ihe NesA York ('iN-
hased laf hirm of Shearman & Siering
Ilf.rzsisin, who Aas then as fhe Washing-
ion iaA firm of Arnold & Porer. worked
fsr Lanada on the Canadian frec-rade
pasi in 19881 and is now Micoos cead
soun-ef \ few oiher law fions including
Lo, -\nrel-esbased O'Nel,,nv & Myers.
hoe\c been tapped by. the Jegal l eam

V% h'fe Mexico has adapted quickl. so
,% aihingron's ays. some critics ',nice
misris ngs aboui the resolsins door
hliseen the U S 'osernment and ,iler,-

Wates , khbl st Cherls L Wet.,
His firm is W of Mleks's hplertises cmurna d am

cos consulting and lobbying :cam sn the
cap-tal

"What s bothersome so a los of people
is when sou hire all she alumni of the
While House trade office.' obsessed
Charles Le,,vis. the director of the Cener
for Public Integri y. a nonpartisan group
that has studied foreign influeniice in
Washington *'Even if hey say they're not
lobbying. it's suborning silence they've
boughs she best talent ihai money can
bus

Faux notes that cotcs of the pact have
been roundty assacked as fools of special
iteress such as unions or ermsronmental
groups. But meanwhile." Fau.s said, s(he
real sp cial interests are the K Street lob-
byists who have infested this negotiating
process

Mexico is clearly -nshusiasiss about is
new use of Wash gton lobbyist though
"We're really fus discovering the U S as
a social and political situation, ' von
Benrab said. U
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Quick Reaction
Trade Pact Is Likely
To Step Up Business
Even Before Approval

U.S. Exports Are Expected
To Rise, and Companies
To Expand Investments

But Opposition Lingers On

By K inm H. Bron
sotff RuPorW of Tez WALL 53mrr Jovuv.u.

WASHINGTON - The North America
Free Trade Agreement, which wu con-
cluded yesterday, is likely to pa a
furthf Sharp rise in trade ud investmt
in Mexico even before it in the antici-
paed legislative approval.

As .& cmopanles rvsh to share in the
benefits of Mexico's economic revialLta-
don. the pad will unleashh & surge of
trading Activity with Mexico. already our
third-larest trading partner and fstest-
growing eapor market." says Kay Whit-
more, chairman of astman Kodak Co.

The agreement that the U.S., Canada
and Mexico reached just toin before

Th lt. trade sar"fla im likely to
ONhev as ma poitla lone Mea.

whi. mutual a firs we lokig foe

a9 way o ills firom the arementL
Artllo. A4 ,-d CL

President Bush announced the pact yesler.
day morning will. if approved by Con-
gres and the two other legislatures, elimi-
nate all tariffs among the three countries
over 15 years and create a free-trade toe
statching from the Yukon to the Yucatan.

,But most of the new opportlutes opened
$up by the accord are In Mexico. a fast.
changing nation of S million people with a
voracious appetite for U.S. products and,
Investments. Canada. tw largest U S.
trading partn, entered a free-trade
agreement with the U S. in 1wS

Althoth the pac won't begin to take
effect for about a year and a half. It could
quickly. ateht modestly. bolster the U.S.
economy as businesses Invest and other-
wise get ready to Lake advantage of the
falling trlle bmle. Many companies. ii
fact. sIP l to invest In Mexico stmpl
to get In on the ground floor. Analysts cite
the pA for a single guropean mark by
the end of I., wthtu spiked an nvest.
mert booes In twope In the late lS0t, long
before Its schedule arrival. "I think the
watsethln glangohappen Inthet S.."

says Vhdi Cate, chief economist at Texas
fnstruments Inc.

Trfswy Asstant Secretary Olin
Wethlngton even holds out a hope that the
Pact will have a short term confidene-
btildIng effect among U.& businesses.
many of whkh see lite else now on the

"-'wle h"wete to stir encilement.

c$s~., ,tti

Early flenefclse
The fint Industi to benefit are lItIl

to be autos. teawes, capta goods. fnua-
clad services. electi telecommunis-
tions and peturohnem .1s. Saks of compa-
nles In such industries have been rising for
some time as a result of the smulatory
effect of Mexico's economic lIberalIution.
Now, the popect of the trade pact is
further Increasing confidence and bust-
ness activity in Mexico, and that surge
could br.eflt he entire U.S. economy.

Caterpillar Inc., the construction-
equipment giant based In Peoria, IMl.,
experts that, as a res-It of the agree-
ment, the U.S. industry's sales of construx.
tion equipment Into Mexico may ris by
$,5 millkn to $4 milWon a year. The
company, already dominant In the Mexi-
can market expects to capture "the lion'S
share" of such an Increase. One reason
Tariffs wouldn't be reduced on competi-
tos' machines made In Japan or Europe.
Surgf U.S. Exports

In the past five years, U.S. exports to
Mexico have narty tripled to 133 billIon In
1991. and they are expected to lit $44
billion tis year. Some economists predict
that Mexico will soon surpass Japan as
America'" second-largest trade partner.

Although most business gross praised
r'e agreement yeste. y unttries
arerkt so happy. S .U 00oaidusDls,
dIsai*lTWbY'dts failure to win greater
access to Mexico's state-owned energy
business. And while many business groups
won protective provisions shielding them
from competition from the south, certain
fruit and vegetable growers fret that Mexi-
can farmers and rood processors would
claim a share of their markets., - - -
- In addition, the trade pact faces sub-
slant al opposition from unions. They fear\
that manufacturers may move jobs to

Mexico. where wages are a tenth of U S.
levels. The pact also has been attacked by
envtronmentalists, who say It won I do
enough to prevent and clean up pollution In
Mexico. Bill Clinton. the Democratic presi.
dental nominee, and several Democrats in
Congress say they will push for firmer
worker and environmental protections as
the price foe approving the pact.

Assuming the various objections don't
derail the a(cord. it will take effect on Jan
t. 1994. after approval by all three coun-
tries. Tariffs on about %. of the items
Irded across the Rio Grande would then
immediately disappear. The pact also
would remove a web of Mexican lcensing
requlrements, quotas and tais that cur.
rently limit transactions In U.S. goods and
services For Insunce. the pact would
allow U.S. and Canadian financial serv
ices companies to establish wholly owned
units In Mexico for the lint time In 50
bear.

current laws have prevented banks
Fleou Mmcw to MW Al. bloumt I
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Quick Reaction: Trade Pact
May Spur Business Quickly

cam btaks have woe Into Southerm Call-
forilac. We have a r", Offic the"e. bile
wen" been hampered by an Inaibility to
trade forrlgs curencies or to leol or
boirtiv in pnS.- says Peter blcPteime. a
BankAmerica, Corp. ezeCaatse vice preel-
dent. Althugh tapin the bank hamze
decided to mve into Mex$co. he notes thLt
BotA has beaks in aUsu Lest on the Wexican
bor del Lad that *tft mfarlutte ar begin-

06to
For dtu af cornis

1461 to prtee Withpretsotha
tborder U S. sanio ra.ared ac
t(Ie In flnsclng Mexo
Itoam. say they no xetto
eve. mar CApda there The agref"ex

[amw US.& broterag, anin to f or ll
Vw d heua subsildlatlma with lImftts
oe their shr tthe Mexia eai
fOn indasitry gradily belo ifle unfit
t hey end tn the ym ar

Th1e, U I. a el d ustry cuay~~i&
a rowe In channe!t tho ai ietient lt
anty frm the US.. bid also from kAlA ad
KItuape. 'says Rottet Hat-mats. vice
mia of Goldmawn Sachs neatcal

FWk eucie bp N

2. 0 ft hWy 1 bwd ft
Pidge mete ~te am
of ftS k~in to ~ lifto " O-
111g to 1"n N0 da Whie he

&a"too t . MMK

Will mad he deVW la boghite

isn, The Canwelw mm Moe

Wo n in ap-oedom.v*
go sea9oa doeq Of C&Ogman

firtm pasife In a year aas. tetag the 12
ttii to ta tale of Telefaogm de Me

For mining com-pettesm. tMP agreemeal
sholotd accelerate the cuOrmt stamped
aaath ot the border. eameat prdIct
Over, tle WasI couple of ears. itwidrieds ot'
U S mining cmpas hae sainred tit
phair fot minerals and metaia - ep
-,"IiLM. coppter and gold - In Mexico a.
the gOentmeetV is amand streaimttned
tta paces. tor etting conreoetsa

Nt" ru asindAUir of ficlta aseea
ebuklteoLabout the peaipec to apered ty the
trade deL. ' hel agreet attn aulttil to
mean more. U S. invesument in electric
PirvM tIalenS in Ueetca. and tany Of them
atS ibuas gs ays James Cordes. etecu-
tee le p"realdevat at Coasta Corp . a

liaoas based Pipetine cmpay mare
broady, he adds. 11 this lmoeata h ie
Mltican econtomy and means more facto'
rean's plants in the aorta, then it ataid
meAl VMOre de10and foe U S gu anMd more
- IS tellIfs counts)

Steel Comanes should gala ealy o..
Wilt"e Williams. Chairman Of Bethtlehem
Stee Carp. says LIe Itlvotuct hIs cor
PetY At& I time roncrna about cecrata
detils in the Pact. lttCOV10lion sold he
a O fcora the etoesane Thle asoner an
PCOOMemIC Stftytat 11 achiered the better

tiil he $or atli taneeriled. ad its t%)uld
"el dairaeilt rO.Miapes. hreolitdS

R~he A. Garvey. peadenif at 'be
Nouth Star stlidt at1141 Ic. also
seta U S. tlellak am wine'- o a
whww. -ertalhfy In tWhie ex fle to IS
yeere thew VoAN le he a begefi fOr the
U.S &te jtldit5'y. he lt AYL- Beyond,
that It's hed a0 predI He anld ctheal
tapedt Ihait. do"e the road. littc(Os aSaeel
tadustr could beconme to011g11 conspetLo

Thie apenta of WeiO repreets a
radicsl depoirtule from fte past For
decades, metico had hid behiad a PWoO-
ticelelattran tha acreenied out imports
arW forelga lIMn aeett Thea. In tMit
country began &A ambitiat maderlia
Lioo program. Hobbled by tOe much d"b
aid an ineficielit economy, Mexico bega
reduintg tarft M and a ra -de and kn-
VetmWenlt bair to makeii Wte A co-
paitita more C(Omtpetiltle W id' lt.

-protecLiOWMl~ justis IA it them
Their oCOnte Well tows'.. tays R~oth
W~il wlm he&d& the tshifigiod OTONc of

the Mexltian BU1~em Ottieat~ting Couh
Cit foe the Free Trde AgleetMeL "The
p&ai the price at toternatLaril tootatic6-
For thems the tasak became. HwV are wil
going to open~ our, ecoatay. what 00 You
need to do to compete. Free Wrade tent a
tyreorvtlca detata In Mexico-

Bot merican and Mextcant asttysta
te the trade accord as a eey to saeleird

and expand the tariff reduction) and Other
muat refarmns that IItet Presidtt
Canoe Sanas de Gortsa has tatired

Free trade meal= that thea atakeOW --
etited chanes wil last beYond the tem! Of
this presitleft. L AYS Jorge VaaAl CA-
titla. chief eonomitl at Fetes-a a gOan
beef ad soft-drn maker. "N". you c-is
pisal for the futuree"

Despit the tlieoretc c-eTinttllf I t
tree trade atud moret apes North American
mantels, trade ministers tram the U *1,
Canada andtheU0S spent the teist t0idalys

ri tins e-5 )) to prtct"11 sni tittie Oft

Ine's rangieg from broomst to sneaker
Basictity. the thrust af thesit c~fOCMPlasest
would 'thiel t#*M d~enfrM having toface

theInl (Morce 01COmpeltto too qlUbCkly.
,A hat We have isa& birt of pol"c that

is tree trade, tempered hy Ial IatO de'vitt tot
the detail that1 are prulecilMI.t.l' says
Rowt-c tawenct. a liaard ecoretinIUMt

A "t at the delats Of the pat thows
hate the rfagortie bt~rted tt'it-' COSS
pt-ine Cuncerns

rwltfs
Tirtita or trade by the U S and Canada

a1la VenicO are to he pouased outl Over Is

Pear% The taruif AbolitbOl SChedi conM-
tetaedtnlhelihb&USCa9aPrt rale
Agfrtr-ft would remain in pkace U S.
irtris an impracts trom Mealco seerng
le-atan ilehle )etk&c 111'Jt 06 Shp'
meats from the U S. average 10%

LUra s lO at f het 1.001 It" coneVId
awould end fth day the agrae1raeat aket
effect Tarata s olto" S'5% Of the Items
would end it five yeasns and the rMa Would
he phsed ai MI1 tIhetAth tflVt 11th
Years. one difficut '0ut V wiich
tintne and peodutsto 12peatec from

hma.Sg product' protected by a 15-year
pMRiAse arn sneakers, cerrmilc IIe.
hfa~etml glasswre and anise gacad-

trace. peasuaits. bltrocrol. AspVIArai nd
mt-ells

Mtcowa W. Waillt "MCAi raI k"lo-t
an ampoelts from couantrfea asgalde t"t nw
trade bloc, girin eoetl Amii( ran ea

aaadefti Th Ulc t1 .lh
trial eapwet covered by Mrstica fa
aild lam 1 o from Ia'I
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arretS egatnt the chai" that it woul
wip#"m jOft. We dotteopecit tol ny
A^meeran 'when dispIaCed by gatban
'heqi saysRobet S"I1-tee. e-Om
mw- "~ C pI talrm The tratie

Ita itO-~ a ht~e Meitican w~srko to
eNv ftx tride

Ccmps4w-S VEcbwmk
101-tc 'mid ~ia dcwRa its t,jo

tanfi Dtt rvtnPWMs- end peru go Owt
rurrent US anFd(LAnadiant-me-li Outt
the t-1ittot Pe-Nir 4 cownestcotent

to parfldpal In Mexhiie ambdtlo ea--bo mnderluadlon P, 09,m.
WIlliam Faig. nager of interrns

blowe ade at Apole WN. thal taiMt so
rOtICIPe sow stuad at M% so raeceios
aJWc4d experta mtnli om W led ad to a-d cut far K43eala 0srmw and
aletid b-0tatO iks SUkOI Apples ie-
est-pwin ts Ametms marmKe

DWWia Scolpesead 11wp, the osaM4
sao- OMPA uakw, Istme
the pact "W,tv u1iaty oin forward to the uexkcaa malt Ope"n up",
say$ Robe"i L Jones. stti plAne La
NUSYa4 maIRSa~Cttan Urat. Dfgflij sees

t e ed to derefop Mextica's Vdrtrucx
(inn, prttabty ead~ng to Increaed spend
Inc son tnioeratlo techology.

MOWla baa had amnicomlnq pLsiata
to cUaiaa VW tOr for -m ttWe Mr.
Jona tMra be don I soexw te Pa -to
lead to algofcat change 1A Oia waMIRng
tntegiy In thaotres

ThWs Is Oft am Whe the U.& ad
Caad otuh leas faa they wanted. Uer

bexaa Wh Me-skan coeatftlon
ft*nri Mersip air me-aire od.

tNULtl, UA I an Casadla OruaPAllWO
wiW el to k1 bwds a maici as WS of the
ee-retca eWd ote Ct at atfered by ftw
melocan mmwoain I al and ehertarty
McAOmgettliTat btdding wti~w will
Owe to m0% ooer elgme peas, amm te
mnwo-e " dw ma is t I"t
year-.

In the 041 filds. evere. U I. and
CartAdLai coehpaniea may mpte coly fir

ten 5ta ou fospemlor nsne. and ton
for risk contrats, wh" rlgive them a

Mellow would lonsnedlately, end Utrde

retrced baic pettachertirala.
The apemest (sta IA ioKt r c

DOw Cheotital Co. to eapasa jU MexAa
Operato. says William Corwello, direr.
(or ofh 0 tpotry. "The chemWIl ltiry
Iet Labor Initensive: "'re capta and
fe-rheology laene.he sayI. Hie notes
tfhat Dow a two Meolceat plants, minug

cal pacaiVnl. eiploy M 0 people
Dow empoy 41.1W woti wde.

Dow and O(Aer chemkca conavest
a"s doput enadronenecaja ctatjS. that
they mgltl ex T"a In mt"c to Wae
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Mrf Macidge ado s it creased drll
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rules as tidulenous itilltuljOfaI

SitPhen Cwtenntajn. coivaniag In
("tg Of teerig marts for sewr.
Stearns & Co. expertm h it 0 ~
Wali Sireet lIna banIneas. ~at Is a
food fCC lpfreta busixes. wlag"11he*0
rt fl1wn and IvelMeni f(ow, of cao,
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indullf, he uSAS tUse Coldi Sacts.
Bear Stearns already haa been active in

The lIrn" made a ccm nnt to I.,., o
the aresi IlS as) - hW debit crisis Ier
erWted. lie sads Getting Nals&t his t

Urn, Which is vMr good for roenmerre
and Whe tre,_,nea of capatal.,

tl OtnIs~an expec. U) S ticet-
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sei, lecxgUe- cfleelIig. &A sel a
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aLnrasigxacturn, Mhe agrment Sticald Ac.

"1reeat deelopxnene Oi Mlkxom IW.
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ct in Meico. he addt. Uj I. (tns Ishres.
he xbWleis help %felican broitcage flem
dre"a matblu Where nm
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,P-ruancaq Mexica trade Is big heM-
neaL upl Mr. Huilsr. who expect t
sugre to sulch tride. "AM"Oftc thial en-
(mirage tradse provides, an opporileilt ft
MeA,

TOXtbs Md A~pW4d
This is utkey to erea On Of0 Mhe

mMr policalY an econotlcaol senu
fie pobisaile sp~es, becaca the
prscllM Voted producers bry ledng
fthe t f m os etlW~d roepeioen chel

could hrip WkM ft"i Cwrw~ Price-
Mexico woul remove Lmmhed~tety bar-

iem to utisd onsacrie UN grilli~ft c U.&
textile entail. (anddin deckeD, ubder-
weat. Wrid anid some hcnnoieold tirsb-
tip. Most other bhclhefl -id be
trimmed away see Mhe "a si~x yearc.

"14 thi paci would esitadla 11 ali
rxe-0loifin~ standards. tilat Centrlly caYi
that1 garints miN be mw oaftlte in
North Anterics. fromn Me yace ipnnhli
stage IoEW51d t0 waM duty-free. ThAis to
naixily Icwcl to hurt fOwct zylr lx%
pren ci faxties and aipparl. say Gauy
Nuitiaet ci Me Institute fIcenteeriMCCLelJ
g~E4Oern1C$

MWcs ci the U &. it ftisl Industry expects
bil beneiti front tile pact. 11 rvelts a

(oraiaic ll tile textlLe Industry.'* Says
LIlartel Hatyes. citeftexecvtive ciGultiard
MIiS tar. in Greesboro. N C.

lie tacfixtoe U &. textile thins raising
ttett M*ie to ysppame mitat rtilh ch
seek to take advintoge Of le wage 10011
marts Its Mex)O. ASl A reSult Of Me
agreeent. Mte labor inientie sefnt ai of
the tactile Intdusty. UIseOMPS suich tals
s ctiing andnsewingl fabric. Is expected to

sihill 10 Mexico IMM tr* Far 9st C(lg
manrffictlrm1 IMSst tipsm lto bl eak*o
art likely to tun to U 3. lie SUgPli.
which. because Ofiit lOnpre,.mty. Cast
pcseole Quicker service at loser W011:1410-

We IL be able 1O SNtP gurifeilfh withis
two days b"i now ii tals two to thme
fonitmi to geft ki from tite Far East. Mr.
Holes May%, GwIliMr expects Mhe pacto1
till ts btsionscW%. on 11" t otl~ 1Sf
mitIfti wtLIti tive lIrtAM

The todistry aL57 eapect til agre
metito expand uMarts tn Mexico-Wg We
kaking it UtLS a" opeing COrmisWII mu,
bets Io" goo"S made in Mhe U . S.*nape1
SRibtel TboenpbOO vXce Presideent Of pubic
aart Isu SWlilp U"itU'f tic.- whi"
makes icant furnfaisii. Ad. tfte with
U S. lasknisoiappeal would Wle a bigge
mete.. nays Jow tsEqkclit. as analysts L,
Lt 11014111 &AcIit.I

Howe ve. ore a te wacw" U.S. tettl
vialxachwee is worried. ThMs is a dev-
aststigl tiling Ice lhe a490,1114dt~ib
says pinger Mligiiri. chalrnxlosf MMLL
I& Co. in Sisacital. SC. Ste xx1ects
%MexicAn apparel mantul&cliarlh 10 pa,
cum e liesf cad appa"e in"* t Fit a
CoAl either "hAn in tile US. -parLy
because the Cyxinene And ~dl MIs-"
expolif w"ul price and M~c~ their
predicts aggreislfllY The U &. would Wit
even mWore Iits appint el sc.aCw

1
4W

nd more Poil - toMOXICC)bSCSweOtl
. wages. he says,

TrwusPWeUOW
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harder xtaa by Me end Of IMAl ad
ftheagtval Mexico by U"n end 01 ItS
Nexica hasliexi m tod rerlgrioca
treatin-t ishe U.S ce the saws tnega.
blo@. Clareggt Wlaw present U &. and Mea-
cam vn ftkrst carrng argo incos
M border,. CeMeag N 0% 6 oU. Mai
Can t1rlde, MOM by Lansd.

tobtsivervice afdaa order er wet
to transpartallc onu LA would
expand opportadel 101 U.S rallreNek to

Other "crum of ae agr eng: deal
veA P patis copyrlgts. On newolaim os c
brads disquja. OW ekremoeal of hesth
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agteem Isis 0icadld $tr10geW peoWW
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lsen " exe 10 sialotlasli hbgh
UeLMh ad eaelrtivocestai xtandards. to*
MNAeleis and11 11an81Y wc eopmf
Dansceat conspfla ntail M adrekalaba
tim hogint niedst a Brox-enoagb cimit

Sir. wecan. Mhe Haervard scooenla.
says a major cilaliop aegltoes laced
was craftian agmeiiea that tlo egrte
a developing cccaltsy With twoOf ci e
wol a rat sopillticted economies.
The benefits So Menic come as much

linem being able to Import A mnodern regime
of riae, and institutions as trom the trade
prcelsagts, he note".

84wh xdinlslrattloo officils Iasi
ital Mhe iccod would I dilute U S. trade
ties lsewbere In tile eorld, U S. negela-
tort ill keep piluggfing swxy at the
chocrally lcwjlnaed Urnagusy Round
segoalatsotsat de. Mhe GeixeMn Aglreewilent
ant Tarfls and Tn-xde.

GAr? rulea prohtibix t lMea 10 a re-
gloetal pact frces lnreasaicg hrriet- to
oxtsidera Ilo"wer. the pat, by delicti
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mengi optig In the U S. Canada anid
Mexmo. since barrirsn tor oniets rema
ax current levels while those within the
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%criss foe US. exporters it Melico.
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Free Trade Treaty Is Key Issue
In U.S. Presidential Election

By Jah er H. B tesfaL'
And DAviI Ro.m

WASDIGTON - The North American
Free Trade Agemel annouced yese
day soat be Wkes ly Coegea M
nest upe"i W fth esIMs. But 10 the
ITaIlSOMMe. Il Ikely m0 get heavy M ua
political Istue.

Prhadent gus's pcalb advisers aay
they hope the qreMeeM i winW theM
sippoes Is the csucial elecoral stalee Of
Texas and caltit whew Mexlc
Anricans hlons law In the e ecorle.
eA they admrledgg the pad Mld frt

there It the heavy IndW&'lW sAth of the
Midwest whet t Me few Of hMWii )oN Is
the reatst I don't thinkl We'l hta
Mttu estee ts Del~ht.- on ew oaide
sakL

UMw stle. Gov. BIL Csae is lke l

WOnttti t0 PLAY both SMde of the trade

divde. ptp tng fe trade wits Mexico
Is general, bud also catting for oeidltons
that aneu' adequate retraill ot U S
wOt who. lose UitVt obs Snd adequate
protection for the environmental along tihe

Few doubt thai the apseetl sill
ultimately be approved 0 son torm, by
Congress, Dm Congress' acca mast year
could ho importatly affected by how the
Inss plAvs sea in the preeldssela cami-

Deasocrati are already Vesi flr
m ~er itding 10 save U S. O oam M or

other aitwances on the envtronment be-
fore they commit to vote lor the a A
ClInton prelsidestl victory wotld un-
doublesly Strengthen their position.

In Meslco. President Caloe Salias 6e
Gortan mild he would submnit the agr-a
miI 1o the Mexican St ort approval
once It is Signed by the thes natinal
leaders tier is oerlwheming support
lot the free trade pad l the Sm t. which
Is dotniatled by Mr. Saens ruling
"~M.

The pead Is less popular In Canada.
Only 1% of Caniadlam fave such an
9glev If1. anrd tA unions Lnd W
poeltsi political pat ae heavily tI
tacking it. Neverthselest. the governsmlstlt
Will Its partiainentai'y n-Ialoesty. it ex-
pected to have tl ttsdI ty In getting the
accord Approved. Nelson P.111. House of
Commons leader of the oppostion New
Dmeiilru Party, predicted that the go
rtstical. wilt try to get the utpoptl.r
LUaise hhind it as soon as poatible In

-ioft'n to focus public aettent on On
'? pAiAtom before the nest gWsl

rectin. which milt ho hld t idhi the
neII st 1moneths,

The strongest sisppottetsolt thoect are
i he Area that border Melo. especilr y

Is Teas and outtm California- Co.
Clinton has enjoyed a decide -a in ths
polls ia Calilorsa. and tven with this1
poas bhoositt st $ate remains A uwa t
clth fotti pesil"W . But D Lda
hipe the Igemest al h" Mr. Busb
treiesv to the lead to his bera slate of
Tritis. a must wits slate for the president.

I believe the presden silt Ie~ist
boeepotitcal hetefIC. saysClaylols YM is
Ift. the president sematr domestic polic
adesser. iarticutAly frot the Htspani

Til a~eenav alo I lkely to be
wrticoened try big bsiiatr leaders, who

more of tea support Republicassm That
ol~ lster n alsn. ay O

Iks I hi s forei go pol icy aIlS11 caIt resp hoe'w
III$ fta Ina ro'oesitn

OseL al.ver. the waa tx ,
&6700n 1" Pewid r h'$ ree9$ c

opst s a matl r of dimpenm
awm Rapubsim oetrahle. o
WW Ifl e av" Pl pIdles ooily
"marwlwa" MWa because. "Vary I
AaMlckm W&s 0 n 10w 10 no-mn lteaatt/0 ti5 lee / thand

Way or the trl."
Mr. C1 wi be leasin a t of 6

aflbodo on bi k am other lidwe
galw ot aea ai&Ws adeoel
the ""a w e te se . " WNl pal
st may wnof la tm sa sA
the whole idea e to fre' apsemo

With MaXM Mr. e W toa"i des
thate ha m osnt id. hat2 Uhl " Iapel le he sain by daaae

retr isto lee se i lo thel )at as

S, ei a tanlo aesla p

WctUa C ao 01 tdn't C o n a
the Pon yeWday. am a qsiouamlsod
h e sy /t e swipla L len cow
Ctnga ft " dEoulls.

-Raubi" as o" this dely bl
Cow. Cuft W. ho"e toM it to lhst
doe."tsad Mr. &M pw t ma f1 o
liMa lr w*Itiog an the "W. to ort

t" to pa" hs raituctatime WtoIs a n
aa as past of a palter they wi l

i Cooqesas. Reutilcans in Usete a
an lam that they can ue aggressively A
their advat. And U.S. Trade Repos
senutve Wan Hi- t who hast aread
bes acte in connitatle With cae
grews win Wpa at the OOP weov**
next week. By Owe same totes. Deocatt'e
wni seat to avoid the protectIons Wtt
and defne the "~h as a questions
whether geovia lt a mad to protect t0
enviroisnent and wrters displaced by ifs

House Ways and Means Committee
Chatimain Dian Roetrolkowshl. who wax
telephoned by Mr. Clinton yesterday, sa
he advised fte nomniee to be "cautiouslY
otimistIc'about the peat but leave toom.
for change. ta tough" too. MW
Iry Leaer Ria Gephan . went so far
as to myp tLW if Mr. Clinton is elected, the
hirw admnsltratittA will Lase the Padt bacL
r renelfotions with Uruico

il bolts dowsn to five this tshould be
done,- Sai Mr. Gephsardt. who, criticti~td
the Whsite House lot teifft, mand SAWd
ma)ot otttlcles remasin hi the agreement s
I ppro'v&L by Conigress because Of Presidellt
Bash a taitre to Wdessiy the resoseres
needed to carm osdt aotn i"I~mns IQ mn
train wortee' and protec to1 the "rumto
Irne

Under the s-calle 'fast trk prtDIM
dures gaverwtng the Uteay cwvstff
attoel. trother emonith Is expected 10 be
needed befon thea le"a test is Coempleted
And formal t sa$c 91 Wielln tCOesges. Mi
Bulh must wait at least " calendar days
before Wstng the agneenset. AMd Is this
pitrted adjubnitiest cno ha mafe in rt
sportse so piraesr froms twaelaers.

the acius lnsqdemestleigteslto
wont ho Intrcidtscd sMi fte new COn
grs, and at maximums of 90 legislative
daysl - whidcosldsitrtch LoW ow tto nt
movnft - III allowed lotrotiesin
Gives the crrent polit im IIate. at Least
a quarter of the House at that tolIme wt*b
made sup of I reshirn members. ased the
Senate establIshment may welt ho ShaMe
- a wast of atcomes candidates who

have empsast --d esvlroesmen(We ISSue Ill
their Caiipa4gl.

- jo Ia M oe ronhsbs" to tAi W



- MONDAy SEPTEMBER2' 1992 -USATODA

Poll: Clinton's economic focus is Qf target
By Richad Bensedetto pay for tlhes with deeper Wiii and businesses by not pro.
USA TODAY lacy cutS AM fhigher laes on terling them fromn foreign corn

busals and the wealthy petition
Bill Clinton $ strategy to Only one In three likes Bush favors free trade sod

kLp h cairnpal foc o0 Busih's offer In cut Wfa o wants lt extend It to South

the economy lems Io be pay- the board s0d offetl tlhm with America sod sern Europe.

Io divtdens lower lateral spending Inl mos saylg it will raise U'S export
Is a year when m ot gre s except Socal Securlty sod create I

theeconomy ithtmajrnrle. "Clintns being a little Rex Lundy- 31 a Spencer.

CInLon's economic politlons mre real ic shout It." says Okla farmer who v"od for

score hitter with voters Uan Todd Glntn. 24. of Kalairsa- r Bs in hISM but ow is untWe E Taxes Forign o 111,i

those of President Bs.al m o. MicEh a moderate tteyuh' cided likes fee trade 'Most of ~,
cording to a new USA TO- lcon who works for LPS the tune. we export tfings I

DAY/CNNIuGIP Poti While BuI has based Clin Vow - peanut. wheet, corn

ainl alo Was on a num- Lo's ecsoosl attwi) m Tbai s real important

her of other ecooomy-related -the sine old taX and Wpad- On healh caLre Bush s case

ue suhas taxes, tre Demnocratic policles. Clnon tri ('lino ~s apyrsachi 40es 
4%2 9 7

health carea d welfare has effaclvely counrrd by the pVnernrrent too much COo- 20% ,

Ca-ddates' ns were not raising worries ang te pwor tol seer s In be failing

attached to their proposals ad elderly that Bus cub Il N 63, say toes care more

when voters were pdied spending could reduce Mmri about rnuklt s r everyone

Bush acorn h g n foreign cae anod Medicaid be ft i hs affordable heulih care . lntis

afflais but a the absence of as More than hal of the poll re, than they ar l si mBus CntoS Cin

ow.cr L b~. e cal p~m spondes aid they're more meni cootosA

podtt.cal pl'ound worried about a preudeol who 0 5, sao thre prefer On

ClinLotL wit tithe foreign would cut ' rnporlt ' do es- tor s p Li t'sLo t
r

emltss
v

ers
'

poticy experience as chosen tc spending th a prmadeol who don I offer health iesur

In downplavy foreip isues nd who would rse las ance to pv Into a fiund 40%

focus gead on worries over But 51% favor Clinon s prs L.e Bus % offer Of LaX br aks

". Ahlln say be s rit A prl in cut rmlitary spending t help bus hceh Irvr-nco

"Voters &re making rationa by 5% more tin tush 43% Bush s oyyriocl 1r, hal

udgfr atts baed o econlonc ' ______ aisce enlmrne Lt' h4e,

coredlo-s n the Lk'liot of (Itont. .cii I ,is ling tin writs yeaLs
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iyundai Chairman Sees Nafta
lPositive for South Korea
By TiM SHORROCK

WASITINGTON - South Korean
companies are likely. to invest more
in North America as a result of the
new free-trade regon encompassing
the United States, Mexico and Cana-
da. a leading Korean industrit
and presidential candidate said Mon-
day.

Chung Jo-Yung. chairman of th
giant Hyeadal Group, said he
' reached that conclusion after meet-

ing last week with Mexican Presi-
dent Carlos Salinas de Gortari 'I
have a long-term positive view on
, the North American free-trade
agreement,* he said. 'As a result of
its formation. Korean business peo-
ple will be motivated to participate
in investments ia America, Mexico
and Canada.'

But Mr. Chung said is initial
reaction to the agreement was nega-
Live. 'I had some concerns about
shrinking the potential economic
trade with the North American re-
gio," he said.

Korean companies like Hyundai
will "continue to focus' on the North
American market because trade
with Clina is growing only gradual-
ly and earlier expectations of huge
dividends from trade with Eastern
Europe and the former Soviet Union
have not been met, Mr. Chung said.

Mr. Chung said the key to unifica-
tioa with North Korea was the es-
tablishment of a "strong economic
base' in the south 'so we have a
cah.. , to absorb' the cciii. But

while he expects 'some small bub-
bles and problems" asoiated with
uniting the two countries, the Cos
will be 'far less than German unifl-
cation. Mr. Chung predicted.

The Hyundai Group, valued at
t0 billion. is one of the largest con-
glomerates in South Korea. It rude
its name - amd its torque - [n the
190s and l9Os with hage contruc-
tion projects in the Middle East.

Over the Lat 20 years, Hyeadal
Heavy Inditsries has grown into the
Largest shpbuilding company In the
world. Hyundai has also branched
ntow sipping, automobiles and elec-

trotn
During Its rise. Hyundai was

backed by generous loam and subsi-
dies from the South Korean goveri-
meat. Earlier this year, Mr. Chung
shocked Korean voters when be ad-
mitted donating over 112 million to
the current president. Rob Tae-woo,
and funneling millions more to for-
mer military doctor Park Clang
flee.

Last spring, Mr. Chung an-
iounced he would run for president
as the nominee of the United Peo-
ple's Party. In the election, sched-
uled for December, he will face Kim
Young Sam a former opponent of
President Rob, who joined the ruling
party in 1990, and Kim Dae Jung.
Sout Korea's beston diident.
Mr. Chung's party captured 18% of
the vote in parliamentary elections
last March.

In h speech Monday, Mr. Cliag
said he hoped to rejrvenate' the

Korean economy by moving from a
system that s 'strictly regulate d
and led by the government to i-.e
one that is left to the free hands of
market play.'

Asked how that policy squares
with Hvuinda.'s past ties with the
government. Xr. Chung replied that
he has 'always attacked and ac-
cused those who have tried to use
the goverm ent as a means to ex-
pand their business.'

Mr. Chung's deregulation stance
'is extremely ironic because Hyun-
dai continues to benefit' from gov-
erament aid, said Daryl Plunk. a
business consultant with Richard Al-
len Associates in Washington and an
Asia specialist with the conservative
Heritage Foundation. According to
Mr. Mul, Hyundais debt to the
Korean government is over S9 bil-
lion close to one-filth of the coan-
try's total external debt of 550 bil-
Lion.

Mr. Chung's platform endorses
minimiing government intervention
in the economy, opposes the govern-
meat's 'abuse of taxation power'
and calls for the expansion of harbor
facilities and roads.

In addition. the platform calls for
the renovation of South Korea's
"product distribution channels' to
help Korean transport companies
compete against 'international rival
cointerparm' Mr. Chung also prom-
ises to put off large-scale project|
such as high-speed railways, mobile
phone systems and airports, until
the economy can absorb their cost

I!



The pain from Mexico's import
splurge ti 'rbe throughout the councry.
Each month, more perochemscsl plants
on Mexco's Gulf Coast shut down. un-
able to compete with cheap imports.
Along the crowded sidewalks in Mexico
City's coloial downtown, eager custom-
ers sift through piles of cheap Asian
garments dumped into Mexico through
the U.S. But in nearby P'aebLa. ta-ale
plants are shutered. State companies,
too, are cucang back. Thousands of
workers laid off from state oil monopoly
Pemex recently marched to protest but
to no aal
'suspstoo.' While companies scrounge
for capital , they also confront an in-
creasingly resave work force This is es-
pecially so in Mecos booming auto in-
dustry There, strikes recently shut
down two export oeraons GM's prize-
winning plant in Ramos krizpe and
Volkswaven" complex us Puebla. Mm-
can off, Lls ,uspect that U_ S. unions
are quit ly neiping Mexican unions.
Tneir mocve, the offi
cials say, is to raise the
co;t of budiding cars in
Me.cc. where compa-
fies save an average
r.00 per vehicle, and
thus to slo, the Lindus.
crv's march southward." 'e don't have du-ecc
evidence of this." says

President Salnas. "But
there are grounds for
suspicion." A spokes-
man for the United
Auto Workers in D-
u-nit says his unon has
provided financial aid to
unons in Mexico but
has not orn=ed any
strikes there.

Stil, Meuicans have
plenty of reasons to feel
cnfident. The federal
budget. a disaster jat a
few years ago. now boats a surplus.
thas to debt resruccorng - id sharp
cuts in subsidies. The Presidoent's polii-
caJ footng, which seemed shaky when
he took power m 1988, is now rock-solid.
Massive i cuore projects. includ-
ig an ambiuous network of pmate toll
roads. link Meoto w the U. S.. market-
and spell big contracts for local cement
and steel compares,

Salias thinks N.UT% 0Mll become law.
no matter w' - wins the U. .Presiden-
tal election November. 'It is in-
evitable," he says. And most Mexicans
agree that AFTA ives the country a
once-ui-a-lifezme chLace to join the in-
dustiaied world. But. for now. they're
grumbling After last year s party, all
chey can see for the year ahead in a
long, hsrd climb.

SSt ie: w Boker in tlco Ciy

9e7ffNAvr*raet iss
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WHY SOME ASIAN COMPANIES
ARE GUNG HO ABOUT NAFTA
The savvy ones see new investient opportunities in North .Aneica

he agreement by the U. S., Canada,
and Mexico to establish a North
American free-rade zone touched

off predictable protests throughout the
world. notably in Asia. Japanese auto
makers, whose Noutn- American ea ew-
bly plants face higher domestc content
standards. wer? espec 1ly noisy. "We're
corcecoed. definitely' says an official at
Toyota Motor Corp. "It will have an ad-
verse effect for Jacanese carmakers in
North America.- Other Asian govern-
meat and industry leaders professed
concern that indusax' investment could
thift them rKL Mont-0s M Meico.

But a lot of the complaints ring hol-
low. As long as it doesn't an proec-
tionist, the North American Free Trade
Agreement offers at least as many op-
poz-uman an headaches. Already, com-
pames throughout As-a are mapping
plans to take adrancage of the vst new
market by booting mvestnients cnere.

South Korean offic:ls. for example.
an urging their compares to start m-
vestng in Mexico "Companies should
study carefuly how they cn benei:
from combining the st--eng hs of Korea.
Mexco, and the U..S.." says Yu DeUk-
Hwan. the ssistnt minister for made.
Korea may adopt sue' incena-es as ta
concessions an etirninauo of ba-men
to raising money overseas. Fresident
Yoon Young-Suk of Daewoo Corp. sees
good reason to put ejecr'oncs assembly
plants in the new North America 'Ihe

I

;as* 13 jWV!tt ssoVr I "1

U.S is getting more protecoonisci he
says. "Our exports there are faig

Japanese giants are on the mote as
well. Hitachlu Ltd. is shifting production
of vcxs from Anahe m Caif, to lower-
cost Mexico and Malayma-althougn it
says the decision is not re!atied to \..in.,
With the elmuinacion of dunes on goods
from Mexico, Nissan Motor Co. sees
fresh opportzuies for effIcennes in the
new integrated market. It expects to
eliminate duplication between its Ten-
nesse and exico plants Giant t.-tde
Sur-tomo Corp. is considerng an nc
grated approach" to North Am icia

One poss,b-cy, sa-'s a
spokesmir. is to 'con.
so lsat U.S - Caradian,
and Me\can subsidiar-
iea under one exec-ove.
inA'esv That. Hong
Kog companies are
also reidy to cash in on
NiAfl, Oft rAls there
say the adlustmen: will
be easy because their
strong suits-exles,
consumer electronics.
and toy factones-are
relatively che p to set
op. "We have gone off.

s shre lr eballand and
offshore m Chins- so
why not go offshore in
Mexico'" says a Hong
Kong wade officaL

For a few Asian
counties. .4FTA is. at

_______wost a distant threat
Taiwan, for instance, in't womed that
Meco can hre &Way it high-tech ad
services business for matny years. Nor
can Me=xco compete with such countries
as Indonesia and China when it comes to
low labor coats.
Trm wi be adjtuaea

t
. Toyota

may have to bulk another engine plant
in the U. S. to meet the ner 6Z5 local-'
content rule- That could cost 56 ti-
lo, say tndusaT insiders. Most large
Asian companies have sfn he new mar-
ket coming and have been resa-ucturin-
strategies accordingly. "In a slnse,
.Nfl is designed to stabilize something
that already exists," says Stephen
Blank. demor of Caiaian affairs at
the Amercia Society in New York. Few.
companies could complais nout that. /

By Robert Veffi mTakw NeL-A 6srenid
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PREPARED STATEMENT OF JAMES D. ROBINSON Ill

Mr. Chaitman and members of the Committee, I am pleased to be here to discuss
the North American Free Trade Agreement. I am appearing in two capacities
today-as Chairman of the Advisory Committee for Trade Policy and Negotiations
(ACTPN) and as Chairman of The Business Roundtable International Trade and In-
vestment Task Force.

As you know, last week the ACTPN submitted to the President and Congress a
comprehensive report analyzing the NAFTA. The Committee, whose 44 members in-
clude representatives from a cross-section of industries, aiculture, labor and an
environmental interest group strongly endorsed the NAFTA, and called or the
President to sign the agreement and the Congress to implement it. Of the Commit-
tee members, the two labor representatives dissented from the recommendation.

Today, The Business Roundtable, representing over 200 U.S. companies, released
a statement in strong support of the agreement as well. Copies of the statement
have been made available to you.

The NAFTA is an extraordinary achievement that fundamentally changes for the
better our relationship with our third largest and fastest growing trading partner,
Mexico, and it furthers in some areas our relationship with Canada. These are
neighbors with which we share thousands of miles of border. In that context, I must
admit it is distressing to see the way in which the NAFTA agreement has been re-
ceived in some quarters and the degree to which it has been over politicized.

I think it is worth taking a minute to stop and reflect on why we started these
negotiations. The objective was clear: it was to increase business opportunities for
American manufacturers, service providers and agricultural interests. The NAFTA
achieves this in spades. Yet what I hear are complaints about the inadequacy of the
environment and worker related issues. In no way do I want to minimize these is-
sues, and I will address them in my testimony. But I think it's important to bring
the focus back to our primary objective.

It was just a few short years ago that I participated in a hearing before this Com-
mittee called " Mastering the World Economy." At that time Mr. Chairman, we were
asked some fundamenta questions:

" How can the United States continue to maintain its standard of living at a time
when other countries are demanding a greater share of the world pie?

" How can the United States remain competitive when it is no longer the domi-
nant world producer of many goods and services?

" How can we expand the size of the world pie and avoid resorting to beggar-the-
neighbor policies?

At that time we laid out a three prong strategy for enhancing U.S. international
competitiveness and promoting U.S. economic interests: (1) through multilateral ne-
gotiations, specifically the successful negotiation of the Uruguay Round, (2) through
bilateral negotiations, which at that tifne focused on the Canada Free Trade Agree-
ment, and (3) when necessary, unilaterally, by the strengthening and aggressive use
o^ U.S. trade law. It was general business support for this third point that eventu-
ally helped lead to the enactment of the 1988 Omnibus Trade and Competitiveness
Act. During 1987-88 the business community worked in partnership with this Com-
mittee and others in Congress to develop that legislation, and in particular, to
strengthen Section 301 of the 1974 Trade Act to enable the U.S. negotiators to break
down barriers when multilateral and bilateral negotiations failed.

The NAFTA agreement that has been recently sent to the Congress for review is
an important component of that three pronged strategy. The NAFTA provides a
strategic opportunity to break down barriers to trade in Mexico and Canada without
confrontation. It accomplishes in one action what we-the business community, Con-
gress and the Administration-collectively have set out to accomplish: namely to in-
crease exports and enhance the competitiveness of our firms by gaining greater mar-
ket access, breaking down barriers and locking in foreign economic reforms.

America's future depends on further integration in the world economy and in-
creased access to important and growing markets. Surely Mexico meets the bill. It
is an exciting country that is clearly on the move. After a decade of crisis, it has
macro-economic stability, and it has liberalized, modernized and deregulated at a
breathtaking pace. In many ways Mexico is a model for every country, from Argen-
tina to Russia and Eastern Europe, that is seeking the right formula to put capital-
ism and economic stability firmly in place.

If we reject the agreement or insist on reopening it in ways that unravel the
agreement or do injustice to Mexico's sovereignty and its national pride, we will not
only have missed a great opportunity to expand markets for U.S. firms to the bene-
fit of American workers, but we will do much more. We will risk a return to eco-



346

nomic instability and increased poverty in a country that is of strategic interest to
America. And we will send a signal to the rest of Latin America and other parts
of the world that the United States is no longer interested in increased trade, oppor-
tunity and mutual advantage.

I realize that this is a highly political time-and I deeply regret that the NAFTA
is caught in politics-but I urge you to examine the agreement on its merits and
consider the broad ramifications of rejecting this agreement or opening it to demand
further concessions by Mexico before you commit to such a path.

I would now like to turn to the agreement itself and discuss the broader economic
reasons for why it should be implemented.

GREAT EXPECTAT IONS AND GREAT RESULTS

When Presidents Bush and Salinas and Prime Minister Mulroney announced
their intention to negotiate a North American Free Trade Agreement, the U.S. pri-
vate sector immediately and enthusiastically backed the initiative. We made clear,
however, that our support for the final package would be contingent on the attain-
ment of specific trade and investment objectives and that no agreement would better
than an inadequate one. Although many barriers to trade and investment between
Canada and the United States were eliminated through the U.S. Canada Free Trade
Agreement, others remained. More importantly, Mexico, despite the substantial lib-
eralization it undertook to join the GATT, remained in many ways a closed econ-
omy. Tariffs were high, and in fact, only bound under the GATT at fifty percent.
In addition, Mexico maintained significant non-tariff barriers as well as restrictions
on trade in services and investment.

A year ago, the ACTPN and The Business Roundtable separately identified spe-
cific objectives which the agreement should accomplish for it to merit support in the
United States. The objectives set out by both the ACTPN and The Roundtable were
both comprehensive in scope and extremely ambitious in terms of international eco-
nomic negotiations. The objectives for both groups are essentially the same, with the
ACTPN including recommendations in agriculture and a separate section on finan-
cial services.

The results of the negotiation are very impressive. To be sure, we did not get ev-
erything we wanted. And in some cases, such as the Canadian's insistence on the
cultural emption for intellectual property, the shortcomings are extremely dis-
appointing. Both the ACTPN and Roundtable have urged the Administration to con-
tinue to press the Canadians on this issue after the agreement is implemented. But
on balance, the agreement meets or exceeds our expectations. With few exceptions
this is a world class agreement and it would be a grave mistake to reject it. Have
attached a two page summary comparing The Roundtable's objectives against the
results. This summary provides in a glance the breadth of accomplishments ob-
tained under the NAFTA. We found it quite a useful scorecard as we analyzed the
NAFTA details.

" What does the NAFTA accomplish on the economic front? Here are a number
of major items:

" Removal of all tariffs on trade between the United States, Canada and Mexico.
50%percent are removed the first day with most of the remaining tariffs elimi-
nated within five and ten years.

• Elimination of non-tariff barriers including import and export restrictions, cus-
toms user fees, duty drawback programs and waivers of customs duties.

" Strict rules of origin to preserve the benefits of the agreement for the three sig-
natories and to prevent other countries from using Mexico as a platform to flood
the U.S. market.

" Phase out periods for import sensitive goods.
" Emergency safeguards to help import sensitive industries adjust to increased

competition.
" Preservation of U.S. antidumping and countervailing duty laws.
" Total market access for U.S. agricultural products within 15 years, which is a

critical issue as Mexico is our fastest growing agricultural export market.
* Unprecedented protection .. patents, copyrights, trademarks and trade secrets.
* Elimination of most barriers, to investment and a commitment from all NAFTA

countries to provide national treatment or most favored nation status to inves-
tors of the three countries.

" Access for U.S. financial service providers to what has been a virtually closed
Mexican market.

" Elimination of virtually all barriers to trade in other services, including tele-
communications.
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I want to add that on these last two points, which are obviously of interest to
American Express, these gains are historic. This is the first trade agreement ever
to achieve significant market access for U.S. service providers.

In short, there arL real benefits. Let me tell you what it means in everyday terms
for U.S. companies and their workers:

" Eastman Kodak, in Rochester, New York, which exported $126 million to Mex-
ico in 1990, expects to double its exports to Mexico and expand domestic em-
ployment as well.

" Caterpillar Inc., the construction equipment giant based in Peoria, Illinois ex-
pects that as a result of the agreement, the U.S. industry's sales of construction
equipment into Mexico may rise by $35 to $40 million a year. The company, al-
ready dominant in the Mexican market, expects to capture a big portion of this
increase.

* My own company American Express, which has operated in Mexico in some
form for over 100 years will now be able to grow more into the type of company
we have in the United States, offering a broad array of services to our cus-
tomers. Under the NAFTA our subsidiaries, Shearson Lehman and IDS, will be
able to offer their financial services in Mexico for the first time.

" The Big Three automobile manufacturers expect automotive exports to Mexico
of up to $1 billion in the first year of the NAFTA.

I also want to mention that the U.S. Council of the Mexico-U.S. Business Commit-
tee has completed a series of studies that provide a detailed analysis of the potential
effect of the NAFTA on thirteen states. The Committee plans to issue another 17
studies shortly. They document quite clearly the benefits of the agreement for each
state in a meaningful way. I am providing a copy of the N.Y. study to the Commit-
tee.

As noted earlier, there are some areas in which the NAFTA does not meet the
ACTPN or The Business Roundtable's negotiating objectives. For example, both
groups would have preferred faster elimination of tariff and non-tariff barriers in
certain sectors, increased liberalization of the Mexican energy sector, elimination of
the Canadian cultural exemption, and elimination of investment screening require-
ments. Both The Roundtable and the ACTPN encourage U.S. negotiators to seek
furthf.r liberalization on these issues and have made clear that these deficiencies
should not serve as a precedent for any other agreements. We believe, however, that
these shortcomings do not warrant opposition to the agreement. We are convinced
the NAFTA will lead to stronger growth for the United States.

What have we accomplished on the environmental and labor fronts? The NAFTA
represents the first environmentally sensitive trade agreement. The agreement af-
firms the intent of all three nations to promote sustainable development and
strengthen the development and enforcement of environmental laws and regula-
tions. Specifically, the agreement maintains existing U.S. health, safety and envi-
ronmental standards by permitting us to prohibit entry of goods that do not meet
those standards. Moreover, the NAFTA allows each country to impose standards
that are stricter than those mandated by international law. The agreement also ex-
pressly prohibits the parties from lowering environmental standards in order to at-
tract investment. As such, the NAFTA contains innovative provisions not only to
protect but actually to improve the environment. NAFTA is the world'3 first and
only pro-environment trade agreement.

On the issue of the environment, I hasten to odd several parallel initiatives. In
February 1992, Presidents Bush and Salinas announced a comprehensive plan to
imp rove the environment along the border while sustaining economic development.
U.S. and Mexico are also formulating work plans covering the areas of air, water,
hazardous waste, pesticide enforcement, emergency response, pollution prevention,
data exchange and environmental impact assessment. And just last week the envi-
ronmentallcbiefs of the United States, Canada and Mexico announced the formation
of a trilateral commission to oversee the environmental aspects of the NAFTA.
There is no doubt that NAFTA has created the political climate for environmental
cooperation and has furthered Mexico's steps to become an environmental ally. As
we examine the environmental aspects of this initiative, let us ask:

* Where would border clean up be in the absence of the NAFTA?
* Where would Mexico's commitment not to lower its environmental standards in

order to attract foreign investment be In the absence of the NAFTA?
* Similarly, where would Mexico's express commitment to devote resources to

clean u the environment (and prevent future pollution) be without the
NAFTA?

91 1 1
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President Bushs FY 1993 budget proposal includes $241 million for border envi-
ronmental programs, more than double the amount allocated in FY 1992. Mexico
has also announced a three year $460 million program for border clean up. If we
reject the NAFTA, we run the risk of halting and possibly reversing this positive
trend. Without the economic growth and prosperity generated by the NAFTA, Mex-
ico will be deprived of the resources it needs to step up its environmental protection
and enforcement.

On the issue of labor adjustments The Roundtable and ACTPN believe that the
transition periods for sensitive actors and the strong rules of origin in the agree-
ment will help smooth the transition to free trade and minimize the need for worker
displacement as a result of the NAFTA. In addition, we support the development
of adequate and effective adjustment assistance for U.S. workers to be included in
the implementing legislation for the NAFTA. We stand ready to work with the Ad-
ministration and Congress on this effort. The Administration s proposed comprehen-
sive $10 billion, %wrker adjustment initiative provides a useful basis for beginning
this debate.

In addition, we support the Memorandum of Understanding signed by the United
States and Mexico to promote increased standards of living and better health and
occupational standards for both countries.

In evaluating the environmental and labor-related issues, I would like to add that
in our view, the NAFTA meets, and in fact exceeds, the Congress's as well as the
Administration's objectives that were set forth in House Resolution 146 (introduced
by Congressman Gephardt) and the May 1, 1992 Presidential action plan respec-
tively.

As I mentioned, the gains from the NAFTA are significant. But there are also
strategic reasons why we should support this agreement.

First, the NAFTA will create jobs and hence jump-start the faltering U.S. econ-
omy. Reducing trade barriers will increase manufacturing jobs. Mexico is America's
fastest growing export market. Over 85 percent of U.S. exports to Mexico (nearly
$28.4 billion in 1991) are manufactured goods. Workers in these export-related jobs
earn 17 percent more than the average U.S. worker.

Second, NAFTA will enhance the international competitiveness of U.S. companies.
Cross border production sharing is already a reality for much of U.S. manufactur-
ing. With a NAFTA that allows companies to plan long term investments based on
economic efficiencies rather than government imposed barriers, costs can be reduced
and economies of scale achieved, allowing NAFTA products to compete more effec-
tively against products made elsewhere in the world. Cross border production shar-
ing is especially important because our major competitors are already pursing iden-
tical strategies in Europe and Asia. The United States cannot afford to lag behind
in these efforts.

Third, in many respects the NAFTA serves as a model for our trade relations with
other countries. In the areas such as services, intellectual property and investment,
the NAFTA has gone far beyond both the Canada Free Trade Agreement and what
is currently included in the Dunkel text of the Uruguay Round agreement. What
we achieved with Mexico, a developing country, is historic in its scope and sets new
standards on what is possible to achieve with our trading partners. In that regard,
we are pleased that the NAFTA includes a provision that would allow other coun-
tries to negotiate accession to the agreement if the other signatories agree. Clearly
before any such accession were to occur, however, a full evaluation of the effects and
requirements for integrating the acceding countries in the free trade agreement
would be necessary. And, as I said earlier, the areas where we fell short in NAFTA
are not to be precedents for other agreements.

One last point. When the ACTPN and The Roundtable issued their objectives
statements a year ago, we made clear that we expected the Administration to con-
sult with us on an on-going and open fashion throughout the negotiations. We be-
lieve the Administration took to heart our insistence on being fully consulted and
that the process worked very well. The U.S. Trade Representative, her staff and oth-
ers in the Administration met with private sector representatives--both official ad-
visors as well as private sector trade associations--close to 1000 times over the
course of the negotiations. We had regular input into the process. The Administra-
tion, and in particular, Carla Hills, should be commended in this regard.

CONCLUSION

In reviewA..g the NAFTA it is clear that our great expectations and highest ambi-
tions have led to great results and unprecedented achievements. The NAFTA sub-
stantially meets and often exceeds the trade and investment objectives of the
ACTPN and The Business Roundtable. Moreover, the agreement provides a careful
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balance of economic growth, labor and industry benefits, and environmental sen-
sitivity. This balance reflects the unprecedented level of involvement of the Congress
and the private sector in shaping the agreement. The business community com-
mends the Administration for fulfilling its promise to consult closely and on a regu-
lar basis with the private sector. Failure by Congress to approve the NAFTA will
deprive the U.S. economy of a much-needed engine for economic growth, one that
will generate thousand of jobs and enhance our international competitiveness.
Attachments.

THE BUSINESS ROUNDTABLE-STATEMENT ON THE NORTH AMERICAN FREE TRADE
AGREEMENT

[September 1992]
The Business Roundtable has studied the notification text of the North American

Free Trade Agreement ("NAFTA") and concluded that it is a milestone agreement
that will further the interests of the United States.

The NAFTA will accelerate positive momentum in North American trade.
Canada is our largest trading partner and Mexico is our third largest trading part-
ner. U S. exports to Canada have grown from $72 billion in 1988 when the U.S.-
Canada Free Trade Agreement ("CPTA") was signed to a projected $90 billion this
year, and our trade deficit with Canada has steadily shrunk from $9.8 billion in
1988 to $6 billion in 1991.

Growth in exports from the Ui;ited States to Mexico has been even more dra-
matic. Merchandise exports have increased by 254 percent from $12.4 billion in
1986 to a projected $44 billion this year, and service exports have more than dou-
bled from $3.5 billion in 1987 to $8.3 billion in 1991. This U.S. export growth has
been broad-based: 45 of the 50 states have reported increased exports to Mexico.
The result is that the U.S. trade balance with Mexico has improved by $13.2 billion,
from a deficit of $4.9 billion in 1986 to a projected surplus of $8.3 billion in 1992.

A NAFTA is needed to lock in opportunities for export growth. The export
growth to date has been achieved in spite of significant barriers to trade in Mexico
that are far more substantial than those facing Mexican products entering the Unit-
ed States. Whereas current Mexican tariffs average 10 percent, the average U.S.
tariff on Mexican goods is only 3.9 percent. In addition, Mexico maintains many
nontariff barriers to U.S. exports of goods and services and restrictions on U.S. in-
vestment.

The Business Roundtable set forth ambitious negotiating objectives to re-
move these barriers to trade and investment in June 1991. The objectives cov-
ered ten key areas: trade in goods, government procurement, services, investment,
state-owned monopolies, protection of intellectual property, temporary entry for
business persons, subsidies and unfair trade laws, institutional provisions, and re-
lated issues of environmental protection and labor standards. The Roundtable stated
that an agreement that met these objectives would:

promote further U.S. economic growth through increased exports of U.S.
manufactured goods and services, increased protection of intellectual prop-
erty, and increased protection of U.S. companies, workers and farmers
against unfair trade practices.

The NAFTA achieves a great majority of The Business Roundtable's nego-
tiating objectives. For example:

" Tariff barriers and quotas will be either eliminated immediately or phased oit
over time.

* U.S. companies will in general be guaranteed national treatment or most fa-
vored nation status, whichever is better, in investment, provision of services,
government procurement, and other issues.

" Protection of intellectual property will be dramatically increased.
" The integrity of the U.S. unfair trade laws will remain intact, and special emer-

gency provisions will ease the transition to free trade for import sensitive sec-
tors.

" Substantial improvements will be made to the U.S.-Canada Free Trade Agree-
ment, including increased protection of intellectual property, a stronger rule of
origin for automobiles, and improved market access for U.S. service providers.

These and other provisions in the NAFTA will enable U.S. companies to match the
international competitiveness of our European and Japanese trading partners, who
are already pursuing strategic regional alliances.

Of course, there are some issues on which the NAFTA does not meet The Busi-
ness Roundtable's negotiating objectives. For example, The Business Roundtable
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would prefer faster elimination of tariffs and nontariff barriers, more thorough liber-
alization of the Mexican energy sector, elimination of the Canadian cultural exemp-
tion, and elimination of investment screening requirements. The Business Round-
table encourages the U.S. negotiators to seek further liberalization on these issues.
Those areas in which the NAFTA falls short of our ambitious objectives, however,
do not warrant opposition to the agreement. On the whole, The Business Round-
table believes that the NAFTA will lead to stronger economic growth for the United
States.

The NAFTA will create jobs for the U.S. economy. The overwhelming major-
ity of studies on the effect of the NAFTA have projected that the United States will
gain increased employment at higher wages. For example, a recent study by the
non-partisan Institute for International Economics found that the U.S. economy
would gain 130,000 net jobs by 1995. In addition, free trade agreement, including
agreements with low-wage countries such as the Caribbean Basin Initiative, have
always increased net U.S. employment. Since the average export-related job pays 17
percent more than the average U.S. wage, these new jobs will be the kind of high
pa3 ing jobs that U.S. policy should seek to create.

Ak the U.S. economy increases its competitiveness through the NAFTA, The Busi-
iess Roundtable vigorously supports adequate and effective adjustment assistance
and retraining for any worker impacted by the NAFTA so that they can take advan-
tage of new opportunities. Member companies already spend approximately $30 to
$50 billion per year in training and retraining American workers. Appropriate gov-
ernment aid and retraining will only increase U.S. competitiveness, as well as as-
sure that the NAFTA will benefit everyone.

The NAFTA is the first "green" trade agreement. The NAFTA will improve
environmental protection in three major ways. First, the text of the agreement itself
contains novel environmental provisions that:

" commit the signatories to pursue policies of sustainable development,
" permit each country to impose nondiscriminatory health, safety, and environ-

mental standards that are higher than those mandated by international law,
" bar the nonenforcement or waiver of environmental regulations as an incentive

for investment,
" assure that specified environmental agreements will take precedence over the

NAFTA, and
" place the burden on the complainant in dispute settlement procedures to prove

that an environment standard is a disguisedbarrier to trade.

Second, the NAFTA has prompted increased cooperation between the United States
and Mexico on environmental issues, such as the development of a comprehensive
plan to protect the environment in the border area. Third, the NAFTA will help
Mexico achieve economic development to enable it to enhance environment protec-
tion. The Business Roundtable supports all these commitments and recognizes that
without the NAFTA, Mexico might lack the necessary resources for these measures.
Implementation of the NAFTA will assure that these environmental commitments
and plans come to fruition.

In conclusion, the NAFTA will spur stronger U.S. exports, create U.S. jobs, and
facilitate the international competitiveness of U.S. companies in world markets. For
these reasons, The Business Roundtable endorses the NAFTA as an historic oppor-
tunity which the United States must seize.
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Summary Assessment of the NAFTA and
Detailed Side-by-Side Comparison of the NAFTA
with Business Roundtable Negotiating Objectives

Seqsmber 16, 1992

A. SUMMARY ASSESSMENT OF THE NAFTA

sue BRT Assessmen

Trade in Goods BRT objectives substantially achieved.

Rules of origin BRT objectives substantially achieved.

Border east es BRT objectives substantially achieved.

Technical standards Most BRT objectives achieved.

Energy Meaningful progress, but BRT objectives not
achieved.

Safeguards BRT objectives achieved.

Government Procurement

Scope

Procedural obligations

Servi ces/Financial Services

Scope

Rights & obligations

Licensing &

certification

Reservations

Most BRT objectives achieved.

Many BRT objectives achieved, although not
the elimination of threshold limitations.

BRT objectives substantially achieved.

Most BRT objectives achieved.

BRT objectives substantially achieved, except
for certain reservations.

BRT objectives substantially achieved.

BRT objectives substantially achieved.

Many BRT objectives achieved, but BRT
regrets the number of reservations, particularly
the Canadian cultural exemption.
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Investment

Scope

National treatment

Performance requirements

Expropriation

Transfers

Commercial practices,
OPIC & taxation

Wage & price controls

Reservations

Adjustment

Monopolies & Competition

Intellectual Property

Temporary Entry

Unfair Trade Laws

Dispute Resolution

Environmental Protection

Labor Standards

352
BRT Assessment

BRT objectives substantially achieved.

BRT objectives substantially achieved, except

for certain reservations.

BRT objectives achieved.

Most BRT objectives abbieved.

BRT objectives achieved.

BRT objectives substantially achieved.

Many BRT objective at ieved; taxation
objectives achieved ir, new tax treaty.

BRT objective not achieved.

Many BRT objectives achieved, although the
BRT regrets some reservations such as the
Canadian cultural exemption.

BRT objectives substantially achieved.

BRT objectives achieved.

BRT objectives substantially achieved, but BRT
regrets the Canadian cultural exemption.

BRT objectives achieved.

BRT objectives achieved.

BRT objectives achieved.

BRT objectives achieved.

BRT objectives achieved.
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THE IMPACT OF THE NORTH AMERICAN FREE TRADE AGREEMENT
ON NEW YORK

L Executive Summary

The people and economy of New York have benefited from the U.S.-Canada Free
Tre Agreement (CFTA), and will benefit more from greater trade and investment
liberalization made possible by the North America Free Trde Agreement (NAFTA).

* New York's exports to Canada have grown rapidly under the CFTA.

* New York has already bened significantly fnm efforts to libalize the
Mexican eco y. New York's cxpcvs Io Mexo - and muftefuing and
services jobs related to diem - have grown stbstantally since 1987.

" The NAFTA with Mexico will accelerate and sbugthen the benefits of New
York's trade with Mexico. Job gins would offset any job losses by almost
seven--one!

* These benefits will be spread ruhout the New York economy.
Manuftcturig will gain fom improved ma e ss and competitiveness.
Equally significat will be expanded market opporUnites for New York
financial services and insure companies, ramnortati m firms, construction
and engineering companies, a"l telecommunications services firms.

I. New York Has Already Benefitted Significantly from Trade
Uberalizatlon under the CFTA and In Mexico

Since the CFTA was implemented, New York's expor to Canada have increased,
from $4.1 billion in 1987 to $6.7 billion in 1991.

New York's exports to Mexico have also grown since Mexico began to liberalize its
economy in 1985.

* Since 1987, New York's exports to Mexico have been growing at an average
annual rate of 17 percent.

Mexico has accounted for about 3 percent of New York's total exports to the
world since 1987.

* Most sectors of the New York economy have cxnced dramatic increases
in their expos to Mexico. The exports of 16 have more than doubled since
1987, including: agriculture crops; non-metallic minerals; food products;
textile mill products; apparel; lumber and wood products; furniture and
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fixtures; printing and publishing; leather products; stone, clay and glass
products; and scientific and measuring instruments.

Today, trade with Canada and Mexico generates considerable income'and employment
for New York companies and residents.

" New York's exports to Mexico totaled $887 million in 1991, and to Canada,
more than $6.7 billion.

" Canada and Mexico are New York's first- and ninth-largest export makets.

Six manufactured goods sectors - scentifc and meaning instruments;
transportation equipment; industrial machinery and computers; chemicals; food
products; and electric and electronic equipment - acmnmd for 67 percent of
New York's total merchandise exports to Mexico in 1991. These sectors, plus
textile mill products, furniture and fixtures, and fabricated metal products were
also important exporters to Canada, accounting for 71 percent of New York's
total exports to Canada in 1991.

Thousands of New York jobs are linked to the production of goods in Mexico
using U.S. parts and components. 18,420 jobs in New York were associated
with production-sharing in Mexico. The Border Trade Alliance predicts that
the NAFTA will expand this employment in New York to 28,755 jobs.'

* In 1991, New York's exports of manufactured goods to Mexico generated over
16,400 jobs in the state; exports to Canada generated another 116,700 jobs in
New York, for a total of 133,100.2 New York employment related to trade
with Mexico has almost doubled since 1987.1

a An estimated 348,000 new jobs have been created by growth in New York's
manufactured exports to Mexico and Canada since 1987.'

* These export-related jobs are among tho highest paying jobs in New York.
The aver - hourly wages in 1991 for New York production workers in
scientific and measuring instruments was $13.89; in trpotation equipment,
$16.28; in industrial machinery and computers, $11.79; and in chemicals,
$12.73.5
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I]L But the Pest is Yet to Con.e: The NAFTA Will Provide New York Companies
and Theh Employees with Greater Export and Invesmst Opportunities
Exports from New York will grow even fiser in response to NAFTA-generated

\liberlization of Mexican trade and investment barriers and accelerated development of the
Mexican economy.

0 An analysis conducted for tht U.S. Council of the Mekno-U.S. Busines
Committee by KPMG Peal Marwick -a study characterized by the
Intmational Trade Commission as conservative, understating the NAFTA's
benefits - notes that an FTA with Mexico will mend about $25 billion in
additional investment to Mexico ova the course of a ten-year phase-in period.
The U.S. Council estimates that over 10 years this investment could return at
least $14 billion to the U.S. in the form of demand for U.S. exports, and
stimulate $373 million in busnes for New York expoters (an average of $3 7
million a year).

0 Numerous New York employers that manuftaure consumer products will
benefit significantly from the increase in consumer income that will result from
acceler development of the Mexican economy. Tri Peat Marwick analyst
estimate, that the NAFTA will raise real income in Mexico by 4.6 percent
annually. Currently, for every $1 of economic growth in Mexico,
approximately 15 cents is spent on American products and services; a
faster-growing Mexican economy will demand even more. New York
employers that stand to gain include: American Home Products Corp.,
Bausch & omb Inc., Revlon Inc., Avon Products Inc., Ellas Fragrances
Inc., Elizabeth Arden Inc., Estee Lauder, Arrow Co., Borden Inc., Cluett
Peabody, General Foods Corp., Oneida LTD Silversm;ths,
Colgate-Palmolive Co., Fisher Price Toys, Gulf & Western, Seven-Up,
Weight Watchers International Inc., and numerous others.

* Eastman Kodak Co. (Rochester) exported $126 million in products to
Mexico in 1990, and expects the NAFTA will at least double its
exports to Mexico and expand domestic employment correspondingly.

* Pepsico (Purchase), which expects to have revenues of $2 billion in
Mexico by 1995, is investing heavily in Mexico to meet rising local
demand for its products.'

* Bruce Klatsky, President, mid that the NAFTA allows PhIllips-Van
Heusen Corp. (New York) 'to further our prime corporate objective of
expanding U.S. employment by exporting products to Mexico."

* Bud Konheim, President, Nicole Mier (New York), also praised the
NAFTA: "We're already selling $1 million worth of clothing at
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wholesale to Mexico, including department store accounts, and I can
see that figure jumping to $5 million the foowing year...By using
U.S. factories, we think we can get tighter control, quicker delivery
and better quality.'O Mr. KonheL called the NAFTA -the greatest
positive thing that's ever happened to American business." He also
added, "We're busy selling Mexico now, so we're busy hiring more
sewers here...We've run out of hungry customern here, and they have
hungry customers for quality rchandise in Mexico."'

" Companies thu service consumer products companies will also benefit
from increased Mexican consumer incomes The Vice President of
Marketing for Genpak Cosporatkm (Gle Falls), which manufacturs
disposable food-service products, repos that "[o]ur Mexican sales have
allowed us to increase the sie and e&cnc of our U.S. plants
because we hav needed to purchase more, newer, and bett
equipment to satisfy the burgeoning Mexican demand for our
products.' The company has incres its purchases of U.S.-produced
plastic resin, which it converts into food packaging products, as a result
of its sales to Mexico. Genpack has also purchased U.S. machinery
and equipment to increase the production capacity of its manufacturing
plant to satisfy growing Mexican demand for its products.

" Homemaker Industri Inc. (New York), a textile products
manufacturer, expects the NAFTA will increase its business in Canada:
'We expect Canada to account for 10 to 15 percent of our company's
sales long term... I'm very pro-NAFTA. The Free Trade Agreement
will benefit the entire North American Business Community," said
Jeffrey S. Cohen, Vice President of Sales.

The New York agricultural sector also expects to benefit. New York apple
farmers are eager to increase their exports to Mexico, which currntly face a
20 percent tariff, and support the NAFTA. An increase is also expected in
New York dairy exports to Mexico (more than half of farm income in New
York comes from dairy products, and Mexico accounts for 20-50 percent of all
U.S. dairy exports).'

And as the Mexican infrastructure develops, Mexican demand for the goods
and services of New York industrial employers will grow. 7bey include:
Prer Corp., Amerian Standard Inc., Wyeth-Ayerst Labs, Carrier
International Corp., DHJ Industries, Fairchild Republic Co., Garlock
Inc., Goulds Pumps Inc., W. R. Grace and Co., Grunnnan Aerospace
Corp., ITTW Corp., Mixing Equipment Co., Phelps Dodge, and Sybron
Corp.
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S IBM (Armonk), which makes peronal and mid-range computers in

Mexico primarily fr the Latin American market also xpors from
Mexico into the Lnese market IBM's U.S. plants supply
components to the Mexican planL 'The company anticipates a doubling
of its $460 million in revenues from growth in the Mexican market
over the next eve yemn.U

* Ptrobs Mexcamm EM romauly awarded MOSCOM
Corpoaioo n a -e ni--t",n, equipm W software
contract valued at $2.8 million. "MOSCOM views Mexico as one of
the world's best growth markets for telecomnmMicion equipment.
With PEMEX as a reference, we believe Mexico provides MOSCOM
sigifin new opportunities for many of the inteational products
MOSCOM offers. We will continue to aggressively pursue business
with this nw-to-borne friendly trading partnerr' repm James W.
Karr, Vice President of International Sales.

* Elaine Ullrich, Vice President of MultIpie Industies (Mt. Kisco), a
produce of battery packs for cellul and two-way
hand-held radios, reports thereee is a wealth of opportunity in Mexico
for our type of industry. We are olyhiing the ip of the iceberg in
regard to exploring what's out there.I

* Finally, Mexican demand for pollution control equipment and services,
funded by substantial commitments from the Mexican Government, will
fuel demand for equipment and services of several New York
employers, including: Divetro. Corp., Cox & Company Inc.,
Partlow Corp., Genera Electric Co. Industial & Power Systems,
Ecology and Envromnent Inc., and Barnes-Williams Environmental
Consultants.

0 The NAFTA will open PEMEX- and Comision Federal de Electrcidad
(CFE)-sponsored government procurement contracts to 50 percent foreign
participation immediately, to 70 percent by year 8, and remove all curbs at the
end of year 10. Although Mexico will maintain its constitutional curbs on
foreign investment in ol and natural gas exploration, restrictions in almost all
petrochemical sectors will be removed. New York petroleum and related
companies, like Wltco Corp. and Texaco Inc., will benefit.

Employment in New York relt to tade and investment with Mexico will increase
as a result of the NAFTA.

* The overwhelming consensus of nearly two doen economic analyses of the
potential effects of the NAFTA is that it will result in more jobs in both the
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U.S. and Mexico . example, a Institute for Internaional Economics
ady projects net U.S. jobs gained from NAFTA will total 175,000 (total job

increases of 325,000, less total job losses of 150,000)."

0 While the national job imp a a share of toteploytm e is expected to be
small, the positih, impact on New York will be signifiam The $373 million
inches in New York exports generate from increased investment in Mexico
is expec:d to empkoment in New York by sor than 7,160 new jobs
over 10 years (716 a year).u Afte the NAFTA is fully implemented (i.e.,
after at least 10 years), ad employment rolls will be ove 6,800 jobs greater
than they would be in the a of the NAFTA.

* At the end of the 10-year transido perW, Peat Marwick procts that the
following manuacturing of the New York eonomy will register
NAFTA-ea employment inees: crude petrolm and nathul gas,
lumber ad wood, paper and allied produce printing aOd publishing,
chemicals and related products, -erlu and coal, rubbe, leathe and leather
products, fabricated metal products, nonelectric machinery, tnortatio
equipment, sad miscellaneous manufacturing equipuentL

" These are high-paying jobs. For example, in 1991, the average hourly wage
in New York for production workr in printing and publishing was $12.51; in
chemicals and related products, $12.73; in tnsport equipment, $16.28;
and in fabricated metal products, $11.54.

By incre sing U.S.-Mexico manufactured goods trade and stimulating growth in
Mexico's underdeveloped services markets, the NAFTA will also improve market
opportunities for New York banks and scurides firms, insurance companies,
telecommunications services companies, and construction and engineing companies. The
NAFTA will improve access to Canada's $285 billion and Mexico's $146 billion services
markets.

Mexico agreed to loosen gradually investment restriction on banking and
securities firms, allowing for open competition in financial services by the year
2000U. S and Canadian banks can establish or own up to 8 percet of the
S- bZking market in the first year, increasing to 15 percent in the sixth
year. The securities market will open froln 10 percent to 20 percent between
the first and sixth years.

S Neil Allen, Managing Diretor for Latin America Merchant Banking at
Bankers Trust New York Corp., hopes to build the bank's Mexican
securities business to play a role in the local capital markets (e.g. bond
and stock trading and sales), and to bring swaps and options to the
Mexican market as well."
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* Stephen Cunningham, Co-Manager for Emerging Markets at Dea,
Steams, & Co., expects the NAFFA to increase business for New
York's securities firms: 'Clearly, it's good for general business, which
helps trade flows and investment flows of capital, which is very good
for the securities industry."

Mexican restctions on insurance would be phased out over six years, opening
up completely what is now a $3.5 billion market. U.S. companies can enter
the Mexican insurance make via Joint ventures with Mexican companies, with
the U.S. ownship sham increasing from 30 percn to 100 percent after six

* No soonr was the NAFTA announced than Metropotan Life
I Iaurance Co. (New York) aon a new joint venture with Banco

Santande (Spain) and Mexican investors to form an insurance company
in Mexico, Seguros Gens The new Mexican company is selling
both life iance and pe-ion products. "Merjco's vigorous program
of generating economic opportunity for its 85 million people offers
great potential for life insurance and retiremet inme business which
have been lately undeveloped in M ico, aid William G. Poortvliet,
MetIfe Executive Vice President, International.

* The NAFTA will permit Amwiran Inernaflonal Group (New York),
which already owus 49 percent (the maximum now allowed) of a
Mexican full-line commercial property/casualty company, to increase
that share to full ownership by 1996. NAFTA will give AIG 'a lot
mare freedom in the future to grow in that business in Mexico, said
John T. Wooster, AIG Vice President, Communications. Adds M. R.
Greenberg, Chairman of AIG: AIG has long had a significant
presence in the Mexican insurance market, and we will now be
permitted to move to majority ownership within a few years. We look
forward to bringing our resources to sov the needs of this rapidly
growing market on our own doorstep.'

NAFTA opens Mexico's $6 billion market for telecommunications services. It
give U.S. providers of voice mail or packet-switched services
nondiscriminatory acce to the Mexican public telephone network and
eliminates all investment restrictions in one and a half years. New York
companies including ITT and MCI International Inc. will be key
beneficiaries of these changes.

As the Mexican economy develops further under the stimulus of the NAFTA,
demand will grow for the types of construction and engineering services
provided by New York firms, including Turner o Co. and
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Crouse-Hinds Co. Toe need for structure improvements along the border
(roads, bridges, water, sewage, waste management facilities and other
infrastructure) and new housing offers an immediate opportunity for these
companies and their employees.

The NAFTA will eliminate current Mexican operating and investment restrictions on
international cargo trucking that have virtually shut U.S. trucking companies out of the $55
billion market in U.S.-Mexico cross-border trade carried by land. New York trucking
companies for the first time will have the right to use their own driven and equipment for
shipments into Mexico. At the same time, the NAFrA provides that Mexican and Canadian
motor carriers that wish to operate in the United States must use drivers that meet U.S.
qualifications and vehicles that meet U.S. safety standards.

" The American Trucking Association estimates that two-way annual truck
traffic between the U.S. and Mexico will more than triple by the year 2001.
New York trucking firms are well-positioned to take advantage of this boom,
as they are among the most efficient in the world.

" "Through our business dealings in Mexico, we have experienced major
growth. Mexico is our biggest customer, says The Celadon Group (New
York) President, Len Bennett. The Celadon Group is the largest U.S. total
transportation group operating in Mexico. It provides trucking, international
air and ocean freight forwarding, logistics management, and corporate travel
services between the United States and Mexico. Since its founding in 1985,
thr company has en its employment grow from 3 to 1,400 workers and sales
exoand from $5 million to $65 million, with much of this growth attributed to
Mxican business, which accounted for more than half of Celadon's total sales
last year.

* The NAFTA's land transportation provisions allow for charter and tour buses
from Mexico to service U.S. destinations, and vice versa, which will permit
the expans" af an entirely new market for travel agencies and fInd-based
tour operatuis in the New York.

The NAFTA also provides for intellectual property rights protection that will enable
Ncw York employers that depend on such protection to expand their presence in the Mexican
market. The NAFTA will provide a higher level of protection for intellectual property rights
than any other bilateral or multilateral agreement. In addition to honoring U.S. patents,
trademarks, copyrights, and trade secrets, Mexico has agreed to 20-year patent protection
and compliance with the Berne Convention. Canada has also agreed to scrap compulsory
licensing requirements.

# In particular, numerous New York computer software firms, including IBM,
will benefit from NAFTA provisions protecting computer programs as literary
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works and databases as compilations, and providing rental rights for computer
program.

Yopharmaceutical employers, including CIBA-GEIGY Corp.,
NPtanmolive Co., Pfizer Corp., Bristol-Myers Squibb Co., Bausch &

Lomb Inc and Sydney Rs Co., will also benefit from NAFTA provision
protecting pharmaceutical and agricultural chemical patents, and providing
patent owners the opportunity to obtain product patent protection for all

phrmcetiAlnd arctuleeialinventions.

The NAFTA will further liberalize Mexico's investment restriction. Mexico has
agreed to increase gradually its foreign investment screening rules from a $25 million
threshold to $150 million after 10 years. Mexican "domestic content" riles will be
eliminated, permitting additional sourcing of U.S. inputs. For the first time, U.S. companies
operating in Mexico will receive the ame treatment as Mexican-owned firms. Mexico has
also agreed to drop its export performance requirements, which presently force firms to
export as a condition of being allowed to invest. Expanded U.S. investment in Mexico will
generate sales of U.S. goods: for every $1 spent by U.S. adbidlarles In Mexico, 46 cents
Is spent on U.S. goods.

S The NAFTA will make the investment climate more secure for New York
investors interested in developing manufacturing facilities in Mexico. As the
experience of Eastman Kodak Co. has already shown, these facilities will
enhance their competitiveness and enable them to continue to employ
Americans in higher-wage production, disibution, and sales positiots.
According to Kay R. Whitmore, Chairman, President and CEO of Kodak
'By establishing a photographic manufachuing operation in Mexico, not only
did we create jobs in Mexico, but also for Kodak in Rochester, which exports
raw materials and finished goods to this plant and the Mexican market. I have
watched this relationship grow over the years to the mutual benefit of
both.

"2

* It is clear from our experience that the NAFTA will not result in a stampede
of companies relocating plants from the United States to Mexico. In fact, the
ability to invest in Mexico coupled with the high skills and productivity of
U.S. workers will enable many U.S. plants to remain internationally
competitive from their U.S. locations. Trie Products Inc. (Buffalo) is
frequently cited as an example of the how the NAFTA will shift U.S. jobs to
Mexico; In fact, however, it Ps an example of how the NAFTA will keep
Jobs In the United States. Trico's choice was not between moving to Mexico
or staying in Buffalo: it was between moving to Mexico with support from
U.S. operations, or moving to Asia and shutting down altogether in the United
States. By moving to Mexico, Trico kept 1,250 jobs the United States (750
high-paying and skilled engineering, research, design and manufacturing jobs
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in Buffalo, and 500 in Texas) that otherwise would have moved to Southeast
Asia. In addition, Trico's decision had positive impacts on other U.S.
manufacturers: plants in Mexico are equipped largely with U.S.-made
machines and most of the steel, rubber and other materials used to
manufacture its windshields comes from U.S. suppliers (had Trico gone to
Asia, all of these items would have been sourned from Asian suppliers).

" An analysis by The Stern Group of the likely impact of the NAFTA on foreign
direct investment (FD1) in Mexico, Canada and the United Stes concluded
that "low labor costs are exaggerated as a reason for U.S. investment in
Mexico, and for FDI generally. ... [Most FDI is to develop new markets, not
to take advantage of lower wages in developing countria. Seventy percent of
U.S. 'DI In Mexico Is aimed at producing produki for the rapidly
growh.4, Mexican market. Only ahout 25 percent ot the production of
U.S. majority-owned finns In Mexico Is exported to the United States..'

S The Stern Group study also concluded that a significant portion of U.S.
investment in Mexico under the NAFTA will replace new investment in other
developing countries rather than new investment in the United States.
Investment in other developing countries is already being brought back to
North America in anticipation of a NAFTA."

Both the Mexican and U.S. governments recognize that serious attention and funding
must be dedicated to the border environment.

* Mexico has committed to spend $460 million over the next three years on
border cleanup. Already, the number of Mexican border inspectors has
increased from 50 to 203. The Mexican government committed to spend $160
million in 1992 on an array of environmental infrastructure projects in the
border region, including wastewater treatment, solid waste management, and
transportation infrastructure.

The United States spent $138 million in 1992 on border pollution cleanup, and
has sought authorization from Congress for another $241 million in 1993.
Projects underway include construction of the Tijuana River and the Laredo
sewage treatment facilities, joint U.S.-Mexican training of enforcement
personnel for hazardous waste disposal, and EPA air monitoring.

'lie NAFrA will allow considerable time for adjustment for New York induruies and
workers that may be affected by imports from Canada or Mexico.

The NAFTA provides for long transition periods of up to 15 years for the
phase-out of tariffs on import-sensitive products in New York. Moreover, the
rules of origin relating to textiles and apparel imported from both Canada and
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Mexico ar so restrictive dat y virtly eimiza the inmive to wso e
greatly increased quantities of adre from i c

0 In edition to strict rules of origin, ufquardi, ad log buasition peiods in
the NAPrA, we are coafienthat the Admit isttaim arA the Congrs,
working closely with the prive a , wil I develop a Work= autmnt
ssisance plan that will limit any neptive, ef:ts of the NAFrA on U.S.
worker

IV. Camehuslo

An FrA with Mexico will accelm M 's delopmnt, increase Mexi
oonvsuner incomes, open new investment opportanities in eio and expand rketsu for
U.S. goods and services.

New York companies will be prime beaeiciaees of these new tade and investment
oppornmities.

New Ycak workers in virtually every sector will 'Jefit.

Prepared by The Trade Partership, Washington, D.C. for the U.S. Council of the
Mexico-U.S. Business Committee.
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Selected New York Companies that Will Benefit from the NAFTA

Albany International Cor. (Paper machine clothing, en&erd fabrics, plastic products,
and filtration media)

American Home Prodi,U Corp. (Drugs, food, household products)
American InternatimW Group
American Standard Inc. (Heaing and unitary equipment)
Argus Chemical Corp. (Vinyl resin stabilizers, plasticizers)
Arrow Co. (Men's apparel)
Associated Press (News gathering agency)
Avon Products Inc. (Cosmetics, perfumes)
AVX Corp (Multilayer ceramic capacitors)
Bakm Trust Co. Making
Barnes-Williams Environmental Consultants (Environmental consulting services)
Bausch & Lomb Inc. (Healthcare and optics products)
Booz Allen & Hamilton (Management consultants)
Borden Inc. (Milk processing, dairy foods, specialty foods, chemicals, plastics)
Boyden Associates Inc. (Management consultants, ecutive search)
Bristol-Meyers Squibb Co. (Pharmaceuticals)
Buck Consultants Inc. (Employee benefit, actuarial & compensation coasultng service)
Buffalo Forge Co. (Fans, air-handling units)
Burson-Marsteller (Public relations/public affairs consultants)
Carl Byoir & Associates Inc. (Public reitions consultants)
Carrier Intemational Corp. (A/C, hdaing, refrigeration & power equipment)
Central National-Gottesman Inc. (Pulp and paper products)
Ihe Celadon Group (Tiansportation services)
Charles of the Ritz Group Ltd. (Fine fragrances & cosmetics)
Chase ManhMatm Bank N A (International banking)
Chicago rneumatic Tool Co. (Air tools and equipment)
Ciba Geigy Corp. (Pharmaceuticals)
C bank N A (International banking)
C'utt Peabody & Co Inc. (Wearing apparel)
Colgate-Palmolive Co (Pharmaceuticals, cosm-tics, toiletries, detergents)
Columbia Pictures Industries Inc. (Producer & distributor of motion pictures)
Compton International (Advertising)
Coming Corp. (Manufacture glass, ceramic materials)
Cox & Company Inc. (Environmental control equipment)
Cocker Bank International (International banking services)
Crouse-Hinds Co. (Manufacture electrical construction materials)
D'Arcy Masius Benton & Bowles Inc. (Advertising and communications)
Dancer Fitzgerald Sample International (Advertising agency)
DDB Needham Worldwide Inc. (Advertishg)
DI-U Industries Inc. (Knit fabrics, interlinings plastic ships, and denim)
Di ersitren Corp. (Environmental control equipment)
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Eastman Kodak Co. (Photographical and chemical products, information
mangement/video/copier systems, fibers/plastics for various industries)

Ecology and "invizonment Inc. (Environmental consulting rvic)
Elma Fragrances Inc. (Cosmetic products, fragrances, perfumes, oilS)
Elizabeth Arden Inc. (Cosmetics, fragtances, toiletries)
Endo Laboratories Inc. (Ethical pharmaceuticals)
Estee Lauder (Cosmetic products, fragances, perhimes)
Fairchild Republic Co. (Aircraft)
Faberge Inc. (Perfumnes, toiletries, apparel)
Felton Intemational Inc. (Essential oils & extracts, pefume and flavor material,

and aromatic chemicals)
Fisher Price Toys (Toys and games)

11rsnh Inc. (Armatic chmcas fragrances & lvn

Garlock Inc. (Mechanical packing)
General Foods Corp. (Processor, disuRtr, & manuftctrer of foods)
General Instrument Corp. (Electronic components & systems)
General Railway Signal Co. Inc. (Railway signals)
Genpak Corp. (Disposable fodservice products)
Goulds Pumps Inc. (Industrial & water systems pumps)
W R Grace & Co. (Specialty chemicals, naul reous, consumer service)
Graphic Controls Corp.(Plotter supplies, hndstrial/medical recording charts, fax papers,

disposable medical products and pens)
Grumman Aerspace Corp. (Aircraft, parts)
Grumman Data Systems Corp. (Computer services)
Gulf & Western Industries Inc. (Diversified multi-industry company in consumer goods)
Frank B. Hall & Co. Inc. Msurance)
Harper & Row Publishers Inc. (Book publishers)
Homemaker Industries Inc. (Textile products)
Horwath & Horwath International (Public accountants & auditors)
Inspiration Resources Corp. (Agricultural & mining products and vices)
International Business Machines (Information-handling systems, equipment, and svices)
International Flavors & Fragrances Inc. (Flavors, fragrances, and aromatic chemicals)
Irvin Industries Inc. (Parachutes, cargo handling equipment, life-saving devices)
it Corp. (Diversified manufacturer, technology & services)

Knoll International (Furniture & fabrics)
Kom/Ferry International (Executive search)
Lintas:Worldwide (Advertising agency)
Manufacture Hanover Trust Co. (Banking)
J B Martin Co. (Velvet fabrics)
Mergenthaler Linotype Co. (Photocomposition machines, systems, and equipment)
Metal-Cladding Inc. (FRP tanks & custom construction, scrubbers, odor control equipment)
Mixing Equipment Co. Inc. (Industrial mixing machines, &atVS)
Mobil Corp. (Petroleum exploration products)
McCann-Erickson Worldwide (Advertising)
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McGraw-Hill Inc. (Books, magazines, information systems, financial services,

and broadcast operations)
McKinsey & Co. Inc. (Management consultants)
Multiplier Industries (Battery Packs)
Nitec Paper Corp. (Coated paper)
Ogilvy & Mather Inc. (Advertising agency)
Oneida LTD Silversmiths (Cutlery, holloware, china, crystal)
Ontel Corp. (Electronic components)
Osmose International Inc. (Maintenance & inspection utility poles, railroad track, and marine

piling)
Pfaimount International Films bIc. (Film production & distribution)
Partlow Corp. (Environmental control equipment)
Pepsico Inc. (Beverages, food products & services, sporting goods)
Pftudler Co. (Glass lined reactor vessels)
Pfizer Inc. (Pharmaceticals, hospital products chemicals, coLumer and animal

healt) products)
Phelps Do ge
Polychrome Corp. (Metal offset plates, coati specialties, graphic arts films)
Precision valve Corp. (Aerosal valves)
Quigley Co. Inc. (Refractory specs, publication equipment)
RPichhold Chemicals Inc. (Synthetic resins & specialty chemicals)
Revlon Inc. (Cosmetics, health care products)
R A Rodriguez Inc. (Export management: bearinp & power trnsporaio equipment)
Sydney Ross Co. (Pharmaceuticals, toiletries & cm )
Schenectady Chemicals Inc.(Electronic insulating vanishe, enamels, resins, alkylated phenol)
Seven-Up (Soft drinks)
SOS Control Services Inc. (Quality & quantity control checks and relatddrhnical services)
Simmons International (Bedding products)
Simon & Schuster Inc. (Publisher)
Taylor Instrument Co. (Instruments for process control industry)
Ted Bates Worldwide Inc. (Advertising agency)
Texaco Inc. (Crude oil & its products, petro-chemicals)
Time Warner Inc. (Magazine & book publishing, communications)
Tork Inc. (Time & photoelectric controls)
Towers Perrin Forster & Crosby Inc. (Management consulting)
Trans World Airlines Inc. (Air transportation, hotel, food services, real estate)
Trico Products Inc.
Turner Construction Co. (Construction and engineering services)
United Press International (Collection and distributor of news, newspictures, and

financial data)
Van Heusen Co. (Wearing apparel)
Volkart Borthers Inc. (Sale of coffee, cocoa, cotton)
Warner Cnmmunications Inc. (Entertainment & communications)
Weight Watchers International Inc. (Weight reduction programs, food products)
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Witc Corp. (Chemnical & petroleum products)
Woolworth Corp. (aila ntor"s)
World Courier Inc. (International courier service)
Young & Rubicamn International Jnc. (Advertising agency)

Source: Direcos of American Eirms fteafing in Foreign Countries, World Trade
Academy Press, 12th Edition, 1991. Vol.3, and The Trade Partnhip.
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PREPARED STATEMENT OF SENATOR STEVE SYMMS

[September 10, 1992]

Secretary Martin, last Monday you appeared on the McNeiL/Lehrer Newshour. In
the midst of your conversation you made a very interesting comment:

"We are not in the 1950s anymore. "
Your comment is very relevant to today's hearing. To most, the NAFTA is a ques-

tion over "good American jobs." Anyone who believes jobs is what the NAFTA is
about is 100% right.

The prophets of doom and the less creative will tell you the NAFTA will "export"
"good American jobs." This is poor logic. Stating a "goodAmerican job" will be trans-
ferred to the Third World assumes a "good American job" is nothing more than an
overpaid Third World job. And once allowed, businesses will take advantage of its
ability to pay third world wages to do third world work, displacing almost 900,000
people.

I disagree. I believe the skills required in the American workforce are skills that
allow us to compete with the First World. More and more jobs in the U.S. require
much technical knowledge. Mexico offers cheap labor, but very few people with such
skills. Wages are one factor that may influence an industry to move overseas but
it is only one factor.

Yes, some jobs will be relocated to Mexico. But this does not mean an end to U.S.
manufacturing jobs. Despite moving lower-end production sites overseas, Japan and
Germany still have many manufacturing jobs. But unlike the worker in their sub-
sidiaries in Malaysia or Greece, Japanese and German workers have a higher level
of education and overall greater productivity. Higher-skilled jobs will stay where
their is a highly-skilled labor force.

The President's proposed program Advancing Skills through Education and Train-
ing Services (ASETS) should focus on ensuring that the retrained American work
force possesses technical skills necessary for the 21st Century. Its predecessors, the
Trade Adjustment Assistance (TAA) and Economic and Dislocation and Worker Ad-
justment Assistance (EDWAA), were not so successful.

But ASETS appears to be an improvement, particularly like its emphasis on the
rivate-sector to provide worker training programs supported with public funds. But
still have questions over ASETS before I decide to support it.

PREPARED STATEMENT OF SENATOR STEVE SYMMS

(September 30, 19921
Thank you Madame Secretary for appearing before this committee. Discussing

free trade as it relates to agriculture often leads to a heated argument.
Every Senator on the Finance Committee and in the Senate in general has a polit-

ical soft-spot. The unfortunate reality of the North American Free TtAde Agreement
has been to force every Senator to choose between the "good of the nation" and his
political soft-spot.

It is a grave tragedy that the "good of the nation" is not easy-to define and com-
municate to the American public. If it were, the NAFTA would easily pass. The ben-
efits which come through expanded free trade are plentiful. Unfortunately they are
not always dramatically obvious.

While the gains are spread out and hard to visualize, the losses, which are our
political soft-spots, are more obvious. It is much easier to notice the closing of a
business in one's state or district than, for instance, an increase in the overalU eco-

nomic health of the nation.
We all have our political soft-spots. Mine is sugar. Sugar beet farming is the third

largest industry ir the state of Idaho. 20% of Idaho's farm land is used for sugar
beet farming and it produces 16% of this nation's sugar.

Idaho's sugar beet farmers are honest, hard-working, and proud. Their sweat, toil,
and dedication to providing the highest possible quality sugar to the American pub-
lic deserve nothing but the highest respect.
-- Unfortunately, the NAFTA could threaten their livelihood. Everyone understands
a free trade agreement means the elimination of barriers to trade. I know the Ad-
ministration did its best to write a free trade agreement that took into account the
interests of import sensitive industries. But there are a few concerns I have over
the NAFTA's treatment of sugar and I will ask you about them during my question
period. I also have concerns about other commodities and I would like to submit
those questions for the record.

The dilemma I face is no different than that faced by many of colleagues. The
question is how to vote for the good of the nation, while not hurting key constitu-
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encies in our states. But then I suppose this is what good government is really
about: making tough choices.

PREPARED STATEMENT OF CHARLES THIBAUT

Mr. Chairman and members of the Committee, my name is Charles Thibaut. I am
a Louisiana sugarcane farmer and am also employed by a Louisiana cooperative
processor of sugarcane into raw sugar. I appear here today in my capacity as Chair-
man of the Legislative Committee of the American Sugar Cane League. My testi-
mony is presented on behalf of the entire United States sugar industry, including
sugarcane and sugarbeet farmers and processors and cane sugar refiners. The do-
mestic United States sugar industry is united in its opposition to NAFTA in its
present form.

Gentlemen, we sugarcane and sugarbeet farmers are a hardy lot. Over the years
we have on many occasions suffered the ravages of inclement weather, infestation
of our crops by insects and diseases and adverse economic conditions. Recently a
large segment of the Louisiana sugarcane industry was devastated by Hurricane
Andrew and the Hawaiian sugarcane industry by Hurricane Iniki. Nevertheless, as
we have done on so many occasions in the past, we will survive this most recent
natural disaster. In late September or early October of this year, we Louisianians
will commence our 197th consecutive annual sugarcane harvest. Hopefully, there
will be many more to come.

Although we have consistently overcome natural and economic adversity in the
past, we frankly believe we cannot overcome the effects of the proposed North Amer-
ican Free Trade Agreement (NAFTA). The sugar section of NAFTA is a losing propo-
sition for the domestic sugar industry and all its employees. The U.S. sugar indus-
try has no alternative but to vigorously oppose the adoption of the ageement as
written. It effectively eliminates a viable, successful U.S. industry and transports
that industry, together with its hundreds of thousands of jobs, to Mexico. The
present Administration, together with its immediate predecessor, has been trying to
legislatively destroy our industry for years. Because of the wisdom of Congress, its
efforts have been unsuccessful. Under the proposed NAFTA, the Administration is
r-ttempting to do administratively through a secretly-negotiated trade agreement
that which it was prevented from doing legislatively.

To require the United States sugar industry to face unfettered competition from
producers in a nation whose standard of living, wage rates, employee protection
laws and environmental standards are far lower than our own is to negotiate and
legislate us out of business. If enacted in its present form, this is exactly whatNAFTA will do.

Despite cost increases imposed on United States producers by government regula-
tions concerning wages, worker's compensation and unemployment insurance, and
other occupational and environmental concerns, international sugar experts gen-
erally regard Mexican sugar producers to be higher cost, less efficient producers
than those from the United States. Our superior technology, equipment and know-
how more than compensate for Mexico's low wage rates, lax environmental stand-
ards and other low operating costs. However, if Mexican producers can combine U.S.
equipment and technology with their own low wage rates and lax environmental
and workers' protection standards, they will produce sugar far more cheaply than
any U.S. producers. Considering the huge profits that will result to Mexican produc-
ers from a combination of U.S. technology, Mexican operating costs and assured ac-
cess to the U.S. market under NAFTA, it is naive to believe that such technology
will not be made available by foreign capital from both United States' investors and
those from other nations. When that occurs, our domestic sugar industry will cease
to exist as a significant contributor to our nation's economy.

The domestic sugar industry employs, directly or indirectly, approximately
117,000 people with an annual payroll well in excess of a billion dollars to taxpaying
American citizens. Sugar production is highly concentrated and grown in relatively
remote areas. This i- .ustry is the economy in these regions. If the sugar industry
is crippled or destroyed, everyone suffers. Secretary of Labor Lynn Martin stated
before this Committee that there could be 150,000 jobs lost as a result of the
NAFTA. We know where 78% of those jobs will be lost-forever. Either Secretary
Martin's figures are incorrect or certainly the domestic sugar industry is taking a
disproportionate share of these job losses. Most of our field workers and many of
out processor employees are persons of limited skills who will find it virtually im-
possible to find other employment. Even if substitute employment is available to
those people, it is likely they will move down the pay scale and not up the scale
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to better jobs. What comfort can an unemployed sugar mill worker in Jeanerette,
Louisiana, find in knowing there was a job created on Wall Street?

As you gentlemen are aware, Mexico is currently a net importer of sugar. Its cur-
rent quota into the United States is 7,259 metric tons. Under the agreement as
presently proposed, if in any of the first six years Mexico is projected to be a surplus
producer of sugar, it will be permitted to export up to 25,000 tons of exportable sur-
plus into the U.S., duty free. Beginning in year seven of the agreement, Mexico will
be permitted to export up to 150,000 tons of exportable surplus into the U.S., duty
free, which tonnage will escalate by 10 percent per year over the remainder of the
15-year period. However, if Mexico reaches net export status for two consecutive
years, including years one through six, it may ship the total amount of its surplus
production of sugar into the U.S. duty free. At the end of the 15-year transition
period, all import restrictions will be removed.

It is very likely that under the proposed agreement Mexico will become a surplus
producer and exporter of sugar well before the 15th year of the transition period.
Mexico currently utilizes approximately 1.5 million tons of sugar annually as bev-
erage sweetener, pa-rticularly in soft drinks. By substituting high fructose corn
syrup for sugar in their soft drink industry, it is anticipated that Mexico will be-
conre a surplus producer in less than five years. Mexican private sector representa-
tives publicly project production increases from 3.7 million tons to 6 million tons
within 10 years. U.S Government experts have been quoted as saying Mexico could
become an exporter ,f as much as 800,000 tons by 1996.

The United States and Canada have already made very expensive transitions
from a sugar-dominated market to a sweetener market equally shared by sugar and
corn sweeteners. This tranoiioi ,,ok 15 years. During that period, fifty-three proc-
essing facilities (10 refineries, i beet sugar factories, and 24 cane mills) closed,
costing thousands of jobs. Capacity was moved to more efficient facilities or com-
pletely lost forever (as was the case for U.S. cane refiners). It is abundantly clear
that U.S. farmers and factory workers paid their price for this transition.

Under the proposed NAFTA, the U.S. sugar industry will have to pay that price
once again. Mexico'P sugar-dominated market has not yet begun the transition to
a mix of sugar and -n sweeteners, but will certainly do so with the incentive pro-
vided by the proposL agreement. As was done in the U.S., Mexican producers and
fa workers must bear the burden of their own transition. But the proposed
N allov their displaced sugar to be dumped and pushed onto the U.S. market
at the expeifse of U.S. producers, traditional foreign suppliers, and MORE U.S. jobs.
This is unfair. Mexico should not and cannot be allowed to export sugar to the U.S.
that has been displaced in Mexico by HFCS.

Under the sugar section of the Food, Agriculture, Conservation and Trade Act of
1990, commonly known as the "Farm Bill," the U.S. domestic sugar industry is sup-
ported by production loans of 18 cents per pound, which is less than the 19.7 cents
per pound direct payment program which Mexico provides for its producers. More-
over, our Farm Bill mandates the operation of the sugar loan program at no cost
to the federal government. The no-cost feature of the Farm Bill has been success-
fully achieved since 1985 by preventing the dumping of excess production from for-
eign nations onto the U.S. market, while still providing import quotas to 40 foreign

nations (including Mexico) at attractive prices. The influx into the U.S. of unlimited
amounts of displaced Mexican sugar will render the no-cost mandate of the Farm
Bill impossible to achieve and thus defeat the intent of Congress. Additionally, it
could completely displace a large quantity of sugar from the other 39 nations which
have traditionally imported sugar into the U.S. (many of which are Caribbean na-
tions with serious economic problems of their own) and which will suffer severe
losses as a result of NAFTA. The President of the CBI Sugar Group, in a letter to
former Secretary of State Baker, stated, "This, in our opinion, would be totally un-
fair to the traditional suppliers of the U.S. market and a violation of the spirit and
perhaps the letter of existing GATr agreements." Spokesmen for other sugar-pro-
ducing nations have expressed similar dismay over the unfair and GATT-incompat-
ible aspects of the sugar section of NAFTA. We believe their concerns are well-founded.

In its present form, the sugar provisions of NAFTA will result in the further
weakening of the economy of numerous Caribbean and other developing nations and
will cause a drastic shrinkage or, perhaps, even the demise of the U.S. sugar indus-
try and the consequent loss of untold thousands of U.S. jobs. Although additional
low-paying jobs will undoubtedly be created in Mexico, the real winners will be the
Mexican investors who will reap untold profits from United States producers and
the traditional suppliers to the U.S. market. The loss to the United States and its
other traditional trading partners will be catastrophic.
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To ease the burden to the U.S. sugar industry, the agreement must be modified
in several respects. First, as previously stated, Mexico will be g:ven increased access
to the U.S. market any year it is projected to achieve "surplus producer" status. The
determination of "surplus producer" status must be modified to include in the con-
sumption calculations not only sugar but also other caloric sweeteners, particularly
corn sweeteners. Otherwise, Mexico will have tremendous incentive to achieve sur-
plus status merely by replacing the 1.5 million tons of sugar presently consumed
b its beverage industry with corn sweeteners and shipping its surplus sugar to the
US. Secondly, the "surplus producer" calculations must be made on the basis of ver-
ifiable history and not just on vague projections as presently provided.

Thirdly, there must be an access limitation incorporated into the agreement.
Under the current proposal, Mexico's access would be expanded to 150,000 tons in
year seven and be increased by 10 percent per year during years eight through 15.
By year 15, this would amount to imports of 322,000 tons, 44 times Mexico's current
access. At the end of the 15th year, or at any earlier time that Mexico achieves sui-
plus producer status for two consecutive years, Mexico would be permitted to send
its entire net surplus production to U.S. markets. This provision must be stricken.
At no time should Mexico have virtually unlimited access to U.S. markets, particu-
larly after a mere six years.

Moreover, when domestic marketing allocations are imposed under the U.S. sugar
program, imports from Mexico, or any other country, above the 1.25 million short
ton minimum, must be subject to the common external tariff. To prevent substi-
tution of sugr during or after the transition period, Mexico must apply the common
external tariff to all non-NAFTA sugar imports after it achieves net surplus pro-
ducer status.

Fourth, under the agreement as presently drafted, U.S. Section 22 protection for
refined sugar and sugar-containing products will be phased out over 10 years. This
transition period should be increased to 15 years, consistent with the transition pe-
riod for raw sugar.

These necessary changes will mitigate several potential damaging effects that are
currently in the proposed agreement. First of all, they will reduce the false incentive
for Mexico to increase production of a surplus commodity. In addition, Mexico will
not be allowed to dump its displaced sugar into our market. The U.S. industry will
be ensured a true 15-year transition period instead of allowing Mexico virtually un-
limited access after a mere six years. There will be a 15-year transition period for
refined sugar and our most sensitive sugar-containing products. Finally, our-
changes will guarantee the integrity of the Sugar Program and access to our domes-
tic market for our traditional foreign suppliers. Even these changes do not address
the troubling problem of the precedent set by providing Mexico, a net importer of
sugar, with generous additional access to the U.S. market. What concessions will
we grant sugar exporting countries that are eventually added to the NAFTA?

The fast track procedure provides for this 90-day review and consultation period
for Congress and the industry to identify and correct flaws in the Agreement. We
formally and respectfully request that Congress direct the Administration to resolve
these problems in the text of the Agreement in the manner which we have pre-
scribedin order to prevent serious damage to the U.S. sugar industry.

We look forward to working with this Committee, other Committees and the Ad-
ministration to successfully resolve these problems. We appreciate the opportunity
of testifying today and will attempt to answer any questions you may have.

NAFTA: U.S. SUGAR INDUSTRY RECOMMENDATIONS

1. Sugar Recommendations. The following changes must be made:

a. Net Exporter Determination. Mexico will be given increased access to the
U.S. market any year it is projected to achieve sugar "surplus producer" status.
This "surplus producer" determination must be changed in two ways:

(1) It must be calculated not just on the basis of sugar, but expanded to
include corn sweeteners. Otherwise, Mexico will have tremendous incentive
to achieve sugar surplus status simply by replacing the 1.5 million tons of
sugar consumed by its beverage industry with corn sweeteners, and ship-
ping its surplus sugar to the United States.

If this change is not made, the pain of adjustment for the Mexican sugar
industry would be shifted to the U.S. sugar industry. Our industry has al-
ready borne the pain of the transition from sugar to corn sweeteners in bev-
erages, at an enormous cost-53 closings of cane sugar mills, beet sugar
factories, and cane refineries, plus the loss of thousands of U.S. jobs.
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(2) It must be calculated on the basis of verifiable his tory and not just
on uncertain projections, a'ierrrently provided. In addition, sound verifica-
tion methods must be established and enforced.

b. Access Limitation. Mexico's access to the U.S. market would be expanded
to 150,000 tons in year 7, and increased 10% per year during years 8-15 of the
agreement. By year 15, this would amount to imports of 322,000 tons, 44 times
Mexico's current access.

But if Mexico achieves surplus producer status any two consecutive years, in-
cluding years 1-6, it is permitted to send its entire exportable surplus to the
United States. This provision must be struck-Mexico should not have virtually
unlimited access to the U.S. market, particularly after a mere 6 years.

When U.S. domestic marketing allocations are in place, imports from Mexico,
or any other country, above the 1.25-million-short-ton minimum, must be subject
to the common external tariff To prevent substitution during or after the transi-
tion period, Mexico must apply the common external tariff to all non-NAFTA
sugar imports after it achieves net exporter status.

2. Sugar-Containing Product Recommendation. U.S. Section-22 protections for re-
fined sugar and sugar-containing products will be phased out over 10 years. This
transition period should be 15 years, not 10 years, consistent with the transition pe-
riod for raw sugar.

PREPARED STATEMENT OF ANN M. VENEMAN

Mr. Chairman and members of the Committee: I appreciate this opportunity to
discuss the provisions of the North American Free Trade Agreement (NAFTA) as
they relate to agriculture. Speaking for Secretary Madigan and the Department, I
want to begin by conveying our gratitude for the support we received from Congress
in conducting these negotiations.

While any negotiation requires give and take, I am pleased to report that, on the
whole, the agreement text closely reflects the advice and guidance provided to us
in frequent consultations with the Congress, congressional staff, private sector U.S
agricultural groups, and other interested groups.

The NAFTA provisions meet our objectives for a market access agreement that
will create new, long-term growth opportunities for U.S. agricultural exports within
our own hemisphere-an agreement that, in the case of agricultural trade between
Mexico and the United States, will eliminate all tariff and nontariff barriers in 15
years.

The NAFTA also includes provisions addressing the many concerns expressed to
us about the need for long transition periods or special safeguards for our most im-
port-sensitive production sectors, as well as strong protections for U.S consumers
and the environment.

The agreement we are proposing meets the ambitious goals set back in June 1990,
when Presidents Bush and Salinas issued a joint statement that our two countries
would begin consultations on a comprehensive free trade agreement. Canada joined
in the formal negotiations, which began on June 12, 1991, and agreement was
reached on August 12, 1992.

The NAFTA, which iould incorporate the 1989 U.S.-Canada Free Trade Agree-
ment, holds before us the promise to link the three great nations of our continent
in a historic partnership for economic cooperation and growth in an increasingly
competitive world economy. To quote Secretary Madigan, this agreement is truly"pro-agriculture, pro-jobs, and pro-trade."

Mr. Chairman, in my statement today, I will discuss the NAFTA provisions rel-
evant to agriculture and what the proposed agreement means for U.N. agriculture.
In the process, I will describe the bilateral market access provisions on agriculture
between the United States and Mexico, trilateral provisions on agriculture that
apply to all three countries, and other sections of the agreement that have impor-
tant implications for agriculture. I will also outline the anticipated benefits for U.S.
agriculture, including projected trade impacts for major U.S. commodity sectors.

OVERVIEW OF THE AGREEMENT

To set a context for this discussion, I would fist like to list in very broad terms
a few of the agreement'si major accomplishments involving trade and investment lib-
eralization for agriculture:

-If ratified, the NAFTA will result in the ultimate elimination of all tariffs, quo-
tas, and licenses that act as barriers to agricultural trade between the United
States and Mexico.
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-It will give the United States, and with some exceptions Canada, preferential-
access to the Mexican market.

-It will establish strong rules of origin to ensure that North American producers
- reap the primary benefits from NAFTA trade preferences.

-It will provide stronger protections for agricultural inventions, patents, trade-
marks, and technologies.

-It will give U.S. firms the right to establish agricultural enterprises or acquire
existing businesses in Mexico and Canada; essentially the same rights as Cana-
dian and Mexican firms already enjoy in the United States.

-It will create a fair, quick, and effective process for resolving disputes on
'NAFTA violations among, member governments; it also calls for a system to re-
solve private commercial disputes on agricultural transactions among the three
countries.

It is also important to understand what the agreement does not require; for exam-
ple:

-It does not affect U.S. quotas imposed under Section 22 of the Agricultural Ad-
justment Act of 1933 for any country except Mexico, nor does it affect U.S. tar-
iffs or Other import protections for non-NAFTA countries- similarly, it does not
lift Mexico's import licensing requirements, tariffs, and otier import barriers for
non-NAFTA countries.

-It does not require any changes in stringent U.S. standards for food safety, ani-
mal or plant health, or environmental protection, nor does it prevent the adop-
tion of even tougher science-based standards.

-It does not exempt our NAFTA partners from meeting U.S. quality and grade
standards for fruits, vegetables, and other products.

The NAFTA includes very general provisions related to export subsidies and do-
mestic support. The three countries agree to work toward the elimination of export
subsidies in North America, to provide notice of intent to introduce a subsidy on ex-
ports going to another NAFTA country, and to consult about ways to avoid sub-
sidies. These provisions would not prevent the United States from subsidizing ex-
ports to Mexico to counter export subsidies from the European Community or Can-
ada. (The prohibition on export subsidies in U.S.-Canadian trade would continue.)

The language on internal supports entails a commitment by each party to work
toward domestic farm policies that do not distort trade, but it requires no changes
in domestic farm programs nor does it prevent any changes, as long as they are con-
sistent with GATT obligations.

AGRICULTURAL MARKET ACCESS

Mr. Chairman, as you know, the NAFTA provisions addressing agricultural mar.
ket access involve two separate bilateral agreements; one between Mexico and the
United States, and the other between Mexico and Canada. The appropriate provi-
sions of the 1989 U.S.-Canada Free Trade Agreement will be incorporated un-
changed into the NAFTA and will continue to govern trade between the United
States and Canada.

In my statement, I will not discuss the separate Mexico-Canada bilateral agree-
ment on market access in any detail, but I will be happy to answer your questions
later. Basically, it is similar to the U.S.-Mexico agreement, except that it maintains
current protections for dairy products, poultry, and eggs. Canada insisted on ex-
empting these products from market liberalization, so th e exemptions apply to both
parties in their bilateral trade.

There are no exempted commodities in the U.S.-Mexico agreement, although there
are special provisions for specific commodities during &he transition period. Our goal
was an opeh border with fnie access to the Mexican market for the U.S. agriculture
and food industries.

With its growing economy and its young, rapidly expanding, and incmeasingly ur-
banized population of 90 million, Mexico represenl.s one of the world's fastest grow-
ing agricultural markets. It already ranks as the third largest export market for
U.S. agriculture. U.S. agricultural exports to MIexico have tripled sice the mid-
1980's and are expected to reach nearly $4 billion this year. It is precisely the kind
of diversified growth market needed to ensure future export opportunities for U.S.
bulk and high-value products.

The NAFTA will help bolster Mexico's economic development, providing the addi-
tional investment, jobs, and income that will stimulate demand for a wide variety
of U.S. agricultural products. At the same time, the agreement will substantially im-
prove current U.S. market access and prevent Mexico's return to past policies that
severely limited trade and economic growth.
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Under the agreement, all nontariff measures affecting agricultural trade between
the United States and Mexico will be eliminated immediately. They will be con-
verted either to tariff equivalents using tariff-rate quotas or to ordinary tariffs. This
includes Mexico's import licensing system, the greatest single barrier to U.S. agri-
cultural sales in that market.

All agricultural tariffs-both the newly converted tariffs and those that currently
exist-will be eliminated either immediately or over transition periods of 5, 10, or
15 years (the one exception is Mexico's tariff on U.S. beer, which will be phased out
over 8 years). There will be no tariffs on U.S.-Mexican agricultural trade after the
15-year transition period. We will have free trade.

Immediate tariff eliminations will apply to a broad range of agricultural products.
In fact, when the agreement goes into effect, more than half the value of agicul-
tural trade between the two countries will be completely duty free, compared with
about 25 percent of agricultural trade at present. It is also worth noting here that
negotiators were able to achieve an overall balance in the agreement, so that in
each tariff phase out period the market liberalization of both countries is roughly
equal based on recent trade value.

Some of the remaining tariffs on bilateral agricultural trade will be phased out
over 5 years, such as Mexican tariffs on U.S. mushrooms, frozen sweet corn, and
soups. Both countries protected their import-sensitive sectors with longer transition
periods, tariff-rate quotas, and-for certain products-special safeguard provisions.
The longest tariffphase outs of 15 years will, ppply to a small number of selected
products.

For the most part, current nontariff barriers, such as Mexican import licenses and
U.S. Section 22 quotas, will be converted to tariff-rate quotas. These tariff-rate quo-
tas allow a certain quantity of product to enter duty free; that quantity is based
on past trade levels to assure no reduction in current access. Any amount over the
duty-free quota is subject to an over-quota tariff, which is basically the tariff equiva-
lent of the current nontariff barrier.

In most cases, the duty-free quota grows at a 3-percent compounded annual rate,
while the over-quota tariff is simultaneously reduced. At the end of the 10- or 15-
year transition period, all trade is duty free.

In place of its nontariff barriers, Mexico will have tariff-rate quotas on U.S. corn,
dry beans, milk powder, poultry, barley and barley malt, animal fats, potatoes, and
eggs. The United States will have tariff-rate quotas on imports from Mexico of prod-
ucts that are currently subject to Section 22 quotas--dairy products, cotton, sugar-
containing products, and peanuts.

In addition, special safeguard provisions in the form of tariff-rate quotas will
apply on a seasonal basis to protect the U.S. market from sudden import surges of
Mexican tomatoes, fresh onions, eggplants, chili peppers, squash, and watermelons.
These products accounted for about $340 million in U.S. imports from Mexico in
1991, with tomatoes representing more than half the total. Mexico will have special
safeguard provisions for live swine, most pork products, fresh apples, processed po-
tato products, and coffee extract-products valued at about $100 million in imports
from the United States.

Under the safeguard provisions, the tariff-rate quotas will allow a specified
amount of product to enter at the NAFTA preferential taritT rates. For any addi-
tional amounts, the tariff reverts back to the base MFN rate, typically the rate in
effect at the beginning of the agreement. In general, the amount qualifying for the
preferential tariff will initially be set according to the highest import volume
reached in any year during 1989-91 and will grow at a 3-percent compounded an-
nual rate. All ta-iffs and quantity-based measures on the safeguard items will be
phased out in 10 years.

Several other import-sensitive products are included in the longest phase out cat-
egory to give producers additional time to adjust to free trade. The 15-year tariff
phase out will apply to U.S. imports of Mexican orange juice, dried onions and gar-
lic, asparagus, cantaloupes and certain other melons, cucumbers, broccoli, peanuts,
and sugar. On the Mexican side, the 15-year transition to free entry for U.S. exports
will apply to corn, dry beans, powdered milk, sugar, and orange juice.

In addition, Mexican orange juice and peanuts will also face tariff-rate quotas de-
signed to limit growth in U.S. imports, particularly during the first 6 years of the
agreement. For example, the U.S. tariff-rate quota on frozen concentrated orange
juice will give Mexico annual access fcr 40 million gallons at one-half the MFN tariff
rate, and there will be no growth in the quota volume over the transition period.
The over-quota tariff at the current MFN rate will decline slightly (15 percent) dur-
ing the first 6 years and remain constant for the next 4. All duties will be phased
out over the last 5 years.

Sugar is a special case entirely, and I'H explain those provisions a bit later.



378

A BOOST FOR AGRICULTURAL TRADE

Mr. Chairman, in leading the agriculture negotiations, USDA's goal was to reach
an agreement that would open Mexico's market to U.S. farmers and create new op-
portunities for U.S. agricultural and food exports far into the next century. We be-
lieve strongly that the negotiations were successful.

In analyzing the impact of the agreement, USDA economists have concluded that
the NAFTA will expand trade gains for both Mexico and the United States. And,
because the U.S. economy is 20 times the size of the Mexican economy, the positive
impact on economic growth will be more dramatic for Mexico. More economic growth
in Mexico is good news for U.S. agriculture. A growing Mexican economy means in-
creased food and fiber consumption and more imports from the United States. It
also means greater demand within Mexico for its own agricultural production and,
therefore, a smaller potential for exports to the United States.

Our projections indicate that, by the end of the 15-year transition, the NAFTA
will increase annual U.S. agricultural exports by $1.5 to $2 billion over what would
be expected in the absence of an agreement. U.S. grains and meats would account
for more than half the expanded trade value, although many U.S. products would
benefit. The increased import demand from Mexico will have a positive impact on
U.S. prices and cash receipts, boosting U.S. farm cash receipts a projected 2 to 3
percent.

These expected benefits for U.S. agriculture would expand over time under a free
trade environment as the Mexican standard of living improves, while the NAFTA
would prevent any erosion in U.S. market access that could easily occur without an
agreement.

At the same time, the larger exports will translate into more than 50,000 addi-
tional jobs from the expansion in agriculture, the food industries, and the rest of
the economy. The gains in agriculture will spread and multiply throughout rural
America.

We believe that increased trade within our own hemisphere will position U.S.
farmers as even stronger competitors in the international arena by capitalizing on
U.S. advantages in farm productivity and permitting fuller and more efficient use
of our productive capacity.

IMPACT FOR MAJOR U.S. COMMODITY SECTORS

The benefits of the NAFTA for U.S. agricultural exports become clearer as we look
at how the free trade provisions will affect some of the major commodity sectors.
Grains and oil seeds

For U.S. corn, Mexico's discretionary import licensing requirements will be elimi-
nated immediately, and U.S. access will be determined by a transparent tariff-rate
3 uota. Initially, 2.5 million metric tons of U.S. corn will be allowed to enter Mexico

uty free, and this duty-free quota will grow 3 percent a year. (Mexico imported 1.3
million tons of U.S. corn in 1991, although imports were much higher in the two
previous years.) Mexican imports in excess of the quota amount will initially face
a high tariff, which will drop to zero over 15 years.

Under the agreement, U.S. corn exports to Mexico are expected to increase stead-
ily over time, with a positive impact on U.S. prices and production. The U.S. tariff
on corn imports from Mexico will be eliminated immediately, but U.S. imports are
very small and no significant imports are expected given U.S. advantages in produc-
tion efficiency.

The agreement will immediately eliminate existing tariffs on sorghum trade be-
tween the United States and Mexico. Asj a result, U.S. sorghum exports to Mexico,
at nearly 3.4 million tons in 1991, will increase. The United States has not imported
sorghum from Mexico in recent years, and no significant imports are expected.

Import licensing requirements for U.S. wheat will end immediately, and a 15-per-
cent Mexican tariff on U.S. wheat will be phased out over 10 years. By the end of
this period, U.S. wheat exports to Mexico are expected to reach 1 to 1.5 million tons
a year, compared with an average of about 355,000 tons a year over the last 3 years.
The low U.S. tariff on imports from Mexico will be phased out over 10 years for
durum wheat and 5 years for noudurum wheat. No significant wheat imports from
Mexico are expected, and U.S. phytosanitary restrictions on karnel bunt will not be
relaxed.

For U.S. soybeans, Mexico will immediately reduce its 15-percent seasonal duty
and will also shorten the season during which duties jire applied. The seasonal tariff
will be cut to 10 percent and will be phased out over 10 years. The United States
supplies about three-fourths of Mexico s imports of soybeans and meal, and demand
is expected to increase as Mexico expands its livestock and poultry sectors. Pref-
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erential access should give U.S. producers an even larger share of this growing mar-
ket. The United States currently has no duties on Mexican soybeans, and imports
are close to zero. Both countries will also phase out tariffs on bilateral trade in oils
and meals over periods not exceeding 10 years.

When the NAFTA is fully implemented, the combined gains in U.S. exports of
corn, sorghum, wheat, and oil3eeds are expected to approach 4 million tons a year.

Livestock and meat
Mexico is one of the fastest growing export markets for U.S. meat, both fresh and

processed products. Beef trade is expected to continue to increase under the NAFTA,
which will lock in the current zero duty for U.S. exports of beef to Mexico. Under
the agreement, the United States will waive its U.S. meat import quota restrictions
for Mexico, as we did for Canada in the U.S.-Canada Free Trade Agreement. How-
ever, Mexico is expected to remain a net importer of meat from the United States.

U.S. pork exports to Mexico are likely to increase, possibly doubling by the end
of the transition period when Mexico's 20-percent tariff on U.S. pork will be corn-
pletely phased out. The NAFTA will eliminate all tariffs on exports of other red
meat products, such as variety meats and sausages over periods ranging from 5 to
10 years.

The NAFTA will increase live _attle trade in both directions between the United
States and Mexico. As constraints such as tariffs and export taxes are removed,
more young cattle from Mexico probably will be fed in the United States, and slight-
ly more U.. slaughter cattle may be shipped to Mexico. However, Mexican imports
and exports will remain small relative to the total U.S. market, so NAFTA will have
little effect on overall U.S. cattle production and prices.

U.S. poultry exports have increased rapidly in recent years, and Mexican demand
is expected to continue to grow with the removal of Mexico's import licensing re-
quirement and economic growth in that country.

Dairy products
The NAFTA will allow the United States to obtain a larger share of the Mexican

dairy import market. Mexico is the world's largest market for milk powder and rep-
resents the most important outlet for U.S. nonfat dry milk exports. While the
NAFTA will increase Mexican income growth and the demand for dairy products,
lower feed costs will encourage Mexico's dairy industry to expand. However, Mexico
has no cost advantage relative to the U.S. dairy industry, so the U.S. industry will
remain competitive. Strong rules of origin will ensure that the removal of Section
22 import restrictions for Mexico does not lead to a circumvention of U.S. import
quotas from non-NAFTA countries.

Cotton
The NAFTA will provide an increased export market for the U.S. cotton industry.

Although Mexico was a net exporter in the past, it has been a net importer in recent
ars and has not filled its quota for imports into the United States since 1984/85.
e do not expect an increase in cotton imports from Mexico under the NAFTA. Lib-

eralization will likely increase U.S.-Mexican trade in textiles and apparel, increas-
ing Mexican demand for U.S. cotton either in raw form or as textiles manufactured
in U.S. mills.

Horticultural products
Horticulture is one area that presents both opportunities for U.S. exports and con-

cerns about import competition from Mexico. Income growth in Mexico will increase
that country's consumption of fruits and vegetables, thus limiting Mexico's export
potential to the United States and expanding the market for U.S. produce in Mexico.

With increased market access under the NAFTA, significant growth is expected
for U.S. exports of fresh apples, pears, and peaches. U.S. tree nut exports to Mexico,
which have already doubled since 1987, will continue to expand as the NAFTA
eliminates Mexican tariffs. U.S. exports of many fresh vegetables will also increase,
particularly during Mexico's off-season, as a Vowing middle-class of consumers
there develop a taste for high-quality, year-round produce.

U.S. imports of horticultural products from Mexico are seasonal, generally enter-
ing during the winter months. To give producers of our most import-sensitive prod-
ucts time to adjust, longer tariff phase outs will be applied during the specific sea-
sons when Mexican imports compete with U.S. production. As I have already noted,
the agreement also includes quantity-based transitional safeguards to protect U.S.
producers of certain fruits and vegetables from import surges.

In addition, the United States will maintain stnngent sanitary and phytosanitary
requirements on horticultural imports and will take all measures necessary to en-
sure that imports are safe from pesticide residues. Similarly, U.S. minimum import

F q
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requirements for grade, size, and quality will remain in force and will continue to
apply to Mexican fruits and vegetables, except those products intended for process-
ing.

Sugar
As I noted earlier, sugar is a special case, so I want to explain the NAFTA provi-

sions in some detail. The agreement on sugar, provides for the maximum transition
period of 15 years and contains several provisions expressly designed to prevent the
displacement of world-priced sugar through Mexico-a major concern of many in the
industry.

During the first 6 years of the agreement, Mexico's sugar exports to the United
States will be limited to its current allocation of 7,258 metric tons. Only if Mexico
achieves a net production surplus during the initial 6-year period would it be al-
lowed to export that surplus to the United States, up to a maximum of 25,000 tons.
These exports would enter duty-free.

Beginning in the seventh year, Mexico will be allowed to ship a net production
surplus up to a maximum 150,000 tons duty free. This ceiling will grow 10 percent
per year over the remainder of the 15-year transition. If Mexico reaches net surplus
producer status for two consecutive years at any time during the transition period,
beginning in year seven or the second year of net surplus producer status (which-
ever is later), exports during the remaining transition period will be limited to its
neL4roduction surplus.

These provisions ensure that any additional duty-free access during the 15-year
transition period would depend on Mexico becoming a net exporter of sugar-a pros-
pect that USDA analysts consider unlikely for the foreseeable future.

Regarding the tariff-rate schedule, the U.S. over-quota duty will be reduced 15
percent over the first 6 years and will then be phased out in a linear fashion over
the remaining 9 years. Mexico will align its tariff regime with that of the United
States by the end of the sixth year after the agreement comes into force, implement-
ing a tariff quota with rates equal to those of the United States. This permanent
arrangement will protect U.S. producers from any threat of future displacement.
During years 7-15, tariffs on bilateral sugar trade between the United States and
Mexico will be reduced linearly to zero.

The U.' I ar re-export program will remain in place for exports to Mexico. Both
the United a'tes and Mexico will allow duty-free access in the case where one im-
ports raw sugar from the other, refines it, and then re-exports it back to the produc-
ing country. However, it is important to note here that refining does not confer ori-
gin. For example, if a Mexican company imports raw sugar from outside NAFTA
and refines it, the refined sugar may not be exported to the United States at
NAFTA's preferential tariff rates.

Some segments of the U.S. industry wanted to include high fructose corn syrup
(HFCS) in the sugar provisions. In the negotiations, Mexico rejected this suggestion,
and it became clear that we would have to offer concessions in other areas to change
Mexico's position. We are satisfied that the agreement that was reached on sugar
represents a balanced package, even though it does not include HFCS.

Tobacco
The United States currently ships almost no tobacco to Mexico because of restric-

tive impcrt tariffs and licenses. Under the NAFTA, Mexico will eliminate the li-
censes immediately and apply a 50-percent tariff that will be phased out over 10
years. As trade barriers decline, U.S. exports of leaf tobacco, cigarettes, and other
tobacco products will increase. By the end of the transition period, annual U.S. to-
bacco exports to Mexico are projected to reach $1004125 million, ten times the ex-
pected level in the absence of an agreement. Existing U.S. tariffs on tobacco from
Mexico will be removed over a 10-year transition, but the NAF TA is not expected
to significantly affect U.S. imports.

Wood products
Although wood products are not included in the projections of U.S. agricultural

export expansion under the NAFTA, this sector will experience significant export
growth. Mexico is the third largest export market for U.S. wood products, despite
duties' generally ranging from 10 to 20 percent on various products. Under the
NAFTA, these duties will be phased out over 10 years, making U.S. wood products
more competitive. The huge need for additional housing in Mexico's urban areas, as
well as the growth in vacation homes and resort construction in tourist areas,
should mean substantial opportunities for U.S. wood product exports in the years
ahead.



381

OTHER BENEFITS OF NAFTA

Mr. Chairman, over 14 months of intensive negotiations, our negotiators worked
to craft an agreement that offers a broad range of benefits and protections for U.S.
commodity sectors. I have already discussed how U.S. grains, meats, and other prod-
ucts will benefit from increased market access and growth in Mexican demand.

I have pointed to the longer adjustment periods and tariff protections that the
NAFTA provides for import-sensitive U.S. sectors. For commodities subject to Sec-
tion 22 quotas, for example, Mexico will be granted a small initial duty-free quota
and any additional amounts will be charged a high tariff based on 1989-91 levels
of rotection.

[have also discussed the special agricultural safeguard on seven U.S. tariff cat-
egories that, together, accounted for about $340 million in imports from Mexico in
1991. The safeguard would not restrict trade under normal circumstances but would
be available during the transition period to limit the impact of sudden import
surges.

I want to make it very clear once again that when we talk about the elimination
of nontariff barriers and the phase out of agricultural tariffs between the United
States and Mexico, this does not in any way change U.S. tariffs, Section 22. quotas,
or other import protections that apply to non-NAFTA countries. All U.S. protections
would remain in place for other suppliers. Similarly, Mexico's licensing require-
ments, tariffs, and other barriers that currently restrict imports from other suppli-
ers would continue in force.

However, this agreement is broader than these market access provisions, and I
would like to highlight some of the other major protections and benefits it offers for
U.S. agriculture.

The NAFTA includes strong country-of-origin rules so that the incentives for trade
within North America do not open the floodgate to free access for the products of
countries outside this continent. Commodities originating outside the NAFTA must
be transformed or processed significantly in Mexico before they can receive pref-
erential treatment for shipment to the United States. Customs auditors will be able
to visit production facilities in other NAFTA countries to ensure that tariff pref-
erences go only to qualifying goods.

In general, the NAFTA rules of origin for the U.S.-Mexico agreement are much
stronger than those in the U.S.-Canada Free Trade Agreement. For example, in the
1989 U.S.-Canadian accord, Canadian peanut butter made from imported peanuts
is eligible for preferential access into the U.S. market. Under the NAFTA, only
Mexican peanut butter made from North American peanuts would receive pref-
erential tariffs. To qualify for NAFTA access preferences, no milk or milk products
from outside NAFTA may be used to make milk, cream, cheese, yogurt, ice cream,
or milk drinks. All single-strength citrus juices must be made from 100-percent
NAFTA fresh citrus fruit.

In addition, the NAFTA specifically recognizes the right of each country to estab-
lish its own levels of protection for human, animal, and plant health, as long as its
measures are based on science. The NAFTA also allows states and local govern-
ments to enact their own tough standards without restriction, so long as these
standards are scientifically defensible. Imports that do not meet U.S. health and
safety standards will be prohibited. USDA and the Food and Drug Administration
will- continue to enforce legal limits on pesticide residues and refuse entry to any
products that do not meet these limits.

In other words, the United States will maintain its high standards for public
health and food safety. There will be no con romise in these areas.

Similar rights and conditions apply to U.S. protections for animal and plant
health. Each country sets its own level of desired protection, conforming to scientific
principles. If Mexico declares one of its agi-icultural areas to be free of a disease or
pest that would threaten U.S. agriculture, it must provide evidence supporting the
claim and allow U.S. officials access for inspection and testing.

As I noted earlier, the NAFTA also allows esch country to continue to develop
grade standards to meet the marketing rules df its agricultural industry and ensure
that consumers receive a product of acceptable qua ity.

Provisions in the NAFTA's Intellectual Prop rty Rights text provide stronger pro-
tections for agricultural inventions and pater s, and expand coverage to a wider
range of technologies. This is particularly import-ant for the United States, a world
leader in innovation and new technology, including the emerging biotechnologies.
U.S. companies spend millions of dollars every year to develop new plant varieties
and processes that increase the efficiency arid productivity of U.S. farmers, food
processors, and input industries. The NAFTA requires all three countries to enforce
rights against infringement and piracy, both internally and at the border.
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U.S. firms in Mexico will no longer be required to buy only Mexican products. B
eliminating Mexico's local-content requirements for manufacturers, the NAFTA wil
increase the demand for products from the United States, such as ingredients for
processed food products.

U.S. companies involved in agricultural transportation will also benefit from the
NAFTA. Mexico's market for international truck and rail transport, now restricted
to Mexican firms, will be opened to U.S. companies. International cargo represents
40 percent of all cargo transported in Mexico and is the fastest growing segment
of its trucking and rail markets.

Although I have emphasized agricultural and food industry opportunities and pro-
tections, I do not want to ignore the concern we all share about protecting the envi-
ronment. The NAFTA is the most environmentally sensitive trade agreement in his-
tory. It establishes the principle that economic development within North America
must take full account of the environment. It permits countries to establish strict
environmental requirements for investment, commits the United States and Mexico
to a border teanup plan, and calls for cooperative programs for improved control
and prevention of pollution and other threats to a sale, clean, healthy environment.

SECURING FUTURE MARKETS

Mr. Chairman, while this agreement may not give us everything we wanted in
every area, the proposed text represents a comprehensive, fair, and balanced agree-
ment that meets our agricultural objectives and addresses our primary concerns. It
provides strong protections for our import-sensitive agicultural sectors, consumers,
and the environment, while ultimately achieving the free market access we sought.

The greatest challenge we face in the world today is one of economic competition
and growth. To expand and prosper, U.S. agriculture needs growing export markets.
The NAFTA will put U.S. farmers in the middle of the world's largest and richest
free trade area, with more people, more income, and more potential for future
growth in food demand than the 12-nation European Community. It will secure fu-
ture growth opportunities for U.S. agriculture within our own hemisphere.

The latest USDA forecasts indicate that our two closest neighbors together will
purchase a record $8.5 billion in U.S. farm and food products this fiscal year. That
is fully 20 percent of our total agricultural exports-more than either Japan or the
EC is expected to buy. North America, for the first time in history, has become our
largest agricultural export market, and the NAFTA will lay the foundation for con-
tinued growth far into the next century.

Mexico, in particular, represents an agricultural market of great growth potential.
Income growth and the emerging demand for better, more diverse diets already
present substantial opportunities not present in the relatively mature U.S. and Ca-
nadian markets, and Mexico's population is growing at a much faster rate. In fact,
over the next 20 years, Mexico is expected to add more people to North America's
total population than the United States and Canada combined.

The NAFTA will protect and expand U.S. access to this market, while bolstering
Mexican economic growth and the demand that results from higher incomes. The
ratification of this agreement will demonstrate to the world what can be achieved
when nations recognize the benefits of free trade and are committed to realizing
those benefits for their farmers and ranchers, their citizens, and their economies.

RESPONSES OF ANN VENEMAN TO QUESTIONS SUBMITTED BY SENATOR SYMMS

Question No. 1. What are the safeguards to prevent Mexico from buying cheap for-
eign sugar and then selling it on the U.S. market for a profit?

Answer. Mexico agreed not to do this and will permit U.S. Customs agents to in-
spect Mexican sugar facilities.

Question No. 2. a. Why is the phase-out of tariffs on refineC' sugar and sugar-con-
taining products coming from Mexico -10 years, while the phase-out for raw sugar
is 15 years?

b. Could the phase-out for refined sugar and sugar-containing products be equal-
ized with that of raw sugar?

Answer. As described in the NAFTA sugar provision (Annex 703.2), the tariff
phase-out period for refined and raW sugar is 15 years.

The tariff phase-out period, for both the United States and Mexico, for sugar-con-
taining products is 10 years.

The 10-year phase-out period for sugar-containing products is appropriate since
the United States has a growing trade surplus with Mexico in sugar-containing
products. In 1991, the United States exported more than $20 million of sugar-con-
taining products, covered by U.S. Section 22 provisions, to Mexico, while importing
about one million dollars of similar products from Mexico. We definitely believe it
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is in our advantage to have a 10-year phase-out of Mexican tariffs on sugar-contain-
ing products. Moreover, Mexican exports, if any, of sugar-containing products will
be limited during the 10-year transition period by the U.S. tariff-rate quota on those
products.

While it is legally possible to re-negotiate the tariff phase-out period for sugar-
containing products, we do not feel such an action is in our best interests. First,
the existing NAFTA agreement represents a delicately balanced exchange of conces-
sions. Any attempt to change tariff offers would disturb that balance and would risk
unraveling the entire package. Second, as noted above, we do not feel that a longer
tariff phase-out period for sugar-containing products is in our best interests.

Question No. 3. The NAFTA gives Mexican sugar near-unlimited access to the
U.S. market after 6 years if it achieves a surplus after 2 consecutive years. Does
this not conflict with the 10 to 15 year phase-out period for sugar?

Answer. We are not providing Mexico unlimited access to the U.S. sugar market
after 6 years. As provided for in the NAFTA sugar provisions, there will be a 15-
year transition period as Mexico and the United States adjust to free trade in sugar.

Mexico is a less efficient, higher cost producer of sugar, and will only be able to
export if it becomes more efficient which will require substantial investment and
time.

We do not expect Mexico to achieve net surplus producer status in the foreseeable
future. At present, the Mexican population is growing by 2.3 percent annually, and
sugar consumption is expected to grow, at least, by the same pace. In order for Mex-
ico to become a net surplus producer either Mexico would have to produce much
more sugar than it now does, or it will have to consume less sugar than it produces.
Neither development is considered likely.

Mexico's potential to increase sugar production is limited by the high relative cost
and inefficiency of its producers. In fact, Mexican sugar production has dropped
from 4 million metric tons in crop year 1986/87 to 3.5 million tons in 1991/92. Mexi-
co's total and per capita consumption of sugar, encouraged through direct and indi-
rect public sector support, is increasing. Any substitution of non-sugar sweeteners,
such as corn sweeteners, for sugar is not likely since neither economic nor dietary
incentives for switching exist in the Mexican market. With production declining and
consumption increasing, Mexico is moving away from, not toward, being a net sur-
plus producer.

In short, Mexico is not likely to become a net surplus producer in the foreseeable
future. Moreover, the quantity of sugar, if any, that Mexico could export to the Unit-
ed States under the NAFTA sugar provision would continue to be limited by Mexi-
co's net surplus production. Sugar -is the only product in the NAFTA subject to such
a restriction.

Question No. 4. Will HFCS capture up to 50 percent of the Mexican sweetener
market?

Answer: Not likely:

* Only about one third of Mexican sugar consumption of about 4.5 million tons
is used in soft drinks and other liquid uses.

" The incentive to switch to HFCS is lower in Mexico. The Mexican government
enforces a refined sugar price ceiling at about 23 cents a pound, whereas the
U.S. price (currently about 25 cents) is based upon a price support system in
which there is a price floor, but no ceiling. There is no floor to the sugar price
in Mexico, and especially during the sugar harvest the sugar price can sink to
much lower levels.

" NAFTA will not encourage the building of HFCS capacity in Mexico so much
as it will stimulate Mexico's importation of U.S. HFCS.

" The NAFTA guarantees the U.S. duty-free corn shipments of 2.5 million tons
a year to Mexico, which is to grow 3 percent a year, and the over-quota tariff
will decline over 15 years. This is not enough corn to justify building HFCS
pants in Mexico. The price of corn in Mexico will likely be higher than in the

nited States until the very end of the 15-year transition period, and the value
of by-products lower.

" The United States could export more HFCS to Mexico. The duty is 15 percent,
which declines by 1.5 percent a year to zero after 10 years.

" As the Mexican sugar industry goes through a process of downsizing, it is likely
that sugar roduction will cease in some northern areas while it expands in the
central an southern areas. The northern areas are deficit areas in sugar, to
which it is expensive to ship sugar from the more southern parts of Mexico.
U.S. HFCS would be most competitive in northern Mexico, and less competitive
in southern Mexico. The best estimate is that about half of the liquid market,
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say between 500 000-750,000 tons, could be gradually taken over by HFCS,
whether produced in Mexico Or the United States.

Question No. 5. Could Mexico become a net exporter of sugar, in the near term?
Answer. Not likely:

" Mexico produces about 3.5 million tons of sugar and consumes about 4.5 million
tons, for a structural deficit of about 1 million tons.

PRODUCTION

" Mexican sugar producers will not be able to expand production significantly,
even if they could obtain the U.S. price. The Mexican raw sugar support price
is about 18.7 cents a pound, fob factory, which is n6t much lower than the U.S.
price support level. At this support level, some Mexican factories have closed
and others are on the verge of closing. Without further government support,
more downsizing of the Mexican sugar industry will occur.

" It will be 6 years before any significant access to the U.S. market is possible.
Investments will simply not be made for returns which will only come after 6
years, and are not likely even then.

CONSUMPTION

* Mexico's population and income growth will tend to boost caloric sweetener de-
mand.

" Mexico may allow the sugar price to rise. But this will be an internal- policy
decision, and is not part of NAFTA. More likely, Mexico will continue to keep
a ceiling on the price of sugar as an anti-inflationary tool, and as a consumer
subsidy. If Mexico does allow the sugar price to rise, it is reported considering
a "sugar voucher" system for the poor which would effectively keep the sugar
price low for the majority of the population. Any sugar price increase would not
result in an absolute decline in total caloric sweetener demand, but might slow
the increase.

* Sugar prices in the U.S. and Mexico would not converge until the second-tie - .
tariff declines to zero in Year 15: convergence before then would be a policy
choice.

HFCS

" HFCS, likely imported from the United States, is not likely to take more than
about 500,000-750,000 tons of the Mexican caloric sweetener market. (See
Question 4.)

SUMMARY

" For Mexico to become net exporter of sugar would require a sharp decline in
sugar demand and a sharp increase in sugar production. Neither is likely, and
the simultaneous occurrence of both is even more unlikely.

PREPARED STATEMENT OF PETE WENSTRAND

Mr. Chairman and members of the committee, thank you for the opportunity to
p resent the views of the National Corn Growers Association (NCGA). I am Pete

enstrand, a corn farmer from Essex, Iowa, and I will be taking over as First Vice
President of NCGA tomorrow.

The National Corn Growers Association has endorsed the North American Free
Trade Agreement (NAFTA) for several reasons which I will discuss in detail later.
First, I would like to commend the Finance Committee for your attention to this
agreement and your dedication to cee that NAFTA is good for America. When I tes-
tified on behalf of fast-track negotiating authority many months ago, I recognized
that Congress has the final say on the destiny of NAFTA. If your examination con-
cludes that this agreement is not good for U.S. agriculture or our nation in 4ene~al,
it is your obligation to inform the President and us of your findings so we can-at-
tempt to address your concerns. If you determine it is a good agreement, please act
as swiftly as possible to move the process along.

From the perspective of the U.S. corn grower, Mexico had been a steady market
until recently. In the 1989-1991 period, Mexico averaged buying 2.6 million metric
tons (mimt) of corn per year. The 1985-1992 average would be around 2.4 mint. In
the 1989-90 marketing year, Mexico had a bad crop and they imported 4.6 mint.
Mexico subsequently increased its corn subsidies, resulting in more production and
beginning a downward trend in corn imports. In the 1990-91 marketing year, Mex-
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ico imported 1.8 mmt and this year its foreign purchases dropped to under 1 mmt,
reflecting what apparently is now the norm rather than an exception. As a result,
Mexico, which was once among our top 2 or 3 export customers, fell to number 10.
Given the current uncertainties of our export market, the U.S. needs a positive
turnaround with our historic customer.
4Mexico has an export licensing program that can choke off corn imports at any
time. The removal of this barrier was the number one criterion for us to judge a
NAFTA agreement to be successful. The pact before us today would eliminate the
export licensing program and replace it with a tariff-rate quota. The initial level of
duty-free imports would be 2.5 mmt with a compounded growth of 3% per year for
15 years. At the end of that period, all trade in corn would be unhindered. While
one would always hope for immediate free trade when it is of benefit, or for a higher
tariff-rate quota, the level negotiated is certainly a substantial improvement over
the recent trend. The 2.5 mmt level would place Mexico back among the top five
export customers for U.S. corn farmers.

This agreement would also improve sales of value-added U.S. agricultural prod-
ucts to Mexico. As all of you know, NCGA has always supported a more aggressive
value-added policy. All indications suggestpork, beef and poultry sales to Mexico
will increase as a result of this agreement. Few question that the agreement on the
whole will create new industries and jobs in Mexico, creating new wealth. With this
increased affluence, an improved diet will be demanded by Mexican citizens This
further expands the potential For sales of not only meat and livestock-which cer-
tainly will cause more corn disappearance-but also the other food items which the
Mexicans will demand. U.S. corn producers stand to benefit from the increased ex-
ports of our bulk commodity and the processed products that magnify the value of
our grain.

NFTA would link the U.S., Mexico and Canada in the largest and richest free
trade zone in the world, with 390 million people and a $6 trillion economy. This
trade union premises to bp a valuable hedge against the many unfair trade practices
around the world. Most specifically, this pact should send a tremor through the bu-
reaucrats in Brussels who dream of a walled-up European Community that never-
theless exports freely to the rest of the world. NAFTA should signal the U.S. will
not sit idly by while the EC continues to rob our farmers of their markets. While
NCGA would be hesitant to advocate a trade war, we certainly should be in a posi-
tion to win if provoked. Even with this said, I must point out that our trading part-
ners who deal With the U.S. fairly should have nothing to fear from NAFTA. In fact,
it should improve all three countries' economies, setting the stage for increased buy-
ing power and enhanced trade around the globe.T he overall policy of the United States has been lacking as it pertains to Mexico
and this agreement is the first step in recognizing the importance of our southern
neighbor. Population growth in Mexico is among the fastest in the world, starting
with over 90 million consumers. It is a ycung population with which trade must be
developed. It is in the best interest of the United States to help create in Mexico
an atmosphere of growth, optimism and security. As I mentioned before, this agree-
ment will create wealth that will lessen the incentive for Mexican citizens to leave
their nation. As it is now, hundreds of thousands of some of the best workers in
the world are forced to leave their homes to look for a way to provide for their fami-
lies. While many of these hard-working men and women have been successful in the
U. S., all too many never find the jobs they were searching for. This agreement will
help provide jobs for Mexicans at home who do not want to leave and help those
that do want to come to this Country have more opportunities. It will also provide
opportunities for Americans to move to Mexico and bepart of this historic time.

Most of the discussion of NAFTA has been focused on Mexico, but Canada is a
major partner in this three-country union. Despite its relatively low population of
27 million people, Canada is a major power in world trade as the seventh largest
free-world economy. Canada is the number one customer for U.S. high-value exports
and is the destination of almost 10% of all our agricultural exports. NCGA opposed
the U.S.-Canada Free Trade Agreement because it institutionalized the countervail-
ing duty on U.S. corn. A few years later, GATT ruled in our favor and Canada ad-
hered to the finding and the NCGA position was justified. I mention this to illus-
trate the fact that we do not take these agreements lightly and will fight to assure
U.S. interests are protected. We did welcome Canada's entrance into these talks and
are excited about our neighbor to the north helping create the North American Free
Trade Agreement.

Finally, let me touch on concerns that this agreement will cost jobs in the U.S.
We must accept the challenge to discover the job opportunities that NAFTA rep-
resents. Iowa produces about one-fourth of the hogs raised in this country. If
NAFTA accelerates demand for pork, there will be new jobs in livestock breeding,
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feed milling, veterinary services, meat packing, etc. This is only one example of how
a trade agreement can represent opportunities.

We must create jobs and increase farm prices in this country and I firmly believe
NAFTA will by adding value to our products, by improving the economies of our
closest neighbors and by creating more trade.

RESPONSES OF MR. WENSTRAND TO QUESTIONS SUBMITTED BY SENATOR
DURENBERGER

At the hearing last September you submitted two questions with regard to etha-
nol production and the free trade agreement with Mexico: (1) Do the National Corn
Growers plan to expand ethanol production and sales into Mexico?; or (2) do the Na-
tional Corn Growers see Mexico as a primary competitor in the ethanol market?

The National Corn Growers Association does not anticipate any direct impact on
ethanol supply or demand as a result of the North American Free Trade Agreement
(NAFTA).

Demand for ethanol in Mexico will be limited by the price of petroleum unless the
Mexican people decide to encourage the use of ethanol and other alternative fuels
to improve air quality. If Mexico decides to discourage the use of petroleum, ethanol
should be able to capture a portion of that alternative fuel market. However, this
would be a matter of domestic policy rather than a result of the trade agreement.

The NCGA does not expect Mexico to compete for the U.S. ethanol market. Corn
is still the preferred feedstock for ethanol production, and Mexico is not competitive
in corn production. As new technologies become available, it is possible that Mexico
could improve its competitive position with respect to ethanol production. However,
it is unlikely that this will happen since Mexico's comparative advantage will con-
tinue to be in production that is labor intensive, and the new technologies will have
to be low labor, low cost, if ethanol is to compete with petroleum.

One problem that could arise with NAFTA would be the transshipment of ethanol
produced from subsidized European Community wine. This has been a difficult issue
with the

Carribean Basin Initiative, but the rules of origin in the Agreement should pre-
vent similar problems from arising with NAFTA.

I hope this answers your questions. If the National Corn Growers Association can
assist you with any further information, please do not hesitate to contact our Wash-
ington office.

K -,

vJ
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STATEMENT OF THE AMERICAN SHEEP INDUSTRY ASSOCIATION
The American Sheep Industry Association (ASI) is the national voice of the coun-

try's 110,000 sheep producers. ASI is a federation of 49 state member associations
and 23 industry affiliated organizations dedicated to the economic, educational and
social interests of the sheep industry. Sheep producers established the nation's first
livestock commodity organization in 1865 an the nation's first self-help commodity
promotion program in 1954.

The North American Free Trade Agreement (NAFTA) with Mexico holds promise
of increased export opportunity for American sheep and lamb yet presents serious
concerns for American wool production.

The American Sheep Industry Association's (ASI) view of the NAFTA in general
is positive, however the two very different products of meat and wool must be ad-
dressed separately. There are positives for live animal and meat trade under an
agreement that lowers tariffs, eliminates non-tariff trade barriers, and ensures con-
tinued protection of animal herd health. Conversely, there are potential negatives
in the manner that wool and woolen textiles are treated under the agreement.

LIVE SHEEP AND LAMB TRADE

Mexico is the largest export market for American sheep and lamb with a value
of trade in 1991 of $44.1 million. Mexico's purchases of live sheep have increased
from 454,509 head in 1990 to 812,516 last year. This dramatic increase in demand
is continuing in 1992 with 586,000 head exported by the U.S. to date. Our exports
to Mexico are a full 20% ahead of last year's record setting pace.

Mexico has traditionally been the strongest market for mutton sheep and on aver-
age has purchased over 60% of our older market ewes. Demand for lamb in Mexico
has risen dramatically ir, recent years and these sales have been a bright spot in
an otherwise dismal domestic lamb market. In fact, lamb exports to Mexico have
increased to the point that the Department of Agriculture agreed with the industry
and this year began reporting lambs separate from mutton sheep in order to gauge
the impact on the American lamb market.

Mexico currently imposes an Ad Valorem tariff of 10% on American live sheep and
lambs as well as on meat imports. The vast majorit of our exports to Mexico are
live animals which are then processed in Mexico. NA TA calls for Mexico to reduce
their tariffs incrementally to zero over a ten year period which we view as positive
to enhancing trade. However, we believe a phase out of tariffs in a period shorter
than ten years would be much more beneficial for both Mexico and the United
States. New Zealand and Australia have significantly increased their sales of frozen
mutton and lamb product to Mexico in the last year and a half and with the larger
market share they are creating, can replace the demand for live animals from the
U.S. Replacement of live animal trade with frozen product would adversely impact
Mexico's sheep slaughter industry.

Therefore, we believe it is of mutual interest to both Mexico and the United States
to continue our trade which is predominantly live animals and to encourage this
trade as much as possible. It will be difficult or American producers and importers'
in Mexico to maintain and enhance this market without a aster acceleration of the
tariff reductions.

Under NAFTA, the U.S. tariffs on Mexican lamb and sheep meat will be phased
out immediately. The U.S. does not impose tariffs on live sheep from Mexico how-
ever very limited numbers are imported and the meat imports were less than 30,000
pounds last year.

A final NAFTA must provide for fair trade, eliminate non-tariff trade barriers
and protect the health of our sheep. Health concerns and regulations have played
a large role in past trade with Mexico. The sheep industry has a number of concerns

(387)
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that need to be addressed in NAFTA to facilitate fair trade and protect herd health.
The NAFTA if properly implemented and enforced in the sanitary and phytosanitary
sections, can benefit trade nearly to the same degree as lowering tariffs.

Import licensing, sanitary and phytosanitary standards and border inspection is-
sues must be dealt with for NAFTA to be successful. This is particularly true since
the majority of our trade is live animal, both market and breeding stock. The agree-
ment while addressing these concerns leaves much to the eventual implementation
and enforcement procedures to determine if NAFTA will truly meet the needs of the
livestock industries of both countries. The agreement language as it is today, is well
intended but still very much dependent upon the actual implementation of its meas-
ures.

The sheep industry strongly supports the right for the United States to take sani-
tary and phytosanitary measures necessary for the protection of human, animal or
plant life or health in its territory, including a measure more stringent than an
international standard, guideline or recommendation. Additionally, the industry
supports standards based on science and risk assessments, control procedures, and
notification procedures as important pieces of addressing our health, concerns. Uni-
form standards for inspection stations and uniform enforcement of regulations on
the movement of sheep at the, border, as well as expanded use of private facilities
must be included. According to the NAFTA text, it appears that the oversight and
responsibility in these areas is split between the proposed Committee on Sanitary
and Phytosanitary Measures and the various government agencies, however the spe-
cific delegation of authority is lacking yet in many respects.

The American Sheep Industry Association supports strong Country of Origin rules
and strict enforcement to ensure that the benefits of NAFTA accrue only to NAFTA
signatories. Effective Country of Origin rules are necessary for both animal health
concerns in the instances where animals are from countries outside of NAFTA, and
to ensure that only NAFTA signatories receive preferential tariff treatment. Large
sheep producing countries ship live sheep into Mexico as indicated by the reported
60,000 to 80,000 head delivered to date in 1992. Our industry is concerned that
transshipment of these animals and their products into the U.S. will occur without
strong enforcement of rules of origin. It is possible that wool and meat from these
animals will receive preferential tariff treatment as Mexican product for export to
the U.S. under NAFTA. Diligent enforcement of certificates of origin must be in
place to prevent transshipment including vigorous inspection and verification proce-
dures. Particularly in the cases of live animals imported to one country and then
exported to a third, it is all too often that officials lose track of the animals identity
and origins, therefore allowing shipment without proper health considerations.

WOOL AND WOOLEN TEXTILES TRADE

Nearly all the Chapter 51 (U.S. Harmonized Import Tariff Code) categories of
wool are slated for immediate phase out of tariffs into the U.S. Several categories
such as carbonized wool will be phased out over five years. The Mexico tariffs of
10% Ad Valorem on most American wool categories will be phased out over a ten
year period. All wool textile products that meet the "yarn-forward" requirement will
receive preferential tariff treatment. An additional amount of wool product will ben-
efit under the Tariff Rate Quotas to be implemented. The 10% Ad Valorem tariffs
Mexico currently imposes on raw lamb and sheep skins will phased out imme-
diately.

ASI supports strong country of origin rules for wool and woolen textiles. ASI ac-
tively sought a "fiber-forward" rule during the draft negotiations which would better
serve domestic wool producers industry than the "yarn-forward" position presently
included in the NAFTA. The yarn forward rule will allow wool produced in countries
other than NAFTA signatories to receive preferential tariff treatment in export to
the U.S. after one or more transformations in a NAFTA country. This position could
be damaging to the domestic wool production, given the potential for expanded ap-
parel processing in Mexico. (attachments 1, 2, 3)

Fully adequate monitoring and enforcement procedures must be implemented to
ensure universal compliance with the terms of NAFTA as well as safeguards against
transshipment or other means of circumventing established market access.

The American Sheep Industry Association appreciates this opportunity to present
our views on NAFTA to the Committee and stands ieady to work with Congress to
address the concerns of our industry on the agreement.
Attachments.



389
[Attachment 11
AMERICAN SHEEP INDUSTRY ASSOCIATION,

Englewood, CO, June 11, 1992.

Ambassador CARLA HILLS,
U.S. Trade Representative,
600 17th Street, N.W.,
Winder Building,
Washington, DC

Dear Madam Ambassador: The American Sheep Industry Association believes it
is imperative that strong rules of origin-for textiles and textile products must be
included in the North American Free Trade Agreement (NAFTA) to avoid damaging
market disruption for the United States wool producers.

The American Sheep Industry Association (ASI) strongly supports a '"iber-for-
ward" rule of origin for textile and textile products.

Any rule less than "fiber-forward" would benefit non-signatory countries of
NAFTA. The goal of an agreement should properly be to the benefit of the signatory
countries of the United States, Canada and Mexico. We understand that the current
position of the NAFTA negotiators is a yarn-forward rule for textiles which would
allow wool fiber into the three countries with preferential treatment on tariffs for
all other wool products. This position affords some market protection to apparel and
processing sectors but could be devastating to the market for American wool produc-
ers. This is particularly true given the potential for a sharply expanded apparel
processing industry in Mexico.

The American wool producers are a small industry, and very sensitive to imports
and global market pressures. Australia, alone, has a record stockpile of over 1.6 bil-
lion pounds of wool. This is approximately 13 times the annual US wool consump-
tion. In 1990, this stockpile was the major contributor of a collapse of the United
States wool market, which has not recovered yel today. Unless a fiber-forward rule
is established, Mexico and Canada will become conduits for foreign-produced wool
to enter the U.S. after one or more transformation steps in Mexico or Canada. The
world wool industry has experienced record wool stockpiles for the last 3 years and
obviously these countries are interested in increasing their market share in the
United States.

Realizing there is some hesitation to "fiber-forward," at minimum the rule should
be "fiber-forward" for wool yarn, which would require that yarn must be spun from
NAFTA wool in order to qualify for NAFTA preferences. This would benefit the do-
mestic wool production in Mexico, Canada and the United States with at least some
level of protection from market disruption due to the major exporting countries,
namely Australia and New Zealand. Furthermore, U.S. producers would have con-
tinued sufficient funding through tariffs for the National Wool Act which helps sta-
bilize domestic production and buffers the devastating impacts of overproduction in
foreign countries.

Further, fully adequate monitoring and enforcement procedures must be in place
to ensure universal compliance with the terms of agreements as well as safeguards
against transshipment, transformation and other means of circumventing estab-
lished market access. This is particularly important given the new sheep revitaliza-
tion project of Australian and Mexican companies in which Australia is exporting
large numbers of breeding and slaughter sheep in Mexico. Due to the huge over-
production in Australia, the sheep are delivered for half the selling price of Amer-
ican sheep into Mexico.

NAFTA must contain strong rules of origin to retain any level of a viable textile
industry in the United States. ASI believes this includes the producers of wool as
well as the processing and apparel industries.

NAFTA can provide benefit to American producers or replace us with Australian
imports depending on the rules of origin and enforcement provisions of the agree-
ment.

We ask that the interests of American wool producers be supported in the North
American Free Trade Agreement.

Sincerely,
JIM MAGAGNA, President, American

Sheep Industry Association.
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[Attachment 2)

DEPARTMENT OF AGRICULTURE, OFFICE OF THE SECRETARY,
Washington, DC, July 13, 1992.

Mr. JIM MAGAGNA, President,
American Sheep Industry Association,
6911 South Yosemite Street,
Englewood, CO

Dear Mr. Magagna: Thank you for your letter to Secretary Madigan requesting
strong rules of origin for textiles and textile products in the proposed North America
Free Trade Agreement (NAFTA).

The Department of Agriculture (USDA) notes your arguments in support of a
"fiber-forward" rule of origin for textiles and textile products, or at a minimum a
fiber-forward rule for wool yarn, which would require that yarn must be spun from
NAFTA wool in order to qualify for NAFTA preferences.

USDA is aware of the potential for Mexico s substituting foreign wool for re-export
to the United States. In this context, we are determined to prevent third countries
from using Mexico as a transshipment point to gain preferential access to the U.S.
market. Customs rules of origin for textiles and textile products specifically nego-
tiated in the NAFTA and harmonization of documentation will help in this respect.
We are also developing procedures for better customs enforcement, especialll, audit
procedures, that will penalize firms which illegally claim NAF'TA duty preference.

We appreciate the points you raised on behalf of the American Sheep Industry,
and our negotiators will take them into account as the discussions progress.

Sincerely, RICHARD T. CROWDER, Under Secretary
for International Affairs and
Commodity Programs.

[Attachment 3)

OFFICE OF THE UNITED STATES TRADE REPRESENTATIVE,
Washington, DC, August 3, 1992.

Mr. JIM MAGAGNA, President,
American Sheep Industry Association,
8911 South Yosemite Street,
Englewood, CO

Dear Jim: Ambassador Hills has asked me to thank you for your letter of June
11, and Mr. Peter Orwick's letter of July 24 concerning textile rules of origin in a
North American Free Trade Agreement (NAFTA). She has asked me to respond on
her behalf. I apologize for the delay in my response.

We did consider a "fiber-forward" rule of origin for wool yarn, but determined that
such a requirement would not be feasible. A ma or reason is that U.S. mills use
much more wool than is produced in the UnitedStates. For example, in 1990 pro-
duction of raw wool was 47 million pounds, while total mill consumption was almost
133 million pounds. American mills rely on imports for virtually all of their coarse
wool, and for half of their apparel woolyarns. We understand that American mills
buy the entire annual domestic clip and still must import fiber. In addition, Mexico
and Canada have virtually no domestic production of wool. For these reasons, U.S.
textile manufacturers have consistently opposed a fiber forward rule for wool prod-
ucts.

While we are negotiating tough rules of origin for textiles and apparel, they also
must be fair. NAFTA will provide tremendous export opportunities for our textile
and apparel industries. A fiber forward rule of origin would, in general, deny Amer-
ican wool yarn spinners the benefits of NAFTA.

Thank you for your interest in these negotiations. Please call me if you would like
to discuss this matter further.Sincerely,

RONALD J. SORINI, Ambassador, Chief
Textile Negotiator.

STATEMENT OF CENTRAL AND SOUTH WEST CORP.

Mr. Chairman, Central and South West Corporation (CSW) is honored to submit
to this distinguished committee testimony in support of the North American Free
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Trade Agreement (NAFTA). Your outstanding leadership on U.S.-Mexico trade mat-
ters is largely responsible for bringing this trading relationship to where it is today.
Thank you for your wisdom and diligence.

Based on our 76 years of doing business in Mexico, we are confident that the
NAFTA will benefit U.S. utility companies, U.S. workers, and the Texas and U.S.
economies. We believe that CSW's success in Mexico can be duplicated by other com-
panies wishing to expand sales with our neighbor to the south.

DESCRIPTION OF CENTRAL AND SOUTH WEST CORPORATION (CSW)

CSW is a public utility holding company that owns all of the common stock of four
electric operating subsidiaries: Central Power and Light Company, Public Service
Company cf Oklahoma, Southwestern Electric Power Company, and West Texas
Utilities Company. These companies provide electric service to more than five mil-
lion people in a widely diversified area covering 152,000 square miles. This area is
the second largest serviced by any electric utility system in the United States. CSW
employs approximately 8500 people and in 1991 had revenues of $3 billion.

HISTORY: CSW AND MEXICO

CSW has done business in Mexico for most of this century, starting in 1916 when
Central Power and Light (CPL) was established by Morrison and McCall. In the
early years, CPL sold power to Mexican border towns such as Matamoros and
Nuevo Laredo, which were far from any major sources of electricity, via low Voltage
lines. By 1926, CPL had a steam generating station at Matamoros.

In 1937 the Mexican Government created the CFE (Comision Federal de
Electricidad or Federal Electricity Commission) to provide generation, transmission
and distribution of electric energy in those areas not served by existing Mexican pri-
vate utility companies. Beginning in 1960, CFE purchased the shares of those main
private utility companies and now has total control of all electrical generation,
transmission, and distribution facilities in Mexico.

Power exchanges between CFE and CPL began in the 1960s, with the exchanges
motivated primarily by the diversity in peak loads on the two systems, with CFE 's
peak occurring about 4 hours later than CPLs peak. In 1980 and 1981, CFE pur-
chased a large amount of emergency power from CPL through the Laredo and Eagle
Pass ties. The success of the emergency operation led to serious discussions of inter-
connecting CFE and CPL systems on a permanent basis.

On August 11, 1989 a new emergency agreement between CPL and CFE went
into effect, which provides for emergency service whenever a system is in need and
if the other system has the capability to provide it. Since July 1993, CPL has fur-
nished CFE about 20 MW through the Eagle Pass tie under the emergency agree-
ment.

In addition, CPL helped pay for construction of the Falcon (1954) and Amistad
(1989) Dams. As part of the contract, CPL receives 20 percent of the potential hy-
droelectric power from the units on the U.S. side. The company pays a monthly
charge-to help retire the debt and for incidental expenses, which vary monthly.

The creation of two organizations-the Western Systems Coordinating Council
(WSCC) in 1967 and the Electric Reliability Council of Texas (ERCOT) in 1970-
has facilitated the regional coordination of electric energy exchanges between CFE
and electric utilities in the U.S. CSWs CPL and West Texas Utilities (WTU) are the
only utilities within ERCOT that have interconnections with CFE.

OPPORTUNITIES FOR EXPANSION OF ELECTRICITY TRADE UNDER NAPrA

CSW's long history of successful business dealings in Mexico puts it in an advan-
tageous position to judge the merits of the NA A. Though U.S. electricity firms
already can sell electric energy in Mexico, NAFTA would encourage even more in-
tense cross-border business activity. According to the U.S. Trade Representative,
under NAFTA U.S. firms will be able to "negotiate directly with Mexican buyers of
natural gas and electricity and to conclude contracts with the buyers together with
PEMEX or CFE." CSW also understands that NAFTA will allow U.S. firms to build
own or operate power plants in Mexico.

The elimination of certain trade barriers is certainly an important result of
NAFTA. More important, however, is the shift in mindset that NAFTA would help
forge. By creating a climate more favorable to U.S.-Mexico trade, NAFTA will spur
a more positive, forward-looking attitude in the electric energy industry. This attitu-
dinal shift will lead to more trade, more investment, and thus more export revenues
and jobs in both the U.S. and Mexico.

CSW is already gearing up for increased two-way trade with Mexico. As part of
an overall strategy to sell more power to other utilities, CSW expects that future
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bulk sales could come from long-term contracts with Mexico, using generating capac-
ity from CSW's two electric companies that serve the Texas-Mexico border. CSW's
purchases of Mexican power are also likely to increase in the more open business
climate spurred by NAFTA.

BENEFITS OF INCREASED ELECTRICITY TRADE UNDER NAFTA

Increased electric power trade will benefit Texas and the United States as a
whole. If Mexican demand for Texas electricity expands, demand for Texas natural
gas will also grow, boosting employment in the energy industry. A growing pref-
erence in Mexico for natural gas is also good for the environment, since natural gas
is cleaner than other fuel alternatives in Mexico, such as coal. Mexican demand for
U.S. electric power also creates the need for additional power plants, meaning sup-
plier and construction contracts for U.S. companies and new jobs.

Both U.S. and Mexican energy departments agree that boosted electricity trade
would be positive for their respective economies. A recent study conducted jointly
by the Energy Department and the Mexican Energy Secretariat concluded that:

Expansion of electricity interchanges could offer substantial economic
benefits to both countries, both directly and indirectly. Direct benefits in-
clude cost savings through firm and non-firm energy transactions, increased
reliability of electric service, cost savings through diversity ofpeak demand
patterns, and locational benefits associated with the siting of new genera-
tion sources. Indirect benefits include improved economic and employment
opportunities, especially in the border areas of both countries.

NAFTA: BENEFITS TO THE TEXAS ECONOMY

Because of the geographical proximity of Texas to Mexico, Mexico already is the
leading destination of Texas exports. In 1990 alone, Texas exported more than $13
billion in goods and services to Mexico, accounting for roughly one-third of all ex-
ports. Numerous studies show that NAFTA would mean more of the same for Texas,
adding at least $28 billion to the state economy and generating up to 113,000 jobs
by the turn of the century.

According to a recent study by the Texas Comptroller of Public Accounts, NAFTA
will boost Texas-Mexico trade up to $29.2 billion by the year 2000. In Texas indus-
tries that export to Mexico, 113,000 new jobs will be created. "The payoff to Texas
starts with a healthy increase in cross-border trade as restrictions are removed and
new plants are constructed in Mexico. The net increase in Texas exports should be
substantial, even though much of the effect of lowered trade barriers already has
been felt since Mexico joined GATT, the report states.

By the year 2000, the report continues, direct and indirect Texas employment re-
lated to trade with Mexico could be more than 626,000 jobs, an increase of 262,000
jobs since 1990. The share of all Texas jobs related to Mexican trade is estimated
to grow from 4.6 percent in 1990 to about 6.4 percent by 2000.

NAFTA BENEFITS TO THE UNITED STATES

Though benefits to Texas will be significant, the entire nation will gain as well
as NAFTA stimulates additional commerce between Mexico and the United States.
Mexico is currently the united States' third-largest trading partner (after Canada
and Japan), with two-way trade exceeding $60 billion. American exports to Mexico
are expected to reach nearly $44 billion by the end of 1992, more than three times
the 1986 level of $12.4 billion. Mexico has surpassed Japan as our second-largest
market for manufac tired exports and is currently our fastest-growing export mar-
ket.

Increased exports means more jobs. According to the Institute for International
Economics, approximately 600,000 American jobs are supported by U.S. exports to
Mexico, and under a NAFTA that figure is expected to rise to over 1 million jobs
by 1995. For those workers in industries especially sensitive to imports, the NAkTA
provides a longer transition strict rules of origin, and safeguards allowing the tem-
porary reinstatement of higher, pre-NAFTA tariff rates in the event of economic in-
jury. Another necessary ingredient, the details of which have yet to be worked out,
is an effective program to provide adjustment assistance to workers affected nega-
tively by the NAFTA. We urge Congress and the administration to resolve their dif-
ferences over such a program.

Besides stimulating U.S. exports and job growth, NAFTA will also boost investor
confidence in the Mexican economy. President Salinas has implemented a broad
array of dramatic trade reforms on his own; NAFTA will deepen these reforms and
make them permanent. Given these positive developments, foreign investment in



393

Mexico undoubtedly will increase, and Mexico will have greater access to badly
needed capital. The Mexican economy as a whole will gain, improving the lot of
Mexican workers, who will then be better able to purchase U.S. products. Not inci-
dentally, pressure to migrate to the U.S. will also dissipate.

CONCLUSION

CSW's experience in Mexico has been extremely positive. In Mexico, CSW has
found a 'pirit of cooperation and good will which we believe other companies new
to Mexico will also find. CSW wholeheartedly supports NAFTA, because it will en-
courage new bilateral trade and investment. Texas, the United States, and Mexico
will be the better for it.
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STATEMENT OF THE CIGAR ASSOCIATION OF AMERICA, INC.

Last week, the President notified the Congress of his intent to enter into the
North American Free Trade Agreement (NAFTA), a far-reach ing set of rules and
principles governing economic relations among the countries of North America.
From the standpoint of the U.S. cigar industry, the prospect of a significantly en-
larged market, especially where Mexico is concerned, is clearly desirable. For that
reason, the Cigar Association of America (CAA) supports the objectives of the
NAFTA and, generally, the provisions themselves.

1. REMEDY NEEDED FOR LOSS OF TRADEMARK RIGHTS DUE TO MEXICAN IMPORT BARS

As a matter of fundamental principle, we believe that the NAFTA should not ac-
cept or perpettiate an unfair trade practice that is detrimental to U.S. industry. We
refer, specifically, to the combined effect of Mexico's import license practices and its
trademark laws on U.S. manufacturers of trademarked cigars. Whereas Mexico's
trademark law permits annual registration of trademarks in order to preserve the
intellectual property rights of the trademark owner, it has also prevented exploi-
tation of the trademark in Mexico by denying import licenses for cigars for many
years. Under such circumstances, it has heretofore been a useless act for U.S. trade-
mark owners to register with the Mexican authorities, inasmuch as they could not
sell their trademarked cigars in Mexico. The result has been that a number of such
trademarks have been expropriated by cigar manufacturers in Mexico.

Clearly, the NAFTA should not operate to reward this pernicious system at the
expense of U.S. producers whose trademark rights have been effectively taken. They
should be able to sell their trademarked products anywhere in North America and
should be recognized as the rightful owners of the intellectual property rights in the
trademark where it can be shown that they were precluded from selling such prod-
ucts in Mexico because of the system previously described.

It should be left to the Government of Mexico to determine how to compensate
Mexican cigar makers using such previously established North American trade-
marks.

2. CIGAR TARIFFS SHOULD BE PHASED OUT OVER FIVE YEARS

In connection with the NAFTA Mexico is increasing its tariff rate on cigars from
20% to 50% ad valorem. Mexico has agreed to a 10-year phaseout of that tariff be-
ginning January 1, 1994. Because cigars are price-sensitive products, we believe
that a 45% tariff, reflecting the first stage of a 10-year elimination schedule, has
the practical effect of excluding U.S. cigars in any significant volume. The CAA
urges the Senate Finance Committee to make it clear to the U.S. trade negotiators
that a 10-year phaseout is not justifiable and should be telescoped to five years.

NOTE: The CAA is a national, non-profit trade association, whose members com-rise the producers of the majority of large cigars manufactured in the United
tates. The annual sales of the U.S. cigar industry are $360 million. There are
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19 companies manufacturing cigars in 22 establishments in the United States
with a work force of some 2,500. Cigar production is concentrated in Pennsylva-
nia, Florida, Alabama, Georgia, and Puerto Rico.

STATEMENT OF THE COMMITTEE ON PIPE AND TUBE IMPORTS
T'his statement as provided for the hearing record before the United States Senat

Comrttee on Finance on October 6, 1992 on the proposed North American Free Trade
Agreement which was recently concluded on August 12, 1992. These comments have been
provided iri conjunction with the Committee's ongoing hearings on NAFTA, most recently held
on September 30, 1992. These comments are submitted on behalf of the Committee on Pipe and
Tube Imports (CPTI). The CPTI is a not-for-profit trade association consisting of United States
producers of steel pipe and tube products.

The CPTI has carefully monitored the progress of the NAFTA negotiations during the
past year. In our comments submitted to the Committee in February 1991, we stated that as a
whole, we supported the overall objectives of a free trade agreement between the United States
and Mexico. Foremost of our concerns were areas in the agi cement that would address market
access, the reform of Mexican procurement and the adn" ii ration of trade laws. In general
the CPTI believes that in its entirety the agreement wid benefit the economies of all three
countries, thus increasing demand for pipe and tube products. With the conclusion of the trade
negotiations the agreement results from a consensus that addresses the concerns of the three
countries that are parties to the agreement. The Congress has held numerous hearings to solicit
comments from the private sector. The CPTI is pleased to participate in the process and offer
our comments in support of the NAFTA agreement. We have provided our views on three
critical components of the agreement.

Tariffs

First, we remain firmly committed to see greater access for our pipe and tube products
across the border in Mexico. The proposals of the NAFTA provide for a gradual tariff
elimination in our product area. The agreement provides for a phase out over ten years on these
products. The CPTI originally requested an immediate elimination of these tariffs in order to
expedite the shipment of these products. However, the final agreement contains a phase out
schedule. It is our understanding that the NAFTA contains an article in the tariff schedule that
would allow for accelerated elimination of tariffs. The CPTI will work to move our products
under this tariff authority. The issue remains that while the U.S. tariff or pipe and tube
averages 2%, which is reasonably low, the Mexican tariff is 15%, a number which continues
to be prohibitive for many producers to enter the market. We will continue to advocate this
vYiew toJlie Ad, inistratton and to the Congress on the implementation of the agreement, The
acce.l.. , of these tanff eliminations will encourage greater economic opportunities for
Producers. especially U.S. companies who are attempting to expand exports to this market. Itwill also benefit the Mexican economy and Mexican consumers, who are currently forced to pay
high prices for this important input product for the construction, manufacturing and energy
sectors.

Procurement

Second. with regard to market access, the CPTI strongly believes that the procurement
reform obtained in the agreement provides the initial foundation for greater opportunities for
U.S. producers to sell to Mexican companies. In our 1991 testimony, we outlined the situation
our producers faced in this regard. We were able to express our views to U.S. negotiators
dunng the talks and believe that the U.S. obtained the best agreement they could negotiate which
would meet Mexican and Canadian objectives. As currently outlined in the NAFTA, access to
to the Mexican energy market would be opened on a gradual basis over the ten year period. The
first year of the agreement provides for a 50% entry into this market. We believe that this
provides us with an important entry into a historically closed market. This part of the agreement
will create a great opportunity for our members who supply product to this sector. In all, we
believe that the agreement ensures that the restrictive Mexican government procurement laws
and practices will be eliminated. In order to insure that U.S. goods and services are provided
equal access to all Mexican markets, including state-owned companies, the U.S. government
agencies responsible for enforcing the agreement must provide strict oversight of the
impl, m, station of the agreement.
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Administration of Trade Laws

The third area of concern for the CPTI addressed the administration of due process and
the trade laws. We are aware that the Mexican legal system has only instituted trade laws over
the past three years. Today, these laws are still being framed and there are many uncertainties
with regard to the administration of these laws. During the negotiations, we expressed our view
that no changes should be made to current U.S. trade laws in any NAFTA agreement. The
NAFTA does not alter U.S. laws, but allows the use of a dispute settlement mechanism to
decide on challenged trade cases. There is not a clear record with the Mexican government on
this issue. We are aware that the current system in the U.S./Canada Free Trade Agreement is
achieving its results. However, we want to insure that the goals of the legal text in the NAFTA
are maintained and not changed during the implementation of the agreement. The agreement
insures that there would be no preferential treatment to Mexico under teU.S. antidumping and
countervailing duty laws.

In conclusion, the CPTI believes the enactment of this historic trade agreement between
our country and Mexico and Canada will provide economic growth and provides for greater
access to a previously closed market for this competitive segment of the U.S. steel industry.
For this reason the CPTI supports the agreement. The CPTi and its members look forward to
working with the Committee on Ways and Means on the important implementing legislation that
will accompany the agreement.

STATEMENT OF THE CUSTOMS ANt) INTERNATIONAL TRADE BAR ASSOCIATION

The Customs and International Trade Bar Association
consists of more than 450 members whose practice is largely or
exclusively in the International trade and customs areas.
Within antidumping and countervailing duty cases, our members
represent petitioners, foreign respondents and importers.

Our association has been and continues to be concerned
about the wisdom and constitutionality of the panel process for
reviewing administrative determinations that was adopted In the
U.S.-Canada FTA and that is now a part of the draft NAFTA
agreement (Chapter 19)["Text prepared September 6, 1992"].
Indeed, we are undertaking a comprehensive review of the prior
experience with the U.S.-Canada FTA and intend to submit a
report to the Senate Finance Committee In due course.

We write at this time not to review our prior position
on the U.S.-Canada FTA or the specifics of the recently
released NAFTA text but to request that the United States
review with Mexico and Canada 'he desirability of including in
the agreement a provision reqLiring a periodic review of the
need for continued use of Chapter 19 (e.g., each 36, 48 or 60
months after the implementation date). Time limits are not
uncommon in such an agreement and would permit Congress and the
Administration to obtain input from the private sector on the
a"t wo rking of the panel process and continuing need for a
/ separate process for dealing with challenges to antidumping and

acountervailin§ duty proceedings. With changes in the U.S.

court review process, concerns of delay expressed with regard
to the U.S. system may be eliminated in the near future. Other
concerns may also be reduced or eliminated rendering the
'Justification for special treatment of NAFTA antidumping and
countervailing duty cases no longer valid.
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The Bar Association strongly urges the Congress and
the Administration to pursue this minor change to.Chapter 19 so
that the practical problems with the panel process can be
monitored over time within the NAFTA structure itself. Whlle
the NAFTA draft includes a general authorization to make
amendments (Article 2202], CrTBA believes that Chapter 19
should contain a mandatory periodic review of the continued
need for the chapter or at least for the panel review of
administrative determinations.

September 17, 1992

The Honorable Lloyd Bentson
United States Senator

Re: Free Trade Treaty

Honorable Senator Bentson:

As a small investor investing in Mexico, I feel that I should be
allowed to testify before the senate hearings on the above-
mentioned act.

It is the fact that I was a &Man investor that I feel that my
dealings with the Mexican government is of great importance and I
request permission to appear before this committee.

La3 Flores5f213) 221-4759
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September 17, 1992

S1* Honorable Lloyd Bentsen
Utitod States Senator

Honorable Senator Bentuon:

With this letter allow me to introduce myself and briefly explain
my encounters with the Mexican governnuent. My name is James
Flores and my company is Pirate Parasail, 8.A. do C.V.

On May 16, 1989 the Mexican government enacted laws that allowed
a foreigner to own and operate loot of a tourist business in
Mexico. With that in mind I did some checking with the Mexican
Trade Commission, the Mexican Government Tourist Office, the
Counsel General of Mexico in Los Angeles and all agreed that this
law was in effect and would allow me to own 100% of a tourist
business in Mexico. Armed with this information I incorporated
Pirate Parasail, S.A. do C.V. in January of 1991, meeting ALU the
requirements, standards and laws of Mexico.

The objective of Pirate Parasail S.A. de C.V. was to do parasailing
from Baja's Rosarito Beach along with other tourist activities.
After allowing myself and a few small investors to incorporate, the
Mexican government said that a foreigner could n". own 1004 of a
tourist business in MexiCo and that parasailing had been banned
altogther throughout Mexico. However, they were willing to let me
operate provided that a Mexican partner was allowed to own 51% of
the business. The qovernuent also reclassified parasailing as
"coastal transportation" after allowing incorporation.

Thr Mexican government is on record as saying a foreigner c-n own
lOOt of a tourist business then allows "bait and switch" ta. cios.
I wonder aloud about the Free Trade Aareekuent. What other tactics
is the Mexican government capable of?



398

STATEMENT OF THE FLORIDA CITRUS MUTUAL

This statement is submitted in response to the Committee's invitation for com-
ments concerning the potential impact on the U.S. economy and selected industries
of the proposed North America Free Trade Agreement. Floridar Citrus Mutual has
examined the proposed Agreement as reported by the President to the Congress,
and hereby reiterate our long-standing position that if citrus products continue to
be covered by the Agreement-particulrrly in light of the treatment accorded cit-
rus--the U.S. citrus industry will suffer severe adverse economic consequences.

Members of Florida Citrus Mutual (FCM), a voluntary cooperative association, ac-
count for 80 to 90 percent of the United States growers of citrus fruit for processing
into citrus juices. The views and position of FCM in respect of this agreement, as
set forth below, are supported by a majority of the citrus growers, packers and proc-
essors of the United States. In addition, FCM has submitted the information herein
to the U.S. International Trade Commission, and is supported in these submissions
b several other major farm and processor organizations, including California Citrus

mutual, Citrus Grower Associates, Florida Citrus Packers, Florida Citrus Processors
Association, the Florida Department of Agriculture and Consumer Services, the
Florida Department of Citrus, the Florida Farm Bureau Federation, the Gulf Citrus
Growers Association, and the Indian River Citrus League.

We hereby re-affirm our position with respect to the proposed NAFTA and our
proposals for improvement of the Agreement before it is signed and ratified:

(1) Fresh and processed citrus products should be excluded from the NAFTA;
(2) If there is no possibility of exclusion from the Agreement for citrus, we strong-

ly recommend at least a twenty year phase-in period of no tariff reductions, with
a "drop-dead" tariff elimination at the end of that period;

(3) If citrus products are not excluded from the Agreement, there should be some
form of tariff safeguard mechanism for the types of import surges in naturally-occur-
ring "off crop" years, such as the safeguard which is now built into the citrus juice
tariff through application of specific rather than ad valorem rates of duty;

(4) We strongly recommend that the United States government enforce all

hytosanitary standards to ensure that only wholesome citrus products enter thenited States;
(5) We strongly recommend that an accurate, timely statistics-gathering mecha-

nism be implemented by the U.S. Customs Service and the U.S. Department of Agri-
culture, Foreign Agricultural Service for the purpose of tracking Mexican produc-
tion, processing, and packing of citrus; shipments of fresh and processed citrus to
the United States; and imports of fresh and processed citris into Mexic, from the
United States and all third countries. This is critical in preventing transshipment
of non-Mexican citrus through Mexico to take advantage of the NAFTA treatment,
and creating a conduit for citrus products into the United Staths market;

(6) We urge that all Mexican labor and environmental standards applicable to cit-
rus production be harmonized to U.S. standards.

These modest proposals for improvement will not, however, ease the potentially
devastating impact of the Agreement on our industry. As we have pointed out to
the Committee in the past, we believe that the proposals for the inclusion of citrus
and citrus products in the agreement will in the long term result in the virtual
elimination of citrus and citrus industries of Florida.

In all, there are about 14,000 citrus growers in Florida alone, and about 22,000
growers nationwide. Total capital investment in citrus groves in Florida alone is es-
timated at approximately $7 billion. In addition to thousands of growers, a large
United States work force will also be adversely impacted if citrus is included in the
proposed arrangement. Approximately a quarter of a million people are directly ern-
ployed in the citrus industry in the United States; many more are indirectly em-
ployed in activities related to that activity.

In Florida, 70,000 persons are directly employed in production. About 75,000 per-
sons are indirectly employed so that the livelihood of some 145,000 persons in Flor-
ida alone is critically at risk. (This estimate does not include employment beyond
the FOB plant level, which may add about 40,000 more affected workers.) For many
of these, there are few, if any employment alternatives.

Under the proposed Agreement, the citrus industry as we know it will be disman-
tled. The International Trade Commission's report to the U.S. Trade Representative
on the "Likely Impact on the United States of a Free Trade Agreement with Mexico"
(Inv. No. 332-297, Feb. 1991), indicated that for many fresh and processed fruits
and vegetables-particularly citrus crops and winter vegetables-

"The elimination of tariffs . . . would generate a significant increase in
U.S. imports from Mexico . .. . Mexican producers are able to supply the
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U.S. market with many of the same products grown or processed in the
United States at much lower costs. This is particularly true for citrus crops
and winter vegetables that are manually harvested. U.S. growers of these
products are expected to experience losses in production, particularly grow-
ers in Florida, California, and other warm-climate states who compete di-
rectly with products during the same growing seasons in Mexico. U.S. proc-
essors of these crops are also expected to experience production losses." [Em-
phasis added]

For these reasons, and for the reasons set forth below, the economic impact of the
agreement will assure the virtual elimination of the citrus industries of Florida, and
will severely and adversely impact the citrus industries of other states as well.

I. THE PROPOSALS FOR PHASED DUTY-ELIMINATIONS ON CITRUS AND CITRUS PRODUCTS
ARE COMPLEX AND PROVIDE LITTLE RELIEF TO AN INDUSTRY ALREADY IN DIFFICULTY

The mechanism for the duty-elimination proposed in the Agreement is exception-
ally complex. For some products, the duties will be eliminated the first year that
the agreement is in force. For other products, the duty elimination will be phased
in under a variety of different schedules.

The phasing schedule for citrus provides for a number of subcategories in the
staging codes. The phasing periods range from one to ter, years, depending on the
product. For the five year cuts, the reductions will be 20 percent per year; for oth-
ers, the duty elimination is at ten percent per year. Other variations also apply.

For fresh fruit, such as oranges and grapefruit, for example, the schedule of re-
ductions varies according to the season In the case of grapefruit, the full duty is
removed the first year for fruit entered in August-September; for entries the rest
of the year, the cuts are phased over a 10 year period. In the case of fresh oranges,
duties are subject to elimination in five stages for December-May entries. Entries
during June-November are scheduled for first year elimination.

In addition to these separate categories for fresh fruit, that essentially are with-
out commercial significance or advantage to tic domestic producers, the provisions
for orange juice provide different duty cuts for within-quota and over-quota entries.
Again, the duty cuts and the quota limits vary according to whether the product
is concentrated or not.

For juice, the confusion is compounded by the fact that the duty reductions on
the under- and over-quota entries are to intersect after a few years so that the
amount of the duty cut varies by product and dut -status. After the intersection,
the rates for the under- and over-quota entries are held constant for a specified pe-
riod and then reduced linearly to zero.

The incongri iity of the proposed elimination schedule may cause even greater ad-
justment difficulties than originally anticipated. For fresh oranges and grapefruit,
some product can be held for the begnning of the periods (seasons) in which the
duty-free provisions apply (from the first year). The quota for concentrated orange
juice from Mexico provides for a first-year, 50 percent duty reduction on the bulk
of the Mexican imports (the in-quota entries) until the in-quota rate intersects with
the over-quota rate, which is then scheduled for a reduction of 15 percent per year
over a 6 year period.

Under these provisions it is very difficult, if not virtually impossible, for a pro-
ducer to gauge the extent of duty offset that can be anticipated from the lower-cost
imports from Mexico. Further, the proposed code has the effect, immediately, of re-
moving, or significantly reducing, one of the most important features of citrus im-
ports duties insofar as they relate to the operations of a domestic producer-the in-
cidence of specific rates of duty.

The existing duties are specific rates rather than ad valorem rates. A critically
important characteristic of this form of duty is that they afford producers protection
during periods of large foreign supplies and low prices. When the prices tend to be
high because of short crops, the incidence of the specific duty fa Is-and reduces
their impact on the volume of the imports and on domestic prices. During periods
of high yields and excess foreign supplies abroad, the reverse is true and this be-
comes the crucial element in the viability of the domestic industry. The phasing
schedules affect this feature of the import duties immediately.

The importance of the invasion of this feature of the existing duty structure is
seen from the fact that citrus crops, whether produced at home or abroad, are sin-
gularly subject to yield variations from year to year because of weather, normal "off
crop years, disease, or other factors. The proposed multi-phase schedule in the
agreement for citrus makes no provision for the import increases that periodically
occur as the result of production surges which result in the "off-load" of this excess
product in the United States, periodically causing severe price depression and price
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suppression. The increases in imports of this nature are quite different than the
"surges" that sometimes appear in the case of storable (i.e., non-perishable) manu-
factured products.

Under the proposed schedule, the automatic counter-effects of the specific duties
in the wake of natural phenomena will either be eliminated immediately, or will be
significantly reduced progessively and then eliminated, to the very real disadvan-
tage of U.S. producers. At the very least, the Agreement should provide for some
form of safeguard which accounts for these natural variations, and which r.om-
pensates for the progressive elimination of the corrective counter-balancing effect
that the specific rate of duty now permits.-.

If the proposed schedule is adopted, domestic prices and revenues from citrus will
progressively suffer from a rising volume of imports from Mexico-absolute, and rel-
ative to the market. At the same time, producers lose the automatic counter-effects
of a specific duty well-designed to cope with the production and trade shifts endemic
to citrus.

As indicated below, the elasticity of supplies in Mexico, both short term and long
term, is very high. At the sa.ne time, the elasticity of the mature demand for citrus
and citrus products in the United States tends to be low, so that increases in sup-
p lies readily affect market prices. Removing these duties, or modifying them in a
fashion that is commercially unreasonable, will undoubtedly cause severe distress.

In the recent past, the Florida citrus industry has invested huge amounts of
money in new groves and trees in connection with a historic migration to freeze-
free areas in the southern parts of the state. Over $3 billion was newly invested
in these new citrus asset, which do not produce any income for at least four years
after planting. This transition was made in the expectation that the existing duty
structure would be mainined at least during the life of the amortization period.

It was anticipated tjipt the cost of this migration would be recouped under the
existing duty structure'during the average 20 to 25 year tree life of the new groves.
Because of the time required for a tree to reach maturity (3 to 7 years) much of
the cost of the operations during the early years was out of pocket. Now it is pro-
posed to change the rules of the game, to the detriment of not only the citrus grow-
ing investors, but also the financial institutions which participated in this long-term
effort to improve the industry's productivity and competitiveness. Neither the grow-
ers nor their bankers can simply shift resources if their investments suddenly be-
come non-competitive.

Maintenance of the existing duties for a minimum period sufficiently long for
growers and producers to amortize that investment is a reasonable position for the
industry and the government to take. Therefore, even if the United States deter-
mines that citrus products cannot be excluded entirely frori coverage of the Agree-
ment, we urge that the tariff structure and level be maintained for at least twenty
years, with a "drop dead" tariff elimination at the end of that time.

This approach would provide time for the industry to cover at least some of the
cost of this migration and other investment, and realize some return. By and large,
the processing industries and the groves dependent upon these processing industries
wou ld have been essentially eliminated at the end of the period by the growing vol-
ume of imports or have "dropped dead" in the knowledge that at the end, the mar-
ket would have been surrendered to offshore pi~Auction. In our view, any other
schedule for citrus would be catastrophic for the industry and for the financial insti-
tutions. II. An Overview of Developments In Citrus In Mexico

A. Mexico's Citrus Facilities and Output Have Been Expanding Enormously the Past
Few Years

Mexico has become a major foreign producer of citrus and citrus products. All in-
dications are that its output will continue to increase sharply in the future. Since
the mid-1980s when its imports were negligible, shipments form Mexico to the Unit-
ed States have nearly doubled. That country now accounts for about 13 percent of
total United States imports. Given the huge nature of Mexico's orange-growing oper-
ations and its large excess processing capacity, it is obvious that the inclusion of
citrus in the proposed agreement will greatly accelerate the already rapidly-rowing
volume of imports, and decimate the U.S. orange growing and processing industries.

Growing Operations: Whether measured by the acreage planted, number of trees,
output or the trend in Mexico's processing capability, it is obvious that Mexico's cit-
rus industries are increasing dramatically-both in absoluta.Amounts and relative
to Mexico's home market demand. These developments clearly indicate a significant
increase in Mexico's ability to export products both in the near and long term.

Highlights of the orange operations of Mexico are shown in the tabulation below.
Preliminary crop forecasts for 1990 of the U.S. Department of Agriculture indicated
that the planted orange acreage in Mexico increased by 33 percent from 1988
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through that year. In 1990, the total harvested orange crop in that country (363,000
acres) approximated, for the first time, the total number of bearing acres for oranges
in Florida (389,000).

ORANGE HIGHLIGHTS FOR MEXICO

1968 1989 1990' Fercent charge

Aueage
Tola Acres ............................................ 48&800 558,400 642,200 33
H vested .................................................................................. 276,800 313,800 363,100 31

Number of Trees
Total Trees ..................................................................... ...... 48,790 52,800 64,000 31
Non-beaing ................................ . 23,240 22,800 30,000 29
Percent of to .................. ......................... ...... ........ 48% 43% 47

Juice (Metric Tons)
Production ..................... .......... 33,712 46,992 48,000 42
Exports ......... ......................... .............. ...... 1. . .... 32,740 45,492 45,800 40

' Data for 1990 are Fxefimow .
Souroe: US Depqrment of Agncure

The tabulation also shows that the orange acreage actually harvested in Mexico
has also increased sharply since 1988 (about 31 percent). It is noteworthy that in
terms of both the planted and harvested orange acreage, Mexico now approximates
the acreage of the United States-although Mexico's population and demand for
these products is far lower that in this country. Mexico is building a tremendous
capacity for the exportation of these products.

About ialf the trees there still are young and non-bearing. Once they begin to
produce fruit--in three to four years-they can be expected to have a useful life of
some twenty to twenty-five years, so that for nearly a quarter of a century, the Unit-
ed States industry-with or without duty reduction will continue to be confronted
by the effects of past industry subsidies that in effect continue to provide an artifi-
cial stimulus to Mexico's production and exports and to disadvantage the U.S. indus-
tries concerned.

These data indicate that the amount of fruit from the non-bearing trees could vir-
tually double Mexico's fruit output, within the next few years. Based solely on the
foregoing information on the number of non-bearing trees, substantial increased im-
ports from that country are inevitable, because of Mexico's proximity to the .United
States and because foreign market outlets for Mexican juice have largely ein pre-
em pted by Brazil.

Such a conclusion, however, understates the significance of probable i eases or
Mexico's potential. While there are large numbers of small growers of cit s, many
of whom operate on state-owned land, essentially rent-free, .and reform cou result
in significant new plantings involving larger acreages. Repo s from th trfe indi-
cate that the trend in Mexico clearly is toward larger, more fficient a d privately-
owned commercial operations. Reportedly it is common to po owners ip rights to
form larger parcels. There are also reports of growing interest the p irt of foreign
investors in Mexican citrus. The official policy of the Mexican g ,er 'ment is that
relaxation of foreign investment barriers is essential for the growth and develop-
ment of its economy.

Compared to the United States, Mexico enjoys relatively low cost factors. Labor
is abundant and by U.S. standards, relatively cheap (reportedly about $5 per day
for unskilled workers). In the 1989/90 season farm costs of producing citrus in Mex-
ico for a typical grove was estimated at $1.93 per box, compared with about $3.91
in the United States for a typical grove- a two-fold advantage.

The existing specific rate of duty for orange juice, the incidence of which varies
with prices, is an important element ir counteracting this cost advantage for Mexi-
can juice. During the 1990/91 season, the average FOB price of Florida concentrate,
explant, was about $1.32 per pound of solid. For Mexico, the FOB price (ex freight)
was about 86o per pound solid. The duty obviously was a critical factor to the viabil-
ity of U.S. producers.

Mexico enjoys excellent soil and climatic conditions for the production of citrus in
many different areas. Many farm operators are reportedly shifting to citrus from
lower-yield coffee operations and from grains, oilseeds and other low revenue crops
to higher valued and export-oriented fruits and vegetables. Understandably of
course, this trend could be accelerated by the anticipated increase in U.S. exports
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to Mexico of grains and other crops that make Mexican production of them less prof-
itable.

Recent reports of the U.S. Department of Agriculture indicate that Mexico has
about 6 million hectares (15 million acres) of irrigated farmland. Currently, growers
are said to pay only 30 percent of the real water cost for their irrigated land. In
the view of the Department of Agriculture there is a potential for the irrigation of
another 22 million acres. Some of this could be devoted to citrus crops as a result
of the production incentive to Mexico this agreement would provide.

Still other factors are important to an evaluation of the effects of the agreement.
Growers reportedly have had access to credit facilities on favorable terms, and the
National Institute of Agriculture Research has developed programs for yield and
quality improvement. CONAFRUT, the public organization dealing with production
and marketing of major fruits, also furnishes technical assistance for the improve-
ment of cultivation.

Many producers reportedly are concentrating on improving the productivity of ex-
isting groves through irrigation and cultural practices. Increasing tree densities on
existing acreage also provides a potential for boosting yields and production in the
long run. All signs are that Mexico's long-term production of citrus fruit will be up
sharply.

B. The Increases in Production of Oranges in Mexico Has Been Accompanied By
Even More Dramatic Increases in Juice Production

The bulk of the output of Mexican oranges has been for the fresh market but a
growing share of the fresh oranges harvested is being devoted to fruit for processing
and subsequently for export. The foregoing tabulation shows that the amount of
truit processed grew by almost 45 percent from 1988 to 1990--virtually all for ex-
port to the United States. Just since 1988, juice production and juice exports have
risen 42% and 40%, respectively. They have tended to establish new records each
successive year since 1985.

Capacity for the production of juice has been increased greatly-significantly in
anticipation of the growth in fruit production and in the market for processed prod-
ucts (particularly exports). Some old plants have been rehabilitated.

Processors have made large investments in new state-of-the-art juice plants dur-
ing the past few years so that as fruit output grows, "larger amounts of oranges will
be devoted to juice production." There are reportedly now 22 major juice factories
in Mexico with a total evaporating capacity of about 598,000 pounds of water per
hour-an increase of about 74 percent from the level in 1988/89.

These 22 plants are reportedly modern and efficient establishments that are pre-
pared to handle a growing volume of trade for exportation. In addition, there are
7 additional plants of lesser size, which probably could be expanded in the longer
term as exports grow and if conditions warrant.

During the 1990/91 season, Mexico's processing plants were operating at about 27
percent capacity, in part because of a short crop years, but also because of expan-
sions in anticipation of future production. It is clearly evident that there is sufficient
capacity for a significant increase in the production of citrus Juice in Mexico.

C. Mexico's Exports Have Been Increasing Sharply And Will Accelerate If the Pro-
posed Duty Cuts Are Implemented

There is no question that Mexico will exploit its export potential in the United
States to the fullest extent if citrus is included in the arrangement. With but a lim-
ited home market demand for juice, Mexico's increasing output of processed prod-
ucts is obviously geared to export.

Mexico's total export shipments of orange juice increased sharply and almost
without interruption by 80 percent from 1985-86 through 1989-90--or from 35.6
millions gallons to 64.0 million gallons. Export supplies for 1990-91 were down
sharply because of a poor crop year, but that temporary set-back will obviously be
reversed in the near term as productivity increases, as new trees come on stream
and as the temporary effects of the weather are reversed.

The great bulk of Mexico's exports of orange juice have been destined for the Unit-
ed States and U.S. imports from that country have escalated astronomically (by 95
percent) since 1986. The trade data in question are shown in Appendix table 1.

Most of the past imports have consisted of frozen concentrate destined to the
United States for conversion here into ready-to-drink juice. It is clear, however, that
the trend in the importation of ready-to-drink juice is increasing sharply and that
a growing share of that trade is comprised of ready-to-serve products to be sold in
direct competition to similar products in the United States. The activities of U.S.
processors will be further curtailed as a direct result of these increased imports.
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As table 1 also shows, U.S. exports to Mexico are negligible, both in absolute
amounts and relative to the total imports of citrus products from Mexico. Indeed,
our trade deficit in citrus with Mexico has tripled since 1986. Currently, the imports
from Mexico exceed the value of our exports to that country by a ratio of 45 to 1.
That trade deficit can only worsen if the agreement includes citrus in the form that
is now proposed.

For the reasons outlined above, there is no likelihood of an increase in citrus prod-
ucts from-the United States to Mexico. The trade deficit will continue to worsen if
the scheduled duty cuts and eliminations under the Agreement go into effect.

As we have seen in the past, Mexico and Brazil have been able to respond rapidly
to market access requirements and price movements. Past experience with respect
to Brazil is highly pertinent in examining the high elasticity of supply of fresh citrus
and juice from Mexico. Increases in the supplies of Brazilian juice and changes in
its export price have a direct impact on the US and world market price. The elimi-
nation of duty on Mexican juice will enhance this effect. As Mexican producers re-
duce their prices to gain market share, Brazilian producers will make competitive
price reductions to retain markets. To the extent, if any, that this also causes a shift
in the emphasis of Brazilian producers to other markets, there will be an indirect
effect on U.S. producers, as prices are reduced to meet the competitive impact of
Brazilian and Mexican juices in foreign outlets.

D. All Relevant Data Support the Judgment That the Agreement Will Devastate the
United States Industry

As noted, the level of imports in a given year can change markedly in the short
term as a result of changes in the weather, freezes, the impact of disease and other
factors. Thus, from year to year, the relationship between the imports and domestic
production can change dramatically and greatly destabilize the market and market
prices.

Because of these phenomena, the immediate, short-term impact of the elimination
of the duty on individual products is difficult to quantify. But from the data pre-
sented above on the Mexican operations, it is beyond question that absent such tem-
porary variances, both the short- and long-term elasticities of supply for Mexico are
very high indeed.

In the United States, the market for orange juice is essentially mature. Per capita
consumption of orange juice in this country as averaged about 4.4 gallons per year,
with very little variation during the past several years. Under these conditions, the
price of orange juice shifts disproportionately with a shift, or increase, in the supply
relative to demand.

Mexican juice is of high quality and good color. Particularly at the wholesale level,
the cros-price elasticity of demand for domestic and imported orange juice is very
high. Increased imports at reduced prices will cause further price depression in the
U.S. market. The Department of Citrus estimates that the citrus industry of Florida
will suffer an adverse impact of $2 billion during the first twenty years of a NAFTA,
with losses continuing to accrue thereafter.

Brazil is by far the world's largest producer of orange juice. Like Mexico, it ex-
ports the great bulk of its production. Changes in the supply of Brazilian and Mexi-
can juice have a direct impact upon the world and U.S. market prices.

As a result of growing supplies in those two countries and increases in production
in the United States flowing from improved yields and frost-free output, the United
States on-tree price for processed oranges declined steadily by 46 percent from the
1987-88 season (Table 2 and Chart 1). Even more importantly, the price per pound
of orange solids presently being offered to Florida growers on the cash market is
65 cents, which is at or elow the break-even point for most Florida growers. The
futures market price for FCO3, an important indicator ofprice trends, has been
dropping over the past month to the lowest level seen in five years. In the same
period, Brazil's production of orange juice increased 66 percent. From early in the
1989/90 season through the fall of 1992, Brazil's export price decreased 44%. The
impact of the growing supplies in Mexico was similar.

No other industry and probably tio other agricultural crop, is subject to such a
high degree of price instability-largely because of these foreign-driven forces. That
phenomenon will only be amplified sharply if the proposed duty reductions are
placed in effect.

11I. CONCLUSION

In addition to increased shipments to the United States from Mexican production
if the duties for those suppliers are eliminated, there is a high probability of a diver-
sion of exports from other countries through Mexico if citrus is included in the ar-
rangement. The country of origin of orange juice is difficult to establish. Cross-coun-
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try transshipments are common and growing. The Department of Commerce has in-
dicated that "scarcely a day goes by" without questions rising respecting certificates
of origin.

The establishment of duty-free treatment for Mexico would encourage such ship-
ments and inevitably aggregate the certain increase in the imports from that coun-
try-and would worsen the price effect in the United States-both directly and indi-
rectly.

Such trade would only be attracted by the lower prices that the arrangement
would inevitably induce. The increased imports of Juice alone would significantly
limit the demand for U.S. fruit from domestic processing and depress fresh market
prices in turn.

The citrus industries of Florida, and indeed of most of the citrus growing areas
of the United States, are not in a position to sustain a profitable operation if our
products were Go be included in this agreement. While grove care expenses and
other operating costs have escalated sharply in Florida the past 5 years, estimates
indicate that rnet returns from grove operations have declined in the same period-
some 25 to 40 percent based on studies for two representative groves.

Many of our growers are at a break-even point or operating at a loss because of
depressed prices. Because of depressed prices and of cost escalation, many relatively
large grove operations have already placed several hundred grove care workers on
layoffs. This of course has significant long-term implications, as grove care is critical
to a continuance of high productivity.

Tight credit conditions imposed by banks and the difficulties of obtaining business
loans because of price depression as well as low profit expectations in the industry
make it exceedingly difficult for many of the operations to continue. Obviously, in-
creased import pressures would worsen the employment situation and lead to a de-
crease in needed grove care and productivity and yields.

For all of the reasons outlined above, this Agreement could not have come at a
worse time. If citrus must be included and the US: industry thus eliminated, it is
reasonable to hold U.S. import duties at their current levels for the 20-year period
of time suggested in our "drop dead" position in order to provide the industry an
opportunity to amortize investments and to provide an opportunity for grove and
processing operators and their many thousand of workers to make at least a partial
transition to other economic activities. The livelihood of many of the country's com-
munities depends on an alternative to the duty eliminations that have been pro-
posed.

Table 1.-U.S. IMPORTS OF ORANGE JUICE FROM MEXICO
(Mllons of gallons (single strength equivalent)]

Year frozen con- Single strength oN Total Indexcectrate juice

1986 .............................. 32 3 .1 .1 32,5 100
198 7 ........... ......... ................. 39.7 1.3 0,0 41,0 126
1988 .................. ..................... 48 3 - 4,1 0.0 52.4 161
19 9 ................ ....................... 36.1 7.5 1.6 45.2 139
1990 . ...... .... . ....... .... 448 142 4.3 63.3 195

Source Foreign Agncurral Service, USDA

U.S. TRADE BALANCE WITH MEXICO IN CITRUS PRODUCTS
[Milion dollas]

Year Imports Exports Trade deficit

198 6 . .... ........ ....... .. .... ............. .... 3 1.2 .2 3 1.0
1987 ............ .... ..... .............. 49.0 .5 48.5
1988 8..1.................................................... ................... 80 .9 1.2 79 .7
198 9 ...... ......... ............................................................ 6 6 5 1 .5 6 5 .0
1990 ........................... ......... ...................... 9 8 ,9 2 2 96 .7

Sovce' US Departnet of Commerce.
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Table 2.-ON-TREE PRICE AND VALUE OF FLORIDA PROCESSED ORANGES

Seeson On-b'ee p"ce ((D ) On-ree v&W (kknrs c 6oas)

1987-8 ................................................................................... 7.56 971.0
1988-89 ................................................................................ 7.40 1022.0
1989-90 ................................................................................... 5.98 623.2
1990-91 ................................................................................... 5.68 787.6
1991-92 ............................................................................... 5.89 755.3
1992-93 ............ 4...................................................................... 4.11 713.9

1987-8 ............... .................... ............................................. 100 100
1988-89 .................................................................................. 98 105
1989-90 .............................................................. ............. 79 64
19 9 0 -9 1 ............................................................ ...................... 7 5 8 1
1991-92 ................................................................................ 78 78
1992-93 7.................................................................................. 54 74
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STATEMENT OF THE INTERNATIONAL TRADE COUNCIL

Mr. Chairman and Members of the Committee, we thank You for
this opportunity to submit testimony before the ".S. Senate
Committee on Finance. We wish to address the issue of the North
American Free Trade Agreement (NAFTA). We strongly support the
Trade Agreement for reasons stated below.

ECONOMIC GROWTH

The United States economy has for the last two years been in
a state of recession which seems to be hard to shake. With the
nation's huqe federal budget deficit and low national savings rate,
the only option readily available to spur economic growth is
exports. While our exports to our traditional trading partners,
Japan and Europe, are suffering from these countries' slowed-down
economies, NAFTA will break new ground and create fresh growth
incentives in North America.

The existing Free Trade Agreement between the United States
and Canada indicates the benefits of the NAFTA. U.S. trade with
Canada has increased 19 percent since 1988, and now, more than 1.5
million U.S. Jobs are supported by exports to Canada, according to
the U.S. Department of Commerce. We believe that there is even
more to gain from an agreement with Mexico. While USA and Canada
have very similar economies, structural differences between the
U.S. and Mexico result in significant comparative advantages. The
United States has superior technology and a productivity level
twlice that of Mexico's, while the labor cost in Mexico is lar lower
than the United States'

We have already seen an explosion in trade between the two
countries. In 1986, U.S. exports to Mexico totalled $12 billion.
Exports have increased to an estimated $44 billion for 1992, in the
process turning a trade deficit of $6 billion in 1987 into an
estimated surplus of $7 billion in 1992. The Institute of
International Economics estimate that while 150,000 American jobs
will be lost because of NAFTA, the agreement will create 325,000
new iobs. Already, some 620,000 jobs are based on exports to

Mexico, and with NAFTA, this figure will undoubtedly increase

greatly.

Losing one's job creates severe problems for the people
involved. However, we want to emphasize that the total impact on
the economy will be positive. In some labor-intensive industries,
part of the production will move to Mexico. But new jobs will be

created in export Industries, and the overall effect will be a net
gain of Jobs. For many displaced workers, the transition period

will be difficult, and they must be helped to new Jobs by
retraining and education programs.

The primary reason for the export explosion is the trade
liberalization policy of Mexico's President Carlos Salinas de
Gortari. According to Roberto Salinas-Leon, the tariffs have been
cut from an average of 80 percent to 10 percent. At the same time,

non-tariff barriers has been removed for 90 percent of Mexico's
imports. Still, Mexico's tariffs on imports from the U.S. are 250
percent higher than U.S. tariffs on Mexican imports. NAFTA will
remove trade barriers and greatly improve the market opportunities
for U.S. companies in Mexico. Mexican products already enter the
United States either duty-free ot at low tariff rates, so American
companies stand to gain the most from the elimination of tariffs.
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The trend of a widening U.S. trade surplus with Mexico is
likely to continue under NAFTA. U.S. exports to Mexico will
continue to qrow more than impoits from Mexico, lead by capital-
intensive and high-tech industries. Financial service industries
such as banking and insurance will get access to the Mexican
market. In transportation, American airlines and trucking
companies will be able to compete In Mexico. To compensate for the
trade deficit, we expect Mexico to receive increasing amounts of
capital from the United States. The capital will be invested in
production plants, infrastructure, and communications, gradually
improving Mexican production technology, productivity, wage and
income levels, and environmental standards.

Mexico's market potential is enhanced by the fact that It has
a younq, fast-growing population. The income level is low, but the
economy, already growing at a rate tvice the population growth
rate, is expected to expand at 6 percent annually under NAFTA.
Currently, 70 percent of Mexico's imports come from the United
States, so U.S. exporters will be the main beneficiary of the
growth in Mexicans' purchasing power. We believe that with a Free
Trade Agreement, exports to Mexico will be the single most
important growth factor for the U.S. economy in the next 10-20
years.

LABOR

Questions have been raised about the Free Trade Agreement's
impact on waae levels and environmental standards in the two
countries. Some fear that the economic realities of free trade
will force these down to "the lowest common denominator". We see
this argument less as a concern for Mexican workers' well-being and
more as an attempt to retain American wages and labor rights.

The only thing that can improve Mexicans' standard of living
is economic growth. .AFTA is Mexico's ticket to the industrialized
world. Imports flion, the U.S., of which 90 percent is capital
qoods, help Mexico modernize and improve the productivity of their
industries. This will in turn increase wages, resulting in higher
purchasing power for the Mexican consumer.

U.S. companies with production facilities in Mexico, accused
of exploiting cheap labor, are in general paying their workers more
than local companies do. The presence of American companies
directly Dulls the wage level upwards. It also creates spin-off
business and services locally, and pumps money into the economy.
History indicates that this is an upward spiral; increasing wage
levels is one of the characteristics of economic growth.

In the U.S., it is likely that many labor-intensive Jobs will
be lost and moved to Mexico. However, there are many incentives
for companies to stay: Production technology, the skill level of
the labor force, the quality of infrastructure and communications.
These are all factors where the United States are superior, and it
will take decades before Mexico will get close to U.S. standards.

In fact, with the elimination of the trade balance
reaulrements for foreign companies, an important incentive to
establish production in Mexico is removed. American companies can
now freely export goods to Mexico without having to import at the
same time.
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ENVIRONMENT

Environmental st idards are in theory as high in Mexico as in
the United States. In reality, this is not the case, since
regulations has not been enforcd. The enforcement of environmental
standards, for instance water quality, sanitation, air pollution
and waste disposal, is a question of economic resources. As is
often pointed out, environmental regulations are costly. The
government pays for control and enforcement. Businesses, and
ultimately the consumers, must take the cost of cleaner production
methods. This is a problematic issue even in a country as rich as
the United States. In Mexico, a country with a per capita income
of -oornximately 12 percent of the U.S., the cost of implementing
foil' environmental standards now would be overwhelming.

The only way to improve the environment is gradually,
supported by economic growth. As pointed out earlier, the best way
to achieve that is through the Free Trade Agreement. When Mexico's
economic situation improves, there will be a greater opportunity to
raise environmental standards. At the same time, domestic public
and political pressure will build, and enforcement of environmental
reaulations will become higher prioritized.

CONCLUSION

We believe that the North American Free Trade Agreement will
be of creat benefit to all three countries involved. The lowering
of tariffs and trade barriers will lead to an explosion in trade
between the countries, and in particular between the United States
and Mexico. Since trade barriers are higher on U.S. exports to
Mexico than the other way, American exporters stand to gain the
most immediately. In the short term, the current U.S. trade
surplus with Mexico will widen. In exchange, Mexico will receive
an inflow of investment capital from the U.S., a process that
ultimately will bring the country up to a higher level
economically.

The benefit of NAFTA is not only to the exporters. Consumers
in both countries will benefit from the increased competition,
which will result in hiqher productivity and lower prices. NAFTA
will, in the lonq run, expand the American consumer market with
another 90 million people, and provides businesses with new
opportunities.

The Free Trade Agreement is the "shot in the arm" the U.S.
economy needs to come out of its recessionary state. Exports can,
with NAFTA, become the motor of economic growth in this country in
the decades to come.

STATEMENT OF THE MOTOR & EQUIPMENT MANUFACTURERS ASSOCIATION

The Motor & Equipment Manufacturers Association (MEMA) welcomes the opportunity
to share ts views with the Senate Finance Committee regarding t-e recently
concluded North American Free Trade Area (NAFTA) agreement. On balance, we
believe i has the potential to significantly advance the economic Interests of each of
the segments of the motor vehicle products Industry which MEMA represents: U.S.
manufacturer-suppliers of original equipment and replacement automotive and heavy
duty vehicle parts, service and repair equipment, and chemicals.

U.S. suppliers of all types of automot: ,elated products can expect to gain improved
access as exporters to the growing Mexican market, while gaining more flexibility to
structure their overall North American manufacturing Operations to maximize quality
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and International cost competitiveness. We therefore expect that this Important
agreement will facilitat-3 ongoing efforts of U.S. motor vehicle product suppliers to
strengthen their International competitive position.

In our Initial statement on the NAFTA, we cautioned the U.S. Government on the need
to ensure that its August 12 framework understanding with Mexico and Canada be
faithfully translated Into a binding agreement in consultation with U.S. industry
advisors. We have yet to see the complete final legal text, but believe our key
questions and concerns related to initial drafts will be addressed satisfactorily In the
final version.

MEMA also urged that the U.S. Government be prepared to devote adequate attention
and resources to key Implementation issues, such as Customs administration of
stricter rules of origin. We hope this Subcommittee and the full Congress will address
these matters once the final agreement is submitted for review.

MEMA has worked closely with U S. negotiators since the outset of the negotiations,
and during the preparation of legal texts over the past month. The process ha, s been
challenging for all parties, but in our view has produced a good portion of the desired
results.

MEMA Objectives in the NAFTA

Since the outset, we have pushed for a NAFTA agreement structured to accomplish
the following general objectives:

1) Expand U S motor vehicle product industry export opportunities in
Mexico, and Canada;

2) Prevent Mexico or Canaca from serving as an export platform to the
United States for vehicles or components assembled using high
concentrations of non-Norlh American content;

3) Promote progressive elimination of Mexican trade and investment
restrictions, while ensuring that existing U S. Investments in Mexico are
not disadvantaged relative to new market entrants during the
liberalization process: and

41 Provide safeguard and transitional measures to fac tate anticipated
economic adjustments and prevent potential import injury to U.S.
producers and workers.

Accomplishments of NAFTA Agreement

The NAFTA agreement, as outlined to date, would likely accomplish each of these
basic MEMA objectives through:

Progressive elimination of Mexican automotive local content and trade
balancing requirements;

Removal of all Mexican tariffs on U.S. products achieving high levels of North
American content;

Adoption of stronger North American value-content rules as a future
requirement for duty-free US.-Canada automotive products trade;

Strict limitations on Mexico's future ability to use duty-drawback to unfairly
attract new export-oriented investment and productive capacity;
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Elimination of Mexican investment and other regulatory restrictions which
discourage appropriate integration of U.S. producers' overall North American
manufacturing operations; and

Establishment of transition periods and safeguards against import injury to
facilitate necessary economic adjustments and minimize the potential for future
import injury to U.S. producers and workers.

MEMA beives additional U.S. Government measures may be appropriate to provide
an even greater margin of economic certainty for American workers.

The most significant accomplishment of the NAFTA with respect to our industry is its
removal of all Mexican tariff and non-tariff barriers within a ten-year period, In addition,
the NAFTA will make the liberalization steps undertaken in the US.-Canada FTA
(CFTA) more secure, and provide a viable framework for a broader free trade and
investment zone throughout North America.

The balance of this testimony describes in greater detail specific MEMA negotiating
goals and related NAFTA results. Throughout the negotiations, we urged the U S
Government to view these goals as an integrated package, rather than as a set of
individual, unrelated issues, Our evaluation of the NAFTA agreement is therefore
based on the overall package of provisions affecting our industry, as outlined below

Tariffs

In the tariff arena, MEMA called for the immediate reduction and subsequent
elimination of all tariffs on motor vehicle products traded between the United States
and Mexico. Under the CFTA, most original equipment parts and motor vehicle trade
between the United States and Canada is now duty-free, Most bilateral aftermarket
parts trade will become duty-free on January 1, 1993, with the small remaining portion
becoming duty-free by January 1998.

Currently, Mexico allows only a very 11 "'ed number of foreign-made cars and trucks
to enter the country. When imports 2'" -ermitted, they enter at a 20% rate. While
under current Mexican laws higher levels of vehicle imports are theoretically possible
in the future (up to 15-20% of each producer's local sales), local content and trade
balancing regulations make realization of substantially higher vehicle import levels
highly unlikely. Mexicasi automotive parts tariffs range from 10-20%, with most parts
entering at 10-15%. Continuation of these tariffs, even in the absence of most other
current import restrictions, would seriously impede the development of an expanded
export market for U.S. vehicles and parts.

Under the NAFTA agreement, all tariffs on U.S. exports to Mexico of products
manufactured by MEMA members will be eliminated Immediately or In stages over a
five or ten-year transition period. In no case Is the transition period more than ten
years. Given comparatively higher Mexican automotive tariffs, perfect reciprocity in
U.S. and Mexican duty cuts was not achieved in the NAFTA. However, Mexico agreed
to eliminate tariffs on 75% of its trade within 5 years. Tariff staging arrangements are
adequate In light of other NAFTA provisions calling for the phase-in of higher North
American rules of origin on parts and vehicles over an eight-year period.

Rules of Origin and Duty Drawback

The CFTA established special rules of origin and a unique standard of preference for
the motor vehicle products Industry. MEMA recommended that the NAFTA simplify
and strengthen these rules and apply them to the broader North American region
including Mexico.
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Initially. MEMA recommended a value-content rule of origin cf 75%, given the addition
of Mexico to the calculation base and our view that the 50% yule in the CFTA did little
to encourage use of North Americar, -"mponents in regional vehicle assembly
operations Subsequently. with the thrco governments' decision to broadly "trace"
non-North Anerican content through successive stages of production In our Industry,
we agreed that a 65% requirement would be adequate.

In addition, K" AA called for elimination of duty-drawback on all Intra-North American
trade to disc, age excessive Investment In e:xport-oriented facilities (*export
platforms") in Mexico, the highest tariff country In North America.

The proposed NAFTA rule of origIn end duty drawback provisions fall somewhat
short ol our recommendations, but should provide a modest competitive boost
for U.S. automotive producers and their workers.

The proposed agreement has special rules of origin for cars, trucks, major
power/drivetrain assembles and other motor vehicle parts. Under the NAFTA
agreement, the North American rule of origin will be set at 62.5% for cars. light trucks,
and related engines and iransmissions/transax les, and at 60% for medium and heavy
trucks, buses, special purpose motor vehicles, and motor vehicle parts. These higher
oriqin rules will be phased in two equal stages in 1998 and 2002.

the Vaiue of ron-NAFTA materials is raced" under the agreement by requiring
producers of automotive goods (both vehicle builders and their suppliers) to report
their non-North American imports of a broad range of specified motor vehicle parts to
manLJfacturrs at the next stage of component or vehicle production. These
accumulated impoft values (direct and indirect) ultimately are subtracted by the vehicle
assembler when it calculates the regional content of its products to determine eligibility
for IJAFTA lari"ff preferences This ensures more accurate reporting of North American
conlent in all motor vehicle products, a key MEMA objective-

The NAF TA agreement wilt extend the CFTA's expiration date from January 1994 to
Jari'iy 1996 for dury drawback on non-North American inputs Incorporated into
dutiahle goods crossiig the U S -Canada border- ft also will establish an expiration
date of sever years (January 2001) for cuty drawback related to US.-Mexican and
Canad,ar Mexican trade Duty drawba,,, will be retained on goods produced in North
Arn,,rca ard exported outside of the region It will be limled on all trade within North
America to the extent of actual duties paid upon export into another NAFTA Party.

In adOion, North American-originaling goods will continue to receive full drawback as
they cross intra-regional borders for successive stages of production until NAFTA
tariffs are fully phased out Foreign-trade zones, maquilas, and other In-bond
operations wilt be charged duty for non-North American origin components used in
goods they sell to other NAFTA parties just as if the goods were sold into their
domestic markets,

The definition of originating content in the proposed Agreement Is somewhat tighter
than in the U S -Canada FTA rule. Comparable rules apply regarding transformation
in North America to a new tariff clas&z,-tion, but they are now combined with tracing
the value of imported motor vehicle par'u

Mexican Non-Tariff Trade Barriers

A central objective of MEMA in the NAFTA negotiations was the elimination of Mexico's
complex auto decree, which establishes local content and trade balancing
requirements, as wefl as investment restrictions on the car and light truck assembly
and automotive parts Industries. MEMA also sought elimination of Mexico's auto-
transportation decree, which sets local content and import quota regulations for the
truck and bus sectors.

64O2ti () - 3 - I '
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The proposed NAFTA agreement would phase out the Mexican Auto Decree over a
ten-year period and remove import restrictions In Mexico's Autotransportation Decree
over five years.

With respect to the Mexican Auto Decre (light vehicles), the NAFTA agreement calls
for the following significant liberalization steps:

1) Mexican local content requirements, from an industry-wide perspective, w;tl be
lowered In percentage terms over a ten-year period and then terminated along
with the decree. The calculation of vehicle assemblers' local content will be
broadened to facilitate greater sale of products made In "maquiladoras" in the
Mexican market

2) Mexican trade balancing requirements (presently 1:1 for parts and 2:1 for
vehicle exportsfimpors) will be reduced immediately to .8:1 and phased down
to .55:1 by the end of the same 10-year transition period. In addition, Mexican
vehicle producers will gain major new assurances that they can make
immediate use of past years' trade surpluses to import more vehicles.

Under the NAFTA, Mexico's Autotransportation Decree will be terminated in 1994, with
imports of trucks and buses liberalize uver a five-year period.

MEMA believes Mexico's agreement to progressively liberalize Its trade balancing
requirements under the Auto Decree Is the single most significant
accomplishment of the NAFTA automotive negotiations as they relate to the light
vehicle and components Industry. This step, together with provisions improving
vehicle assemblers' access to prior trade surpluses, win substantially improve
prospects for continued growth in U.S. exports of vehicles and direct and indirect
exports of parts to Mexico during the transition period.

NAFTA provisions dealing with removal of Mexican local content provisions are less far
reaching than the trade balanc!ng ieiorms during the transition period. However,
immediate liberalization of local content requirements (from 36% to 34% in tandem
with allowing the counting of purchases from certain independent 'maquiladoras") will
reduce current pressures on vehicle assemblers in Mexico to boost their local content
above currently achieved levels.

MEMA remains concerned, however, that Mexico could seek to fullt Implement Its
1989 decree requirements between now and January 1994, when the NAFTA enters
into force. Such action would clearly be inconsistent with the spirit of the NAFTA and
would likely prove detrimental to the medium and longer-term Interests of both U.S.
and Mexican suppliers. At a minimum, we believe the U.S. Government must monitor
this situation and seek resolution of any problems which develop before January 1994.

Investor

Mexico's long-standing restrictions on foreign investment in its auto parts Industry has
been of major concern to MEMA. We therefore urged the U.S. Government to seek
the complete elimination if these restrictions, along with quantitative limitations on the
sale of products assembled In "maquiladoras" Into the Mexican domestic market.

Our intent was to ensure non-discriminatory treynrnt between distinct forms of
Investment in the auto parts sector in Mexico by fai6litatn more Integrated use of
existing productive capacity throughout North America, Including Mexico. These forms
of Investment include the "maquiladora" (in-bond plants whose sales into Mexico are
limited) and 'national suppliers* sectors, In which majority foreign equity Investments
are permitted, and the "auto parts Industry sector, In which they are not.
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We believe the NAFTA automotive and Investment texts clarify the legal standing
of existing and potential future U.S. Investments In the auto parts sector, broadly
defined. Both texts clarify and liberalize the standards for both "national supplier" and
"auto parts industry" firms, reducing the Mexican local content requirement from 30 to
20 percent and permitting "maquiladora" facilities meeting this local content standard
to qualify for "national supplier" status. This allows "maquiladora" sales to vehicle
producers in Mexico to qualify for the first time as local content In terms of the vehicle
assembly industry's requirement. Th'- agreement also will allow U.S. Investors to
acquire majority ownership of Mexican "auto parts industry" firms in most cases.

These new Mexican obligations should help promote market-driven restructuring of the
Mexican auto parts sector beginning In the early years of the NAFTA. Differential
treatment of different classes of foreign investors in the Mexican auto parts
manufacturing sector should be essentially removed. This is a major achievement of
the NAFTA negotiations affecting automotive products.

STATEMENT OF THE NATIONAL ASSOCIATION OF HOSIERY MANUFACTURERS

The National Association of Hosiery Manufacturers (NAHM) is the trade association
representing the interests of those companies in the United States that produce all
types of men's, women's, and children's hosiery. Our members manufacture and
market approximately 85% of all the hosiery sold in the United States.

The NAHM Board of Directors voted to support the creation of a North Amencan
Free-Trade Agreement (NAFTA) predicated upci stringent safeguards for U.S. industry.
NAHM wishes to reaffirm its support and submit comments on the following provisions
01 the NAFTA and its impact on the U.S. economy: rules of origin; safeguards; dispute
settlement; and, subsidies and dumping.

While NAHM supports strong rules of origin, wo would have preferred that the "yam
forward" rule include partially oriented yarn (POY) in order to provide the hosiery
industry with broader sourcing flexibility. This position should not be construed as
necessarily widening the exceptions list to include products that are available in North
Amenca, but as an economic option in response to market conditions (e.g., production
shortages).

NAHM supports strong provisions coverng "snap back" and quota applications against
disruptive imports. NAHM support of NAF'TA is predicated upon stringentt safeguards
for U.S. industry." These provisions are critical to the balanced operation of the
NAFTA and no limitation should be placed upon them which would render them
ineffective.

The dispute settlement mechanism appears, on Palance, to represent a fair and
equitable format to resolve complaints. However, we support the concept that any
dispute procedure maintain the respective sovereignty of each country, and unilateral
action against unfair trade practices should be subject to "judicial review." NAHM
supports the maintenance of existing laws and regulations related to antidumping,
countervailing duties, and other unfair trade practices by all three NAFTA countries.

Large unified economic trading blocs efficiently using all their assets in international
trade are clearly what the future holds. In this new world environment, the united
economies of North America will be significantly greater than any one of the three
countries operating alone.

A NAFTA will help stimulate faster economic growth in Mexico. This will increase the
Mexican demand for U.S. products .xpanding U.S. exports translate into increased
jobs in the United States. It is esti nated that each one billion dollars in U.S. exports
creates over 22,000 U.S. jobs. That means more domestic consumers here in this
country. The $12,000,000 increase in hosiery exports to Canada in the last four years
has created over 260 new jobs in the U.S. hosiery industry. The U.S. currently enjoys
a significant surplus in its balance of trade with Canada directly as a result of the
free-trade agreement.
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Overall, 254.000 new jobs have been created In the United States as a result ot
increased exports to Canada. These benefits will continue to grow as that agreement
is fully implemented during the 90's. Similar opportunities exist with Mexico.

Mexico has made a commitment to free trade and joined the General Agreement on
Tanffs and Trade (GATT) in 1986. In 1987, the U.S. and Mexico embarked on a
framework of trade agreements to resolve a number of trade problems and open
markets. Since then, U.S. exports to Mexico have grown dramatically.

Although concern has been voiced regarding the disparity in both wages and
environmental laws in Mexico compared to the U.S., the situation In Mexico is changing
rapidly. General manufacturing hourly wages in Mexico have gone up 257% (in
pesos) in the last four years. In addition, Mexico passed a comprehensive
environmental law in 1988. The standards set by this legislation are based, in large
part, on U.S. law and experience. The U.S. Environmental Protection Agency (EPA)
helped its Mexico counterpart agency during the drafting and implementing of this law,
and the two agencies continue to work together.

Concerns have also been voiced regarding the potential relocation of U.S. companies
to Mexico. However, there are other msts involved with manufacturing in Mexico that
should be taken into consideration su- i as distance from the market, availability and
transportation of raw materials, utilities, labor skills, and more. Producer prices in
Mexico jumped 29% in 1990, 15% in 1989, and 37% in 1988. This is after,102 % and
166% increases in 1986 and 1987. The annualized increase through )he first five
months of 1991 is 24%. This far exceeds the 3-6% increase~erij/enie~n the United
States during these years. Although a few operations rry mov6.Ao" Mexico for a
variety of reasons, in all likelihood these firms would have moved to Mexico or other
parts of the world regardless of an FTA.

The NAHM appreciates the opportunity to submit comments in support of the proposed
NAFTA. If I may be of any furthor assistance, please. feel free to contact me.

Very truly yours,

ChL :k 3rooks
Vice President arid Secretary

STATEMENT OF THE NATIONAL CUSTOMS BROKERS AND FORWARDERS ASSOCIATION OF
AMERICA

The National Customs Brokers and Forwarders Association of America (NCBFAA)
is pleased to appear before the Subcommittee on Trade during your hearings on the
North American Free Trade Agreement (NAFTA). NCBFAA represents licensed cus-
toms brokers ond freight forwarders located throughout the U.S. I am Frank McCar-
thy, Vice President of J.M. Rodgers Co. in Sparta, New Jersey, and chairman of
NCBFAA's Duty Drawback Committee.

Our association has long-supported the negotiations to reach a North American
Free Trade Agreement. From the beginning, we have been enthusiastic about the
prospects for this undertaking, recognizing the significance to all parties of a North
American free trade area.

It is from this perspective-as a proponent of NAFA-that we appear before you
today, to convey our grave concerns about one specific aspect of the agreement: the
provision on duty drawback-a provision which, in its present form, will only serve
to undermine the positive benefits to be derived for U.S. producers under the
NAFTA. This provision calls for the elimination of duty drawback over time.

This is an issue which we discussed at length with U.S. negotiators for almost
two years. Joining with us in an informal coalition were over 120 companies and
associations, including major automotive manufacturers, the agricultural and con-
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struction equipment manufacturers, chemical and plastic manufacturers and the
American Association of Exporters and Importers and the International Trade Fa-
cilitation Council. Yet, our entreaties to U.S. negotiators fell on deaf ears, as they
clung to abstract theories which ignore the real world impact of eliminating duty
drawback.

It is important to understand the fundamental role which duty drawback plays
for U.S. industries. It enhances U.S. competitiveness and stimulates jobs at a time
when many of these industries are experiencing severe pressures on their already
battered bottom-line.

What is duty drawback? Simply put, it is a 99% refund of certain customs duties
p aid on imported materials used to manufacture products that are later exported.

or example, a U.S. manufacturer pays $10 in duty on an imported compressor that
is used to manufacture a refrigerator. If the U.S. made refrigerator is then exported,
$9.90 of the duty paid on the compressor is refunded to the manufacturer.

Drawback has strong historical roots in our country, with drawback first estab-
lished by an act of Congress in 1789. Since that time, its purpose has been clear:
it is designed to stimulate exports. With drawback, an exporter does not have to in-
clude in his price the duty paid on imported raw materials and components. By re-
ducing U.S. producers' costs, duty drawback helps strenghen the competitive posi-
tion of U.S. industry in international markets and, at the same time, improve the
country's trade balance and increase domestic employment and investment. Draw-
back promotes exports and exports means jobs. In fact, according to the U.S. Com-
merce Departnment, for every $1 billion in exports, 19,700 U.S. jobs are supported.

This basic premise was overlooked, and the program sacrificed, in the complicated
negotiations resulting in the U.S.-Canada Free Trade Agreement. Now, this mistake
is about to be compounded and repeated in the NAFTA. Mr. Chairman, we urge
your Committee not to allow this to happen. The drawback provision must be re-
vised before the NAFTA is allowed to go into effect.

The NAFTA drawback text essentially provides the following (Article 303):

* Be ginning in 1996, drawback on shipments between the U.S. and Canada will
end. (This supersedes the U.S.-Canada FTA provision which eliminates draw-
back on shipments between the two countries beginning in 1994, unless the par-
ties agree to extend it.]

* Beginning in 2001, drawback on shipments between the U.S. and Mexico will
enl

" After drawback is eliminated, each NAFTA country will adopt a procedure for
goods still subject to duties in the free trade area whereby a country may waive
or refund the lesser of:

-duties owed or paid on imported, non-North American materials used in the
production of a good subsequently exported to another NAFTA country; or

-duties paid to that NAFTA country on the importation of such good.

What this means for U.S. companies is an annual loss of over $350 million dollars
in duty drawback resulting from exports to Canada and Mexico. And, since 90% of
this loss in duty drawback is derived from U.S. exports to Canada, the majority of
this loss would begin to occur in 1996, when drawback for U.S.-Canada trade will
be eliminated, according to the NAFTA text.

Many of the industries that use duty drawback most intensively are already fac-
ing severe profitability pressures and losses in employment caused in large part
from intense competition in international markets. In addition, they are experienc-
ing massive and rapid structural changes resulting from this competition. In this
environment, drawback remains an important contributor to U.S. industry profit-
ability and competitiveness.

To illustrate the impact of eliminating duty drawback, the automotive industry
offers a compelling example. The motor vehicle and equipment manufacturers' in-
dustry is a vital part of the economy, with one in about seven jobs in the U.S. tied
to the motor vehicle industry and related industries. It is also a major consumer
of U.S. basic and high-tech goods. Obviously, any downturn in the industry has im-
portant ramifications for the general economy.

By analyzing the actual financial performance of U.S. automobile manufacturers
in recent years, we looked at what the financial outcome would have been if duty
drawback refunds for exports to Canada had been eliminated-a loss which is
roughly equivalent to an annual reduction in earnings of the Big Three automakers
of $140 million. This becomes significant when considered in terms of overall profit-
ability and other financial measures. Moreover, competition is so intense in the in-
dustry that eveiy dollar of cost savings has an immediate and visible effect on the
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bottom line. For the Big Three U.S. automakers, our review showed the following
effects:

" Profits: Cumulative 1989-1992 profits for the Big Three are estimated to be
$2.7 billion. In the context of this level of earnings, a $560 million loss of draw-
back over four years is quite significant. In effect, the elimination of duty draw-
back would have reduced Big Three earnings for the 1988-1992 period by over
20%. (See Figure 1.)

" Capital Investment: Deterioration in the financial condition of the domestic
automakers is particularly troubling in light of the enormous levels of invest-
ment needed for maintaining competitiveness. Capital spending for the three
automakers in 1990 alone was about $16 billion. Faced with continuing invest-
ment requirements of this magnitude, the Big Three auto companies are at-
tempting to reduce costs on every front. In this light, the elimination of duty
drawback should be viewed against competing uses of these funds. Consider, for
example, the following:

-The investment costs to GM of developing the popular Seville model were $778
million. Cost recovery from duty drawback for the industry over a four year pe-
riod would finance 72% of these costs.

-Chrysler spent approximately $700 million in the early 1980s to develop the
highly successful minivan-the model responsible for a large part of Chrysler's
current sales. In this case, duty drawback recovery for the industry over a four
year period would finance 80% of the development costs.

Given the current and the prospective weakened outlook for the financial condi-
tion of the Big Three automakers, a cost increase of the relative magnitude created
by elimination of duty drawback with Canada would materially weaken their com-
petitive situation, causing added downward pressure on earnings and employment
opportunities.

Other industries-including chemicals, pharmaceuticals, electronics, petrochemi-
cal, steel, textiles and others-will experience a similar impact if duty drawback is
eliminated with Canada.

Yet, despite this immediate and significant loss to U.S. companies, the Adminis-
tration ignored industry's call for a continuation of duty drawback in the NAFTA.
They based this decision on abstract theories that have no basis in historic fact. For
example, the Administration argues that the duty drawback program in a free trade
context distorts international trade flows and will result in "export platforming" to
the U.S. market.

While this argument has some superficial appeal in a theoretical model, the re-
ality of North American trade is:

-Before the U.S.-Canada FTA, there were many duty free transactions between
the two countries with duty drawback in place. In fact, approximately 80% of
automotive trade between the U.S. and Canada has been duty-free since 1965
under the Automotive Products Trade Agreement (APTA). Approximately 50-
60% of U.S.-Canadian trade is automotive related. To this point, no one has
suggested that duty drawback has resulted in trade distortion or influenced
plant location.

-Duty drawback is but a small factor in a complex international trade framework
No company is going to choose their plant location because of duty drawback.
The leading factors influencing plant location include comparative costs, wage
rates, tax differentials or tax incentives, infrastructure factors and investment
climate. Duty drawback is not a significant factor in this equation. The exist-
ence of duty drawback simply will not lead tu export platforming. At the same
time, however, the elimination of duty drawback will cost U.S. manufacturers
hundreds of millions of dollars annually-a fact which is important to the prof-
itability and competitiveness of U.S. industry.

-The concern that producers in non-NAFTA countries will invest in manufactur-
ing facilities in Canada or Mexico to take advantage of the NAFTA could and
should be addressed by the enactment and enforcement of stringent rules of ori-
gin. The Administration's obsession with elimination of duty drawback as the
way to prevent "platforming" merely diverts attention away from the real
means to avoid platforming in Mexico-the rules of origin.

We seriously question the log.c of eliminating duty drawback at a time when U.S.
industry needs all the competitive advantages it can get. Drawback programs are
serving their intended purpose. They promote exports and therefore jobs within the
U.S. These programs allow U.S. manufacturers to more effectively compete in for-
eign markets.
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There is no evidence to support the notion that the presence of drawback is some-
how inimical to free trade. A U.S. manufacturer who utilizes imported components
which are later exported in a final product still has the added cost of the duty paid.
The export of these products are still exports whether or not they are destined to
a free trade country. Drawback's benefit to and encouragement of U.S. manufactur-
ers in their effort to compete internationally remains unciianged in the context of
NAFTA.

Duty drawback is a proven advantage for U.S. manufacturers. It stimulates their
export activity and provides for increased employment. We urge you not to let the
Administration sacrifice this important program now on the basis of some illusory
and unfounded theory that is contradicted by good sense. Drawback is a benefit to
U. S. exports and we urge Congress to insist that duty drawback be preserved in
NAFTA.

Thank you for your consideration of our views.

STATEMENT OF THE NATIONAL GRAIN AND FEED ASSOCIATION

INTRODUCTION

The National Grain and Feed Association (NGFA) appreciates the opportunity to
present its views on ,he proposed North American Free Trade Agreement (NAFTA).
We commend you, Mr, Chairman, for your leadership on and support of the North
American free trade concept, one that we strongly believe offers tremendous eco-
nomic benefits to U.S. .,giculture and the general U.S. economy.

The NGFA is the national nonprofit trade association of 1,200 grain, feed and
processing firms comprising 5,000 facilities that store, handle, merchandise, mill,

rocess and export more than two-thirds of all U.S. grains and oilseeds utilized in
domestic and export markets. The NGFA also consists of 40 affiliated state and re-
gional grain and feed associations whose members include more than 10,000 grain
and feed companies nationwide.

Mr. Chairman, we believe that the proposed NAFTA is vitally important to the
future economic growth of U.S. agriculture. As negotiations have progressed during
the past year, we have fully supported the goal of a free trade area comprised of
the United States and two of its largest trading partners, Canada and Mexico. Now
that negotiations have been completed and we have reviewed the proposed agree-
ment, we continue to strongly support it.

We applaud Mexican, Canadian, and U.S. negotiators for reaching an agreement
that enhances market access for U.S. agricultural commodities, and takes the view
that all parties to the agreement should continue work toward the elimination of
niarket-distorting domestic supports and export subsidie& through appropriate inter-
national bodies. We also believe the inclusion of sanitary and phytosanitary stand-
ards based on rigorous, objective scientific evidence is a necessary ingredient for a
successful trade agreement. Upon development of necessary implementing legisla-
tion, we urge quick Congressional approval of the proposed NAFTA package under
fast-track rules.

IMPACTS OF THE PROPOSED NAFTA AGREEMENT

Agricultural trade among the United States, Canada, and Mexico provides a clear
example of the importance of trade to the economic well-being of all three countries.
More than 90 percent of Mexico's agricultural exports are shipped to the United
States, and nearly 80 percent of its agricultural imports originate in the United
States. Similarly, Canada is the largest supplier of agricultural goods to the U.S.
market, and 60 percent of Canada's agricultural imports are from the United States.
Canada and Mexico are the third and fifth largest markets, respectively, for U.S.
agricultural goods.

We are convinced that the symbiotic nature of free North American trade will be-
come even more evident under NAFTA. Consumers in all three countries will bene-
fit from increased efficiencies, and increased trade will lead to job creation and a
higher standard of living.

The benefits of the proposed agreement in the grain and oilseed sector are clear.
Some trade barriers, such as Mexico's current 15 percent seasonal tariff on grain
sorghum imports from the United States, would be eliminated immediately. Other
requirements, such as Mexico's import licensing system, would be converted to tran-
sitional tariff-rate quotas to be phased out over a period of 10 years. In general, all
tariffs and tariff-rate quotas would be phased out over 10 years.

One notable exception in the grains seLtor is for corn. Duty-free access into Mexico
of 2.5 million tons of U.S. corn would be allowed immediately. Mexican imports of
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U.S. corn above 2.5 million tons would be subject tu a tariff of about $206 per metric
ton, to be phased out over 15 years. It is our understanding that the above-quota
tariff could be,$aived by Mexico if additional U.S. corn imports are desired. While
we would have preferred a higher initial duty-free access level and a shorter transi-
tion period for phasing out the tariff, we support the process of "tariffication" and
the conversion of Mexican import restrictions to transparent, easily understood du-
ties, with the ultimate goal of free and unrestricted trade in agricultural commod-
ities.

The U.S. Department of Agriculture recently released a preliminary analysis of
projected NAFTA impacts on specific U.S. commodity exports. As we expected, the
analysis shows that the U.S. grains and oilseed sector would reap substantial bene-
fits from the proposed agreement. For example, U.S. wheat exports to Mexico are
projected to increase 40% over expected levels without a NAFTA. The USDA projec-
tions show that an additional $30 million in revenuies would accrue to the U.S.
wheat industry by the end of the transition period contained in the agreement.

Similarly, U.S. soybean exports to Mexico are expected to ris,- by approximately
20% by the end of the NAFTA transition period. Farm prices for soybeans are pro-
jected to rise by about 2% per bushel, and industry revenues are epected to in-
crease by $400-500 million by the end of the transition.

Dramatic benefits under NAFTA would also be seen in the coarse grains sector.
The USDA projects that NAFTA trade reforms, over the 15-year transition, would
increase U.S. corn exports to Mexico to about 6 million tons, almost 50% above the
level expected in the absence of NAFTA. Exports of U.S. sorghum to Mexico are ex-
pected to reach about 6 million tons within ten years, approximately 15% above pro-
jections without NAFTA. Other coarse grain exports are also expected to increase
about 20% above non-NAFTA projections. In sum, the USDA predicts U.S. farm
prices for corn about 5 cents higher, increased sorghum prices, and higher industry
revenues of $400-450 million.

RESOLUTION OF PRIVATE COMMERCIAL DISPUTES

We are also very supportive, Mr. Chairman, of a provision in the proposed agree-
ment that 'would establish an advisory committee to "work toward a system for re-
solving private commercial disputes that arise in connection with transactions in ag-
ricultural goods" The proposed text further states that, "The system of each party
shall be designed to achieve prompt and effective resolution of such disputes
Our association administers a 90-year old system of arbitration and trade rules for
grain and feed that we think could serve as a model for dispute settlement, particu-
larly in small to medium-size cases among private parties.

The NGFA's Trade Rules facilitate trade among all firms in the grain, feed, and
processing industry. They are reviewed each year to ensure that they continue to
be current and relevant. It is important to note that our rules are designed to reflect
industry trade practices, not to create or establish them. Today, virtually every com-
mercial grain transaction in the United States references the NGFA's Trade Rules,
and they are increasingly utilized in cross-border trade between U.S. and Canadian
firms.

When a dispute arises, it can be resolved through the NGFA's Arbitration System.
Under this system, arbitration cases are prepared by the parties involved. Cases are
considered by a panel of three impartial industry experts, whose decisions are based
upon evidence submitted by the parties. Arbitration proceedings usually are con-
ducted by mail, but either party may request an oral hearing, *n which case it is
automatically granted. In general, arbitration cases can be concluded within 130
days after filing of an initial complaint. Every award under the arbitration system
is subsequently printed and distributed to our members.

A major benefit of the Arbitration System is that it negates the need for costly
and time-consuming legal proceedings. We suspect, too, that many trade disputes
have been settled before being submitted for arbitration because of the discipline
imposed by publication of all Arbitration Decisions.

Mr. Chairman, we see a great need for the extension of a similar system of trade
rules and arbitration under NAFTA. We met earlier this year with officials of the
U.S. Trade Representative's office and the U.S. Department of Commerce to explain
the NGFA's Trade Rules and Arbitration System. We want to take this opportunity
to volunteer our time to work with the Administration and your committee to estab-
lish a framework in which private commercial disputes can be handled quickly, in-
expensively, and fairly, thereby enhancing trade under NAFTA.
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LONG-TERM BENEFITS OF FREE TRADE

We believe the proposed NAFTA text offers significant market opportunities to
U.S. agriculture. Perhaps even more important, however, are the real, long-term
benefits to agriculture of a truly market-oriented trading system worldwide. We
strongly believe that the production, marketing, and transportation infrastructure
of U.S. agriculture gives us a competitive advantage that should be utilized. In a
world trading environment based on economics, rather than on trade-distorting sub-
sidies, we think the U.S. would fare exceedingly well.

The proposed NAFTA is a large first step toward a free-trading agricultural
world. It offers tremendous benefits to U.S. agriculture, and we strongly support it.
However, we do not believe that NAFTA can serve as a substitute for what is really
,teded in agriculture-that is, a sound multilateral agreement to reform trade

through the General Agreement on Tariffs and Trade (GATT). We would caution
against anyone taking the view that a GATT agreement has become less urgent due
to progress toward a NAFTA.

In both GATT and NAFTA, there clearly will be some adjustments in agricultural
production and trade. We understand that some producer organizations will pose
difficult questions about impacts on specific commodities. However, we encourage
policy makers to take a longer term perspective in thinking about government po i-
cies toward agriculture. The proposed NAFTA and a potential GATT agreement
both offer large net gains to the U.S. economy, particularly in agriculture.

RENEWED FOCUS ON DOMESTIC U.S. AGRICULTURAL POLICIES

Phasing out market access barriers will enable us to further develop markets in
Mexico, beady the United States' fifth largest agricultural trading partner. However,
it would be a mistake to assume that the enhanced market opportunities presented
by free trade are the sole province of the United States, regardless of the policy ap-
proach we choose. The United States must produce and compete for expanded trade
opportunities obtained through such negotiation to receive benefits.

in an increasingly competitive world agricultural trading environment, it is criti-
cal that we make the right policy decisions to enable U.S. agriculture to compete
and grow. We believe that recent policy decisions limiting agricultural production
and idling our infrastructure have resulted in lost export business. With the oppor-
tunities it presents, we think the NAFTA accord makes it imperative that the Unit-
ed States start now to review its own domestic farm policies and to discuss ways
to reform those policies to ensure U.S. competitiveness in a growing world market.
We need to prepare ourselves to aggressively produce and market agricultural prod-
ucts to take advantage of trade opportunities like NAFTA.

CONCLUSION

In conclusion, Mr. Chairman, the NGFA firmly believes that the proposed NAFTA
would bring great economic benefit to US. agriculture and our entire economy. We
urge its expeditious consideration by Congress and its approval under fast-track
rules as soon as possible.

STATEMENT OF THE NATIONAL PEANUT GROWERS GROUP

Thank you Mr. Chairman for the opportunity to appear here today. I am James
Earl Mobley and I am representing the National Peanut Growers Group, an organi-
zation I have served as Chairman for the past 13 years. The National Peanut Grow-
ers Group is composed of representatives of all of the peanut producing states and
marketing cooperatives. As such, we speak for the entire producer sector of the pea-
nut industry.

For the past six years peanut producers and, indeed all farmers, have faced the
uncertainty of change due to the negotiations in international trade initiated in the
Uruguay Round addressing trade in agricultural products. During negotiations ini-
tially in the GATT and more recently NAFTA, peanut producers have been told re-
peatedly that they were the "big losers." You can imagine the fear and frustration
which six years of uncertainty can produce for individual producers who are trying
to plan for the future of their operations and their families' well-being. To date, we
do not feel that our concerns have been addressed in the context of the negotiations.
We continue in good faith to present our concerns to this Committee and to our ne-
gotiators.

With the September 18 announcement by President Bush that he intends to ratify
NAFTA, the concerns of the National Peanut Growers Group have become a reality.
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We understand that since the initial announcement that through your efforts,
with the assistance of Chairmen Hatcher and Stenholm, significant changes have
been made relating to the treatment of peanuts in the NAFTA Agreement. For that
effort Mr. Chairman, we are grateful. The peanut farmers of the nation thank you.

We continue to have significant concerns regarding NAFTA. We are shocked to
see la guage in the agreement that could later dictate domestic support levels. Not
once d ring the NAFTA negotiations did anyone suggest that such a provision
would 9e included, or for that matter was even being considered. We strongly object
to such a provision and urge that this: Committee advocate its removal from the
agree nent and provide language in: enabling legislation which would preclude any
such i trusion into the recognized authority of the United States Congress.

Mr.,Cthairman, as the NAFTA negotiations approached their final stages, the Na-
tion 41 Peanut Growers Group sought in vain to secure from the USDA and USTR
an/6nalysis of the economic impact of the treaty on peanut producers and peanut
p)rbducing regions. It was our contention that this data should have been a part of

Ahe negotiating process. Members of Congress made similar requests. Unfortunately,
to our know edge, no such analysis has been forthcoming.

Peanut producers have had access to the research of two agricultural economists
working in the Agriculture Economics Department of the University of Georgia. Dr.
Stanley M. Fletcher and Dr. Dale H . Carley have been tracking the GAT and
NAFTA negotiations for the past several years. They have testified before this Com-
mittee on the Economic Impacts of the GATT, and are perhaps the most qualified
authorities in the nation to speak on this subject.

Drs. Fletcher and Carley have provided us with a preliminary analysis of the ef-
fects of the NAFTA Agreement as it pertains to peanuts. Their analysis covers the
effect of the elimination of Section 22 for peanuts, the tariffication and tariff reduc-
tions on "NAFTA grown peanuts" and the likely points at which Mexican peanuts
would impact the domestic U.S. peanut production. This analysis assumes that
Rules of origin can and will be enforced.

In their analysis, Drs. Fletcher and Carley project two likely scenarios. The first
assumes a Mexican price of $600 per metric ton (based on current world prices for
Argentine peanuts). Calculations of shelled peanuts (Table I: Support Loan Rate
Minus World Import Price/Metric Ton), shows that by the second year of the agree-
ment, Mexican imported peanuts would have a $16.87 per metric ton price advan-
tage over U.S. quota peanuts marketed under the existing domestic support pro-
gram. By the sixth year of the agreement, Mexican imports would have a $168 met-
ric ton advantage. In this scenario, it becomes immediately obvious that U.S. peanut
farmers would lose all practical protection which is currently afforded by Section 22
Import Quotas in only one year. Furthermore, the minimum access levels of peanuts
allowed to enter domestic markets increases at significant levels over the fifteen
year phase in of the peanut provisions in NAFTA.

Under a second scenario, the assumption is made that Mexican peanuts would be
imported into the U.S. domestic market at the bench-mark price used in the Dunkel
text in the GATT negotiations or, ($698.33 per metric ton, shelled basis). Under this
scenario, U.S. farmers would enjoy a slightly longer time to adjust to the NAFTA
treaty. Calculations of the shelled peanuts (Table II: Support Loan Rate Minus
World Import Price/Metric Ton) illustrate that U.S. markets would be protected for
four years before the reductions of the tariffication price levels became positive to
Mexican exporters. In the fifth year Mexican peanuts would enjoy a $31.73 price ad-
vantage over U.S. domestic peanuts.

Mr. Chairman, either of these scenarios would severely damage the U.S. peanut
program and would not allow U.S. peanut farmers or the domestic peanut industry
time to adjust to the impact of imported peanuts. These scenarios contain no quan-
titative assumptions regarding the stimulus which entry to U.S. markets would
have on Mexican producers, or the potential for U.S. producers to move their farm-
ing operations to Mexico. Only a cost of production analysis would allow us to make
these projections. However, it is safe to project that the loss of Section 22, the
tariffication of import quotas, and the rapid reduction of tariffs would adversely af-
fect the conduct of the peanut program almost from the start of the agreement.

We are concerned that replacing import quotas with tariffs and giving up the pro-
tections of Section 22 for all agricultural products that U.S. negotiators have se-
verely undermined this nation's position in the GATT negotiations. We also see as
inconsistent the position taken to allow Canada to maintain import barriers on sup-
ply managed commodities in that nation.

We'are concerned that establishing duty free import minimums which increase
that NAFTA undermines thp integrity of the domestic peanut program. Each im-
ported ton displaces a domestic quota ton and the small American farmer loses. Ad-
ditionally, the federal budget is placed in greater jeopardy.
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We understand that the August 12 "handshake agreement" provided no assur-
ances that peanuts of otheL origins could be imported into Mexico or Canada and
transshipped into the United States as NAFTA peanuts However, we now under-
stand that this Committee has addressed this point firmly with the Administration
and with negotiators and that firm rules regarding peanuts from other origins are
in place. However, our concerns continue and we ask that this Committee continue
to work to assure that enforcement of these provisions is carefully spelled out in en-
abling legislation.

A committee of the National Peanut Growers Group has conducted an independ-
ent study of border procedures as they relate to foreign peanuts entering the United
States under Section 22 import quotas 11.7 million pounds]. We would ask the Com-
mittee to review procedures and records of USDA-AMS, the Federal State Inspec-
tion Service, APH IS, Custom and FDA regarding their inspection and quality re-

uirements on all peanuts and peanut products entering the United States under
ection 22 import quotas. We would like to be assured that all peanuts entering this

country be inspected for grade, and For phytotoxins, with the same degree of care
as peanuts produced in the United States for domestic edible markets, and to be
insured that this nation is capable of making these inspections at any point of entry.
U.S. peanut producers and product manufacturers are subject to the strictest qual-ity standards in the world, most of which are self-imposed to protect the interest
of the citizens of this nation. As a result, U.S. consumers have a high degree of con-
fidence in the peanut products they eat. Unsupervised, uninspected, or ungraded
peanuts, peanut butter, peanut paste, or other products containing peanuts entering
this nation can undermine this confidence rapidly, with devastating effects on the
American peanut farmer and the domestic peanut industry. As a minimum require-
ment Mexican peanuts entering as a part of the NAFTA Agreement must meet min-
imum domestic standards.

We would prefer the term "Mexican Grown" to the term "NAFTA Grown." We
produce the safest, highest quality peanuts in the world and are confident that we
can compete with the small quantity and low quality Mexican: production. However,
with the evidence presented by Drs. Fletcher and Carley, the damage to U.S. peanut
production would come early in the program. The: term "Mexican Grown" as it ap-
plies to U.S. imports of peanuts and peanut products, would provide enforcement
personnel the opportunity to work with known quantities of peanuts in both U.S.
and Mexican crops.

We were encouraged by the answers provided in testimony last week by Ambas-
sador Hills that U.S. additional peanuts would be subject to the legal sanctions pro-
vided under the Peanut Title of the Food, Agriculture, Conservation and Trade Act
of 1990, if any attempt were made by either Canadian or Mexican processors to ex-
port peanuts or peanut products made from U.S. Additional peanuts to the United

tates. We would ask the Committee to monitor this closely, to make certain that
this prohibition is included in enabling legislation and the enforcement provisions
are provided to assure that the law can be enforced at the Canadian and Mexican
borders.

In summary Mr. Chairman, I am sure the nation's peanut farmers would prefer
to join with the supply managed commodities of Canada and be left out of the
MAMA altogether. We see no benefit for us in the proposed agreement. However,
assurances on the following statements provides us encouragement and we com-
mend you on your contribution to obtaining these concessions and assurances.

1. For shelled or unshelled peanuts imported into the United States from Mexico
or Canada under the NAFTA, the peanuts must be Mexican Grown.

2. For peanut products such as mixed nuts or candy, only Mexican peanuts may
be utilized.

3. U.S. additional peanuts will continue to be subject t.o legal sanction and penalty
under current law if they are re-imported into the United States.

4. Imports must be subject to the same standards as domestic edible peanuts and
adequate inspection will be provided to assure American consumers a continuation
of the high quality and safety of the domestic peanut supply.

We understand that members have requested that the Special Trade Representa-
tive a provide the Committee citations and explanations of how points one through
three will be implemented and administered. Peanut producers would be grateful
if these would be shared with us.

With these statements, we must observe Mr. Chairman, that currently there is
no assurance that the NAFTA accords can be enforced. More importantly, there is
no provision within the agreement to allow compensation for the American family
farmer who will ultimately lose a portion of the domestic edible market, and there
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is no relief from the continuing economic and social uncertainties and disruptions
which continue to accrue to the ongoing trade talks.

Thank you Mr. Chairman.
Attachments.

Table I. Ftimato arffrication for shelled edible p-anuts based on NAFTA and currcal
world prices, United Stte.,, 1993/94 to 2007/0.

Support loan Import quota
Marketing World Support loan r'ate minus world tinder no
year TarirP - import prices rate" import price' tariff

(S/ott) (S/m) (S/ton) (S/tn) (mI)
Hate 803.00 1403.00 674.00 -57.31 3377.00

1993/94 782.93 1392.93 684.11 -20.35 3478.31

1994/95 762.85 1362.85 694.37 16.87 3582.66
1995/96 742.78 1342.78 704.79 54.34 3690.14

1996/97 722.70 1322.70 715.36 92.07 3800.F4
1997/98 702.63 1302.63 726.09 130.07 391.1,R7
1998/99 682.55 1282.55 736.9 168.33 4032.31

1999/00 606.71 1206.71 748.04 262.63 4153 28

2000/01 530.37 1130.87 759.26 357.21 4277.88
2001/02 455.03 1055.03 770.64 452.07 4406.22

2002/03 379.19 979.19 782.20 547.22 4538.41

2U03/04 303.36 903.36 793.94 62.65 4674.56

2004/05 227.52 827.52 805.85 738.38 4814.79

2005/06 151.68 751.6X 817.93 834.41 4959.24

2006/07 75.84 675.84 830.20 930.74 5108.02

2007/08 0.00 600.00 .42.66 1027.38 5261.26

a Tariff bascid on NAI- TA Tariff Schedule of 123.1% ad valorem or 5803/mt i
shcllcd peanu.u.

b. World import price into the U.S. equals the tariff 4- world average price. World
average price w3. set at S600/mt which is approximately the cutrcnt price for
Argcnilna 40/50's runners in Rotterdam.

C. The support loan ratc is approximately 5674/ton farmer stock b;,,ii. The lran ratc is
assumed to incra.'te by an avcragi: uf 1..5% annually. This average incrcta, i hk<ed
on historical Inri ,,c4es.

". The support loan rntc is concrted to shcl ld basis based on methcxuhi'-y utilized by
the U.S. Tntcrnation& 'r.,4d Commission.
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Table 2. Fstimatcd tariffication for shelled edible peanuls based on NAFTA and the Durkel
Text of GATT, Unitrd SLatCs, 1993/94 to 2007/08.

Support loan Import quota
Marketing Worlo Support loan rate minus world under no
year Tariff import price rate, import priced tariff

(S/Irnt) ($tmt) (S/ron) (S/nil) (mt)
8asc 903.00 1501.33 674.00 -155.64 3377.00

1993/94 782.93 1481.26 684.11 -118.68 347,.31
1994/95 762.85 1461.18 694.37 -81.47 .582.66

1995/96 742.78 1441.11 704.79 -44.00 3690.14
1996/97 722.70 1421.03 715.36 -6.26 3800.84

1997/98 702.63 1400.96 726.09 31.73 3914.87
1998/99 682.55 1380.88 736.98 70.00 4032.31
1999/00 606.71 13U5.04 74R,04 164.30 4153.28

2000101 530.87 1229.21 759.26 258.88 4277.88
2001/07. 455.03 1153.37 77U.64 353.74 4406.22

2002103 379.19 1077.53 782.20 448.88 -53S.41

2003/04 303.36 1001.69 793.94 544.32 4674.56
2004/05 227.52 925.85 805.85 640.05 4814.79
2005/06 151.68 850.01 817.93 736.08 4959.24
2006/07 75.84 774.17 830.20 832.41 5108.02
2001/08 0.00 698.33 842.66 . 929.04 $261.26

A. Tariff based on NAFTA Tariff Schedulc of 123.1% ad valorem or S9O3irnr tr
shcllcd peanuui.

b. World import price into the U.S. equals the tariff + world average pnice. World
average price was se it $698.33/mt which i6 the averasc price for Argentina and
China 4O/50' runners in Rotterdam for the marketing years 1986-1988 and .,etl in
the Dunkcl Tea of the GA'I negotiations.

C. Thc support loan ratc is approximately S674/ton farmer stock hasi,-. The loal rate is
assumed to increaw by ar average o( 1.5% annually. This average increasc is based
on historical increase.

d. The suipprt loan rate i, -on,,crtcd to shelled hisds bascd on methodology utilized by
the U.S. IntcrnationAl IT ,dc Commission.

STATEMENT OF THE NON-FERPOUS METALS PRODUCERS COMMITTEr

I Introduct i-

This statement regarding the North American Free-Trade
Aqreement (NAFTA) is submitted by the Non-Ferrous Metals
kLouucers Committee (NFMPC), which is an association of U.S.
producers of primary copper and primary lead.1/ Primary metals
are those produced from mined-ores, rather than from scrap

!/The member companies of the NFMPC are: ASARCO Incorporated of
New York, NY; 1he Doevitun Company of St. Louis, MO; and Magma
Copper Company of Tucson, AZ.
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materials. The NFMPC has consistently supported the negotiation
of a NAFTA which achieves the goals of true free trade and
recognizes the circumstances and interests of the U.S. non-
ferrous metals mining and processing industry. The NAFTA text as
submitted to Congress by the President satisfactorily achieves a
number of objectives of the NFMPC, but it fails to deal*
successfully with the industry's needs in other areas. This
statement provides the NFMPC's views on three areas of the
negotiations that are particularly important to this industry-
investment, phased elimination of tariffs, and disciplines on
government subsidization practices.

II. Investment

The NFMPC is pleased that the investment provisions have
achieved significant progress in removing important barriers to
foreign investment in Mexico. The agreement appears to provide
for national treatment and forbids the imposition of "performance
requirements" on foreign in, stors. There are protection against
expropriation and provision& affording appropriate compensation.
A dispute resolution mechanism provides for binding investor-
state arbitration or the remedies that are available in Mexican
courts.

The NAFTA permits the Mexican Government to screen U.S.
investment during a phase-in period. Unfortunately, however, the
screening provision discriminates against investment in the
mining sector by imposing more restrictive screening requirements
on the mining sector than on other sectors during the phase-in
period. In the mining sector, Mexico reserves the right to
screen both "greenfield" investm3nt and acquisitions for a period
of five years after the NAFTA comes into force. After the
five-year transition period, "greenfield" investment will be
unrestricted and not subject to any screening. With the
exception of uranium mining ind processing which continues to be
restricted, the mining anc j .ocessing of all other minerals is
open to U.S. investment.

In general, non-mining acquisitions are to be screened only
if the asset value of the target exceeds a progressively-rising
threshold. The threshold is $25 million for the first three
years; $50 million for the next three years: $75 million for the
next three years; and $150 million in year 10 and thereafter. The
threshold levels will be indexed to inflation.

Mining industry acquisitions will still be screened
regardless of size during the first five years of the NAFTA, just
as mining investment in greenfield projects are to'be screened.
In year six, however, mining acquisitions will become subject to
the same $50 million screening threshold then in effect for all
other sectors. The threshold for mining acquisitions will
subsequently proceed to increase on the same sched'!le as other
investment areas.?/

Although investment in the mining sector will ultimately be
treated the same as investment elsewhere in the Mexican economy,
it is unfortunate that the needless restrictions on mining
investment will delay for five years the great potential benefits
in national production and employment that U.S. investment in
Mexican mining ventures could bring.

III. Phased Elimination of Tariffs

The NFMPC supports the goal of ultimate tariff elimination
in primary non-ferrous metals. However, Mexican tariffs on these

?/In most respects, investment in Canada will continue to be
largely unrestricted for "greenfield" projects and subject to
screening for acquisitions larger than the C$150 million level
specified in the U.S.-Canada Free-Trade Agreement (CFTA).
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products are in the range of 10 percent to 15 percent while U.S.
tariffs are no higher than 4 percent. Therefore, the NFMPC
proposed that the phase-down of both the U.S. and Mexican tariffs
reach zero at the same tima, particularly on key products such as
continuous cast copper rod (CCR)Y. For those products on which
Mexico enjoyed duty-free GSP treatment and was to get immediate
permanent reduction of the duty to zero, the NFMPC believes that
the Mexican tariff on the counterpart product should likewise be
reduced immediately to zero.

Unfortunately, however, essentially all of the Mexican
tariffs on the relevant non-ferrous metal products are to be
phased down over at least five years. The 15 percent Mexican
duty on CCR will be phased down over 10 years. From the
ne "spective of the U.S. non-ferrous metals industry, the U.S.
r Lustry's tariffs have been negotiated away permanently with Ic
-ommensurate benefit to the U.S. industry received from
Mexico.il

IV. Qipline_ on Government Subsidization Practices

The NFMPC is deeply concerned that the NAFTA fails to
address the need to achieve effective disciplines on government
subsidization by Canada and Mexico. An extremely contentious
part of the U.S.-Canada Free-Trade Agreement (CFTA) negotiations
was the creation of a U.S.-Canadian Binational Panel to replace
)udicial review of antidumping and countervailing duty final
determinations in spite of the fact that no agreement had been
reached on a mechanism to establish real discipline on Canadian
federal and provincial government subsidy programs. As an
interim measure, the CFTA created a Subsidies Working Group whose
mission included the effort to "seek to develop more effective
rules and disciplines concerning the use of government subsidies"
and to "seek to develop a substitute system of rules for dealing
with unfair pricing and government subsidization." (Article
1907)

An additional important interim measure was the
Baucus/Danforth Amendment which became Section 409(b) in the CFTA
implementing legislation. It provided a means for U.S. industry
to prevent the possible acceleration of the tariff elimination
phase-down for their products so long as they were able to
demonstrate that they faced the prospect of (1) increased imports
of subsidized Canadian goods and (2) deterioration in their
competitive position before the mission of the Working Group was
completed.

After significant delays in getting the Working Group
underway, its activities were suspended pending the completion of
the Uruguay Round Subsidies Negotiations in the GATT. It was
understood that the multilateral GATT negotiations would form the
general framework of GATT disciplines on subsidies and that the
2FTA Working Group would build on the new GATT rules to achieve
the higher level of bilateral disciplines that would be
consistent with countries joined in a free-trade a-ea.
So important was this goal of enhanced bilateral t ade
disciplines that the CFTA permitted either the bUiied States or
Canada to terminate the whole CFTA if the negotiations failed to
reach a satisfactory subsidies agreement. (Article 1906)

I/HTS 7408.11.60

/The NFMPC is an active participant in, and supporter of, the
U.F "Zero-for-Zero" tariff initiative for non-ferrous metal
prc ucts in the Uruguay Round tariff negotiations. As it is
uncertain whether that negotiation will ever achieve the goal of
multilateral duty elimination for these products, the U.S. duties
on these products should be recognized and treated as valuable
negotiating assets which should not be given away lightly in
bilateral negotiations.
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It is unfortunate that the NAFTA not only fails to pursue a

similar goal with the Mexican Government, it also abandons
entirely this effort with respect to Canadian subsidization.
There appears to be a policy decision that the only subsidy
disciplines worth pursing e those sought in the currently-
deadlocked GATT negotiation. While the minimalist disciplines
being pursued in the 108-nation GATT negotiations are worthy of
being sought, the basic disciplinary framework of the so-called
Dunkel Text is far from adequate to ensure that market forces are
truly free of subsidy distortions within a free-trade area such
as the NAFTA.1' This is particularly true with respect to so-
called "domestic subsidies."

Federal government subsidization has been referred to as the
"glue" that binds the Canadian provinces and territories together
within its federal system. There is tremendous economic and
political pressure within Canada to continue the use of such
subsidies.2 Within the institutional framework set up by the
NAFTA, there appears to be little prospect of significantly
discouraging the continuation of Canadian subsidization
practices.-

The NAFTA does set up a trilateral Working Group on Trade
and Competition to make recommendations on "relevant issues
concerning the relationship between competition laws and trade in
the free trade area." (Article 2604) However, it is unclear
what such a committee's true role would be or whether it would
even pursue subsidy discipline as a goal. The design of this
committee appears to reflect a major reduction in the priority
that the U.S. Government places on the elimination of the
distortions arising in North American trade due to government
subsidization practices.

I/The NFMPC strongly endorses the progress achieved so far in
the Uruguay Round's subsidy negotiations with respect to
disciplines on government subsidies on exports to a third country
market. Although various significant problems remain to be
resolved in the Dunkel subsidies text, the text appears to
contain provisions which would address the economic disruption
endured by the U.S. industry that results from foreign countries
subsidizing the production and export of non-ferrous metal
commodity products, such as primary copper and lea, to third
country markets. An additional uncertainty regardig these
Dunkel text subsidy disciplines, however, is that they can only
be effective if the GATT's current dispute settlement mechanism
is revised to prevent the subsidizing country from blocking the
imposition of remedial measures.

O/One area of potential growth in Canadian Government
subsidization that is particularly of concern to the U.S. non-
ferrous metals industry is environmental compliance. As
environmental regulations become increasingly stringent in both
Canada and the United States, there can be considerable
commercial advantage for a firm that can get its government to
shoulder part of the compliance cost. The Canadian federal and
provincial governments appear to be quite willing to provide such
assistance. For example, the Canadian Federal Government and
Manitoba Provincial Government are providing C$80 million for
pollution control investments to Hudson Bay Mining and Smelting
Company, a significant producer of copper and zinc. The aid is
being provided explicitly because the firm cannot raise he funds
from commercial sources.

!/In the NAFTA, the only vestige of the CFTA Working Group's
explicit goal of enhanced subsidy discipline is a vague agreement
"to consult on . . . the potential to develop" more effective
rules and disciplines. (NAFTA Article 1907)
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The U.S. implementing legislation should contain provisions

that remedy this problem and refocus attention on subsidy
discipline as a high priority concern. In addition, Congress
should ensure that the Baucus\Danforth amendment -- Section 409
(b) -- to the CFTA implementing legislation is not eliminated in
the implementation of the NAFTA. That provision provides a
useful counter-measure to continued Canadian Government
subsidization of its non-ferrous metals industry.

IV. Conclusion

The NAFTA contains a number of provisions which will be very
beneficial to the U.S. non-ferrous metals industry. However the
proviions on investment and the phased elimination of Mexican

tariffs include measures which unnecessarily limit and delay the
realization of the full potential benefits of the NAFTA for both
the United States and Mexico. Furthermore, the absence of a
meaningful provision addressing government subsidization is a
major disappointment for the NFMPC. The NFMPC urges Congress to
consider measures in the NAFTA implementing legislation which
meaningfully address the issue of government subsidies and
prevent the dismantling of the few useful instruments created in
connection with the CFTA which are directed to the worthy goal of
disciplining government subsidy practices.

STATEMENT OF DAVID J. STEINBERG

Dedicated as I have been for over 25 years to advocacy of a
definitive free-trade strategy worthy of the name, I have consid-
erable reservations about the North American Free Trade Agreement
(NAFTA) which the United States has just negotiated with Mexico and
Canada. My reasons concern (1) foreign policy and (2) domestic
preparedness.

1. Foreign Eolicy

Instead of designing a fully multilateral free-trade
strategy as the next step (following the Uruguay Round)
in the long, arduous quest for an open world economy (free
trade with as many countries as care to participate), the
U.S. administration has opted for the prevailing haute
couture in trade-policy planning around the world. Regional
trade blocs are in high fashion. The United States wants
one too -- one that extends the existing U.S.-Canada free-
trade pact to Mexico, encompassing all of Latin America
some day, no one can say when. Besides delaying the fully
multilateral free-trade initiative whose time has come,
efforts to implement and perfect the North American agree-
ment will (a) delay efforts to provide greatly needed equal
access to the North American market for the world's less-
developed countries (doing so one or one group at a time
over a period of years will not suffice), and (b) lessen
U.S. leverage in the efforts that must be made to wean the
European Community and other regional blocs from protec-
tionist practices costly to American exporters. That is,
it will lessen this leverage until such time as the costs
of dividing the world trading system into regional blocs
are found to be too high and a global free-trade compact is
deemed a necessary remedy.

NAFTA's inherent discrimination against imports from
other countries will be costly to many nonmember nations
(many of them poor countries, many in Latin America) in
whose economic development and political stability the U.S.
has a substantial stake. Still without a strategy to nego-
tiate away the costly discrimination U.S. exporters face in
other regional blocs (and will continue to face Iter the

F 1-O'fA n - 9'1 1 '
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UruguayRo-4-ndi-at long last concluded), the U.S. should
be especially sensitive to the costs of trade discrimination
other countries will encounter in the NAFTA market and to
the urgency of eradicating such disadvantages as quickly
as possible.

2. Domestic Preparedness

Although thousands of American jobs will be created
in response to the new market opportunities NAFTA will
stimulate, the U.So administration has failed to adopt
domestic-adjustment policies calculated to minimize what-
ever job and community dislocation NAFTA implementation
may engender. U.S. policy is already negligent in its
response to job and community dislocation resulting from
freer trade in general and production shifts to Mexico in
particular, shifts certain to continue without the free-
trade agreement and certain to increase if NAFTA takes
effect.

In short, rushing headl, ng into negotiation of a North Ameri-
can free-trade agreement in the absence of a fully multilateral
framework crossing hemispheric lines is flawed foreign policy.
And doing so without a coherent, credible domestic adjustment
strategy to backstop it lessens the economic merit of such a trade
initiative for the American people, and impairs its domestic poli-
tical abilityliy as well.

Since the U.S. government has invested so much foreign-policy
capital in NAFTA. every effort should be exerted to make it fully
responsive to the total national interest. Assurance of adequate
safeguards concerning labor standards, environmental controls, and
other issues of national concern will not be enough. Congressional
approval of the pact should also be conditioned on a commitment by
the president of the United States (a) to a domestic-economic strat-
egy ensuring that NAFTA will benefit, not only the nation as a whole,
but every state in the Union, and (b) to a foreign-economic strategy
projecting a global free-and-fair-trade initiative (with appropriate
treatment of poor countries subscribing to certain trade-policy
standards), backstopped by a domestic-adjustment strategy suitable
for so far-reaching a trade initiative. Today a trade initiative of
this scope lacks domestic economic and political viability. The U.S.
canuot afford to be so poorly prepared for a trade-policy initiative
that ought to be a high U.S. priority for the "new world order" in
which we claim a leadership role.

More than the U.S. administration is at fault on the foreign-
policy and domestic-policy issues ): have identified. Most self-
styled "free traders' in this country are also at fault -- (a) in
failing to stress the fully multilateral dimensions of the free-
trade policy the U.S. should bt prcgramuing, and (b) in failing to
address the backstop domestic & rategy needed for the economic and
political viability of even a truncated free-trade initiative like
the North American Free Trade Agreement. Their predictions of "on
balance" and "long run" benefits to the American economy are not
the kinds of assurances with which the American people should be
satisfied.

When a quarter century ago I escalated my advocacy of pro-
gressively freer and fairer international trade to outspoken advoca-
cy of a definitive free-trade strategy, my visionary venture was
met with consternation -- with derision as unrealistic -- by nearly
all the self-styled "free traders' aware of the idealistic course
on which I had embarked. I am still waiting for those skeptics
to join me on this new frontier.
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Addendum

After the typing of this statement, President Bush announced
(in his September 10 speech to the Economic Club of Detroit) that
hi- agendaa for American renewal" (as he called it) includes "a
sttitegic network of free trade agreements around the world." Ht
explicitly proposed free-trade pacts "with Latin America: with Po-
land. Hungary 3nd Czechoslovakia: and with countries across the
Pacific." This hodgepodge does not measure up to the coherent, com-
prehensive, fully multilateral free-trade initiative I have advocated
(nor does any trade-policy from the Clinton campaign or anywhere on
Capitol Hill). There is no suggested timetable for the grab-bag of
agreements he envisages, no definition of "countries across the
Pacific" (does this include Japan, as my proposal does?), and (as
in the NAFTA initiative) no strategy of domestic-policy preparedness
relating to and essential to the economic and political viability of
such ventures, not only in the nation as a whole but every state in
the Union.

It should be noted, incidentally, that so-called "free trade"
agreements as envisaged by the U.S. administration (as in the case
of NAFTA) are laced with many exceptions in their coverage of prod-
ucts and practices and hence do not project totally free and totally
La.ir trade even after a long transition period.

STATEMENT OF THE SWEETENER USERS ASSOCIATION

The Sweetener Users Association represents U.S. food and beverage manufactur-
ers who are industrial users of sugar and other sweeteners, and the trade associa-
tions representing such companies. We support the sweetener and sweetened-prod-
uct provisions that have emerged from the north American Free Trade Agreement
(NAFTA) negotiations. While we have stated our preference for addressing these is-
sues in a multilateral framework, the NAFTA Agreement will, following the transi-
tion period, eliminate tariff and nontariff barriers on these products between the
United States and Mexico.

We believe that the elimination of trade barriers and distortive internal subsidies
through bilateral, regional and/or multilateral agreements is in the interest of effi-
cient U.S. producers, consumers, and manufacturers. Our industries are competitive
and will grow and prosper in an economy less hindered by restrictions on trade.

The NAFTA represents significant trade opportunities for the U.S. sweetener in-
dustry because Mexico is a large and growing market for sweetened food and bev-
erage products. Population owth is 2.3 percent annually more than double the
rate in the United States. Th us, while Mexico has a smaller population than the
United States (90 million vs. 250 million), the absolute increase each year is almost
the same in the two countries. With incomes also rising, Mexican consumers rep-
resent a major growth market for U.S. produced foods and beverages.

The goal of achieving a compr-ehensive agreement that eliminates virtually ail of
the remaining trade and investment barriers between the United States and Mexico
has been satisfied by this Agreement. In agriculture, there appears to be no excep-
tions to the general principle that, following a transition period, ail tariff and non-
tariff barriers will be eliminated. Therefore, we believe that the Agreement for
sugar and sweeteners is worthy of our support.

NEGOTIATING CRITERIA

The Sweetener Users Association set forth the following negotiating criteria for
assessing the sugar provisions of the NAFTA:

* The elimination of ail tariff and nontariff barriers on sweeteners and sweetened
products traded between the United States and Mexico, allowing for a reason-
able transition period.

" The avoidance of conditions that ,may result in displacement of the consumption
of sugar and other sweeteners originating in the United States and Mexico by
sugar and other sweeteners imported from non-parties.

" The retention of the U.S. sugar and sugar-containing product reexport program
with respect to Mexico; and
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* The establishment of an effective consultative and dispute-settlement mecha-
nism.

SPECIFIC RECOMMENDATIONS

During the consultative process before the conclusion of the NAFTA negotiations,
we made several specific recommendations to our trade negotiators regarding the
sweetener and sweetened-product provisions:

* Sugar should be included in the comprehensive tr,,?e agreement
Sugar has been included in the final NAFTA Agreemcnt. The second-tier duty on

imported sugar will be eliminated after 15 year,. It is app-opriate that sugar has
been given an adjustment period.
* During the transition period, Mexico should become a net exporter of sugar before

gaining increased access to the U.S. market in the first tier
This criteria has been incorporated in the final NAFTA Agreement. This provides

the needed safeguard against Mexico exporting its sugar to the United States and
replacing it with third-country imports.
* The refined sugar reexport program should remain intact.

The final NAFTA Agreement provides for the retention of this program. This is
appropriate because Mexico does not have sufficient refining capacity and the pro-
gram enables U.S. cane sugar refiners to maintain their refining capacity.
* The sugar-containing product reexport program should remain intact.

This program will remain intact for seven years following the implementation of
the Agreement. This program is important to manufacturers of sweetened products
while the price for U.S. sugar is selling at a premium to world-priced sugar. Al-
though the program will be eliminated after seven years, it will -remain intact dur-
ing seven of the ten years in which Mexican duties on imports of U.S. sugar contain-
ing products are being phased out.

* Sugar-containing product duties should be eliminated.
The final NAFTA Agreement provides for the elimination of ail sugar-containing

product duties following a 10-year phaseout period. We support the elimination of
these duties.
SMexico should adopt third-country border measures similar to the United States

by Year 7.
The final NAFTA Agreement provides that Mexico shall implement a tariff quota

to be applied on a Most-Favored-Nation basis for sugar with tariff rates equal to
those of the United States no later than six years after the implementation of the
Agreement. This is an appropriate means of protecting the U.S. market from third-
country sugar, either by way of transshipment or displacement.
* Mexico should convert its sugar barriers to a dollar-based tariff rate quota equiva-

lent to that of the United States and reductions should mirror the schedule of
reduction to the U.S. duties

We understand that Mexico currently uses a dollar-based tariff system. This is es-
sential to ensure harmonized import regimes and it should negate exchange rate dif-
ferentials.
* The United States and Mexico should conduct annual joint consultations.

The final NAFTA Agreement provides that Mexico and the United States consult
by July 1 of each year of the sugar transition period. It also provides that, in the
event that Mexico and the United States cannot reach a joint determination through
such consultation, either party may request dispute resolution in accordance with
the Agreement. We support this because the sugar provisions must be based upon
accurate, reliable and agreed-to data. In -the event that there is disagreement, there
must be an effective dispute settlement mechanism.
* The long-term goal of achieving the elimination of trade barriers to sweeteners and

sugar-containing products between Mexico and the United States should be
achieved through this Agreement.

The -nal NAFTA Agreement has achieved this long-term goal. The NAFTA sugar
provisions should be used as a model for the ongoing GATT negotiations and for any
possible accession agreements to the NAFTA. We believe it is imperative that the
Uruguay Round be brought to a successful conclusion and that the GATT process
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continue so that the ultimate goal of eliminating agricultural trade barriers and
subsidies can be achieved on a global basis.

SUMMARY

The overall mandate for a North American Free Trade Agreement to reach a com-
prehensive agreement eliminating, to the extent possible, all remaining tariff and
nontariff barriers between the United States and Mexico appears to have been
achieved. We strongly support the sweetener and sweetener-containing product por-
tions of the Agreement because most, if not ail, of our negotiating criteria and spf-
cific recommendations have been met in the final NAFTA Agreement. Thank you
for the opportunity to present our views on this most vital issue.

STATEMENT OF VISTA CHEMICAL Co.

Vista Chemical Company, located in Houston, Texas, is a major U.S. producer of
commodity and specialty chemicals. Vista produces a number of surfactants which
are used in household and industrial cleaning products.

Vista is a strong supporter of the NAFTA. We recognize the tremendous opportu-
nities which the agreement will create for U.S. companies and are enthusiastic
about these possibilities.

At the same time, however, we know that it is critical to the success of NAFTA
that there be strong rules-of-origin in place. This is the only way to ensure that the
benefits of North American free trade will accrue to the three NAFTA countries and
that Mexico or Canada will not become a platform for duty-free exports into the U.S.
from non-NAFTA countries.

During the NAFTA regotiations, Vista communicated with U.S. negotiators to
alert them to a serious problem that had arisen when the U.S.-Canada FTA rules-
of-origin were implemented. The issue involves linear alkylbenzene (LAB)-a sur-
face active agent used in household and commercial detergents and other cleaning
products. LAB is a highly import sensitive product, with margins in the industry
significantly below the level necessary for reinvestment.

Under the FTA rules of origin, there is a very real potential for transshipment
of LAB through Canada, since a very easy and inexpensive sulfonation process will
qualify it as a North American product. Specifically, the situation with regard to
LAB is this:

LAB is classified under HTS 3817.10.10 with a U.S. duty of 17.3% + 1.1€/kg.
Canada does not have an external tariff on LAB. There has not been any Cana-
dianproduction of LAB. In light of this wide disparity between the Canadian
and U.S. tariffs for LAB, it is critical that the rules-of-origin arp written so that
the U.S. LAB tariff cannot be circumvented by a mere tariff shift without suffi-
cient value added.

Nearly all of LAB (more than 98%) is ultimately converted to linear
alkylbenzene sulfonic acid/sulfonate (LAS)--classified under HTS 3402.11.10
with a U.S. duty of 7.2%. LAB can be converted to LAS by means of a very sim-
ple and inexpensive sulfonation process.

Under the U.S.-Canada rules of origin, LAB imported into Canada duty-free
from a third country car undergo a simple and inexpensive sulfonation process,
which converts the LAB to linear alkylbenzene sulfonic acid (LAS) [a product
classified under HS 3402.11.10 with a U.S. duty of 7.2%]. The LAS can then
be exported to the U.S. duty-free under the U.S.-Canada Free Trade Agreement
as a North American product (See Attachment One, the rules-of-orin for chem-
ical products). This can occur even though the value added to the LAB in Can-
ada is only about 15%.

* Since all of LAB is ultimately converted to LAS before it can be used to manu-
facture detergents or other cleaning products, this permissible tariff shift pre-
sents a very real and very serious threat to the U.S. LAB industry.

We explained this problem to U.S. negotiators, emphasizing how important it is
to correct this unintended result in the NAFTA negotiations. However, not only was
this defect not corrected, it now has been duplicated in the rules-of-origin which will
apply to U.S.-Mexican trade. We were told by U.S. negotiators that there would be
a post-NAFTA review of the chemical tariffs, where problems such as these would
be resolved. (See Attachment Two.) We find such a promise to be less than reassur-
ing-particularly when there is no reference to such a post-NAFTA review anywhere
in the text. Clearly, the NAFTA negotiations were the proper forum for addressing
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such issues. For negotiators to allow such a damaging tariff shift to continue and,
even be expanded to another country, is very disappointing.

We hope Congress will look carefully at the rules-of-origin and endeavor to correct
any obvious defects which would undermine the beneficial impact of the NAFTA.

ATTACHMENTT ONE]

2. A change to headings 2710-2715 from any other heading outside

that group.

3. A change to heading 2716 from any other heading.

Section VI
Products of the Chemical or Allied Industries

(Ch. 28-38)

1. A change to Chapters 28-38 from any chapter outside that
group.

2. A change to any subheading of Chapters 28-38 from any other
subheading within those chapters; provided, except for the other rules
in this section, that the value of materials originating in the territory of
either Party or both Parties plus the direct cost of processing
performed in the territory of either Party or both Parties constitute
not less than 50 percent of the value of the goods when exported to the
territory of the other Party.

3. A change to a heading of Chapter 30 from any other heading,
including other headings within that chapter, except a change to
heading 3004 from heading 3003.

4. A change to Chapter 31 from any other chapter.

5. A change to headings 3208-3215 from any other heading outside
that group.

6. A change to Chapter 33 from any other chapter.

7. A change to headings 3304-3307 from any heading outside that
group.

8. A change to a heading of Chapter 34 from any other heading,
including another heading within that chapter.

9. A change to subheadings 3402.20-3402.90 from any other
subheading outside that group.

10' A change to a heading of Chapter 35 from any other heading,
including another beading within that chapter.
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11. A change to a heading of Chapter 36 from any other heading,
including another heading within that chapter.

12. A change to Chapter 37 from any other chapter.

13. A change to heading 3704 from any other heading.

14. A change to headings 3705-3706 from any other heading outside
that group.

15. A change to heading 3808 from Any other heading; provided,
that the value of materials originating in the territory of either Party
or both Parties plus the direct cost of processing performed in the
territory of either Party or both Parties constitute not less than 50
percent of the value of the goods when exported to the territory of the
other Party, or, in the case of goods which contain more than one
active ingredient, not less than 70 percent of the value of the goods
when exported to the territory of the other Party. Any materials that
are eligible for duty-free treatment in both Parties on a most-
favoured-nation basis, or any materials imported into the territory of
either Party which, if imported into the territory of the United States
of America, would be free of duty under a trade agreement that is not
subject to a competitive need limitation, shall be treated as materials
originating in the territory of a Party.

Section VII
Plastics and Articles Thereof; Rubber and Articles Thereof

(Ch. 39-40)

1. A change to any heading of Chapter 39 from any other heading,
including another heading within that chapter, provided, that the value
of materials originating in the territory of either Party or both Parties
plus the direct cost of processing performed in the territory of either
Party or both Parties constitute not less than 50 percent of the value of
the goods when exported to the territory of the other Party.

2. A change to Chapter 40 from any other chapter.

3. A change to any heading of Chapter 40 from any other heading
within that chapter, provided, except for the rules below listed in this
section, that the value of materials originating in the territory of either
Party or both Parties plus the dirct cost of processing performed in
the territory of either Party or both Parties constitute not less than 50
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DEPARTMENT OF THE TREASURY
WASHINGTON

June 15, 1992
ASSISTANT SECRETARY

The Honorable Bill Archer
U.S. House of Representatives
Washington, DC 20515-4307

Dear Mr. Archer:

Thank you for your recent letter to Deputy Assistant
Secretary John Simpson regarding the NAFT.A rules Cf origin and
linear alkylbenzene.

U.S. regotietors have takan the position that the
simple and inexpensive sulfonation process convaring linear
alkylbenzene (HS 3817.10) into linear alkylben, sr-a sulfonic acid
(HS 3402.11.10) should not confer eligibility for the
preferential NAFTA tariff. The other parties however, have not
agreed, but we shall continue to press for this position.

Acting upon the counsel of chemical industry advisors
and their trade associations, negotiators from all the parties
have agreed to revisit the entire chemical chapter after
completion of the negotiations and implementation of the
agreement. Should we be unable to secure an agreement to our
position in the NAFTA, we shall make it one of our top priorities
in the revision process.

Sincerely,

(Signed)

Mary C. Sophos
Assistant Secretary
(Legislative Affairs)
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STATEMENT OF THE VrRGIN ISLANDS RUM INDUSTRIES, LTD.

Mr. Chairman and Members of the Committee: I would like to thank you for the
opportunity to submit this statement concerning the proposed North American Free
Trade Agreement ("NAFTA"). My name is Jay R. Kraemer, and I am a partner in
the law firm of Fried, Frank, aarris, Shriver & Jacobson. I am submitting this
statement on behalf of our client, Virgin Islands Rum Industries, Ltd. ('VIRIL"), a
corporation organized in the U.S. Virgin Islands. VIRIL owns and operates a rum
distillery on the island of St. Croix the competitive viability of which is inextricably
tied up in how rum is treated under thp NAFTA.

SUMMARY

In response to petitions in 1987 and 1990 to designate rum products from the Re-
public of the Philippines and Colombia, respectively, as eligible for duty- free treat-
ment under the Generalized System of Preferences ("GSP") program, VIRIL has pre-
viously argued that rum must be considered "import-sensitive" and therefore, inap-
propriate for duty-free treatment.i In opposing these petitions, VIRIL specifically
noted that the principal beneficiaries of duty-free treatment for rum imports from
GSP beneficiary countries would be Mexico and Brazil, the two countries which, be-
cause of their large domestic supplies nf sugar cane molasses and other cost advan-
tages, were in the best position to exploit duty-free entry to make substantial pene-
tration of the U.S. rum market. For these same reasons, Mexican rum constitutes
a major threat to the economic viability of rum producers of United States flag terri-
tories. The U.S. rum market ceased expanding several years ago, and is now in de-
cline. Suppliers currently in the market are experiencing significant excess capacity.

Reduction of the p resent 37 cents per proof liter duty (approximately 30 cents per
1-liter bottle) on Mexican run, products is likely to result in substantial Mexican
penetration into the U.S. rum market. Such penetration, even in the absence of
price competition, would have a very serious imp act on American-flag rum manufac-
turers. Coupled with the distress already caused by the present decline in U.S. rum
consumption and increasing foreign low-priced bulk rum imports under the Carib-
bean Basin Economic Recovery Act, it would result in increased unemployment, fur-
ther reduced capacity utilization, severe pressures on profitability, and perhaps even
cause some domestic producers to abandon their distilling operations altogether.

INTEREST OF VIRI[,

VIRIL manufactures some 85-90% of all rum produced in the U.S. Virgin Islands
which is sold to U.S. bottlers and distributors. VIRIL's Cruzan and OldSt. Croix
brand rums are aged in the Virgin Islands and shipped in bulk to the United States,
where they are sold as middle-priced ruins. VIRIL sells its remaining aged and
unaged bulk rum products to regional distributors in the United States who bottle
rum under their private labels (or that of retailers), or to national beverage compa-
nies who sell it uider their nationally -marketed labels or combine the rum in their
own prepared cocktail brands. The U.S. market accounts for about 90% of VIRIL's
sales. VIRIL supplies approximately 8-10% of the U.S. rum market. Its products are
priced in the middle and, to a greater extent, the lower portions of the market.

FACTUAL BACKGROUND

Rum is distilled from molasses, a sugar cane by-product. The largest single cost
factor in the production of rum is molasses, followed by the cost of the fuel used
to heat the fermented molasses mash in the distillation process. Before being bottled
for sale to the ultimate customer, most rum is first aged in oak barrels tor some
period of time (or blended with aged rum), depending on the grade of rum to be
marketed for final consumption. The aging of rum results in aged rum both costing
more to produce and commanding higher prices than unaged molasses distillate,
VIRIL's principal product today.

Successful marketing of rum is heavily dependent on three factors: recognition of
the final product's brand name, the existence of a very extensive, well developed
network of distributors, and relative price. Because of the costs required to develop
distributor and marketing networks in the U.S. (and the uncertainty of success in
such marketing efforts), as well as higher shipping costs for transporting bottled
rum long distances to the market, rum producers without their own established

'GSP treatment for rum products was withheld in each instance. While no reason was stated
for that result, the applicable statutes strongly suggest that rum was found to be import-sen-
sitive. See 19 U.S.C. §§2463(cXIXG), 2461(3). More recently, VIRIL raised similar arguments
in successfully opposing duty-free treatment for rum under the Andean Trade Preference Act.
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brand names) often prefer to sell bulk rum to firms in the continental U.S., who
then age and bottle the rum for distribution at the wholesale level.

The U.S. rum market is currently dominated by producers located in Puerto Rico.
The largest U.S. market supplier is Bacardi (Puerto Rico), which sells more than
60% of the rum consumed in the U.S., under the brand names of Bacardi and the
lower-priced Ron Castillo. Bacardi, together with VIRIL (Virgin Islands), Jim Beam
(Ronrico--Puerto Rico), Destileria Seralles (Don Q-Puerto Rico), and Brugal (Virgin
Islands) account for the manufacture of some 85-90% of the rum sold in the United
States. Perhaps an additional 5% is supplied by other U.S. producers, principally
in Florida. The remainder-approaching 10% in 1991-is imported, principally from
Jamaica, Barbados and other Caribbean countries. See USITC Pub. No. 2522, June
1992. Relatively little rum is imported from countries, including Mexico, outside the
Caribbean.

Historically, rum has been considered too import-sensitive to withstand duty-free
treatment for imports, a point implicitly recognized in 1987 and 1990 when the
USTR denied the petitions of the Republic of the Philippines and Colombia seeking
GSP treatment for rum and reiterated as recently as last year when the Congress
declined to include rum in the duty-free treatment granted under the Andean Trade
Preference Act ("ATPA"). See Pub. L. 102-182, Title II, §204(bX8).

Until the early 1980's, all foreign-produced rum was subject to a substantial U.S.
customs duty. In 1983, however, in response to the President's Caribbean Basin Ini-
tiative ("CBI") Congress enacted the Caribbean Basin Economic Recovery Act
("CBERA"), which created a broad system of duty-free preferences for most products
(including rum) originating from Caribbean countries. Pub. L. 98-67. Congress af-
firmed the sensitivity of rum to imports by enacting, as part of the CBERA, several
measures specifically designed to protect Puerto Rico, the Virgin Islands and their
rum producers. Pub. L. 98-67, §214, 97 Stat. 384, 19 U.S.C. §§3012, 2251 (note),
2,703 (note), 33 U.S.C. 1311 (note). The CBERA conferees also required that the ITC
prepare an annual report for the Senate Finance Committee specifically to monitor
the economic effects of the CBI on the U.S. rum industry.

RUM IS NOT AN APPROPRIATE PRODUCT FOR NEAR-TERM DUTY REDUCTION UNDER THE
NAFTA

1. The Depressed State of the Current Market
For the past several years, the U.S. rum industry has experienced stagnation

which has now evolved into a serious decline. Consumption is down from the mid-
1980's. Capacity utilization iii also down. The factors explaining these trends are all
long-term in nature. In addition, recent statistics show a dramatic increase in bulk
rum imports from Barbados, indicating that previously voiced concerns regarding
the effect of CBERA to dirrinish the market shares of Virgin Islands rum producers
for lower priced rums were A ell-founded.

The current downtrend in rum consumption in the U.S. can be understood only
in the context of the growth in the rum market in the fifteen years preceding the
industry turnaround of the late 1980's. Retail consumption nearly tripled from 1971
to 1979. Consumer demand stabilized, however, in the early 1980's, peaking in the
period 1982-1984 at a three-year average level of 14.6 million 9 liter cases. Con-
sumption dropped slightly in 1985; then, in 1986, U.S. rum consumption suffered
a substantial decline o/' 7.2%. Since then, U.S. rum consumption has continued its
downward drift. In 1991, it fell 9.8% from the previous year, to just 12.3 million
9 liter cases. See Jobson's Liquor Handbook 1992. p. 1 0 3 . Rum consumption levels
for 1991 were less than any year since 1978, notwithstanding a significant growth
in the U.S. adult population in the intervening 13-year period. Industry analysts
now project a 1.6% annual decrease in rum consumptin in the United States
through 1996. See Jobson's Liquor Handbook 1992, p. 17.

The decline in the rum market parallels the drop in the distilled spirits market
generally. The social and cultural factors which caused that decline include: (1) the
nationwide increase to 21, in the minimum legal age for drinking and purchasing
distilled spirits; (2) greater public interest in preventing drunk driving, (3) the two
federal excise tax increases on distilled spirits imposed in 1985 and 1991, totaling
more than 28%, which forced significant retail price increases on distilled spirits
and products containing such spirits; (4) evolving consumer preferences for bev-
erages with lower or no alcohol content as a result of health and dietary concerns;
and (5) the availability and aggressive marketing of alternative beverages such as
wines, wine coolers, bottled water and light beers. These factors are all expected to
continue or even intensify, which supports the experts' projections that the decline
in demand for rum is also likely to continue.



In he 97's ndeary 980sbased on past projections of continued saygrowth and expansion to meet such dajfn and (see, e.g., Jobson's Liquor HandbooR
(1978-83 editions) (projections for pm consumption)), producers increased their ca-
pacity, much of which is now a-ting unused. VIRIL, for example, substantially ex-
panded its capacity in 1976Ao meet projected growth, and such growth did in fact
materialize in the late 1970"s and early 1980 s. Since then, however, VIRIL has suf-
fered from increasing excess capacity due to the gradual decline in the U.S. rum
market and increasing foreign bulk rum imports.

The threat which favorable tariff treatment to bulk rum imports poses to U.S.-
flag rum producers in general, and VIRIL in particular, is illustrated by the in-
crease in bulk rum imports from Barbados. While Barbadian imports of low-priced
rum increased from a two-year average of 7,500 proof gallons in 1984-85 to 386,000
proof gallons in 1990-91, VIRIL's shipments to the United States for consumption
fell by hundreds of thousands of proof gallons over the same period. The parallel
between the decline in VIRIL's shipments of low-priced bulk rum and the precipi-
tous increase in imports of such bulk rum from Barbados indicates that the elimi-
nation of a tariff on rum leads to severe and detrimental economic effects on U.S.-
flag rum producers. The elimination of a tariff on Mexican rum is likely to have
even more drastic and dire results, a& Mexico has natural and other resource advan-
tages (discussed below) that are vastly superior to those of Barbados.

2. Rapid Reduction of the Tariff on Mexican Rum Will Exacerbate the Depressed
State of the U.S. Rum Market

In the current market, under market conditions (due to decreased consumption
and increasing bulk rum imports from Barbados) even worse than when the GOP
petitions of the Philippines and Colombia were denied, it would be even less reason-
able to grant rapid reductions for the duty on rum imports from Mexico. If rum was
import-sensitive in the past, it is even more vulnerable now. Nor is there reason
to believe that concomitant reductions in Mexico's tariff on U.S.-origin rum will off-
set the harm, especially at the low-priced end of the market.

As noted above, the critical factors determining success in the U.S. rum market
are (1) brand-name recognition, (2) the existence of a widespread, well-developed
marketing network, both of which are established over a period of time (and in
which Bacardi has been uniquely successful), and (3) relative pricing. The impor-
tance of these factors is heightened in the face of shrinking consumer demand. With
excess capacity chasing fewer and fewer sales, these factors are essential for retain-
in ga share of a declining volume of business.

By far the largest producer of rum in Mexico today is Bacardi. For Bacardi, the
question is whether to switch a significant portion of its name-brand production
from Puerto Rico to Mexico (i.e., to take market share ultimately at the expense of
its sister company) or to use the inherent advantages of its location in Mexico (noted
below), coupled with Bacardi's well developed distribution network and rum retail-
ing contacts in the United States, to penetrate the low-priced sector of the U.S. rum
market. It would appear that, unless it wants to penetrate the U.S. rum market at
the expense of its own affiliate, Bacardi (as well as its rum producing competitors
in Mexico and potential new entrants there) will recognize that the only effective
way for a Mexican rum producer to increase sales in the U.S. is to undercut the
prices of existing suppliers. Indeed, price undercutting is a traditional means by
which many new market entrants gain market share. The effect of such undercut-
ting on existing domestic producers, however, is more pronounced in a stagnant or
declining market such as that characterizing rum. Mexican rum exports to the Unit-
ed States have historically been very small. Absent a preexisting U.S. distribution
system or established brand name (premium or otherwise), and in view of current
market conditions, it appears that all Mexican producers other than Bacardi will
have to compete on price to achieve anything more than de minibus sales quantities.
(Bacardi, for the reasons indicated above, may well choose to compete on price.)

Such price underselling would have severe consequences for VIRGIL. In the price-
sensitive, "commodity rum" sector of the market, prices have for many years re-
mained at about the same levels as the tariff itself. Put another way, the current
tariff in this market sector is about 100% on an ad valor basis. Thus, removal of
the tariff would have a much greater impact in this mai'ket sector than for higher
priced rums for which the tariffis much lower, in ad valor terms. Should new mar-
ket entrants from Mexico begin selling bulk or bottled rums at lower than prevailing
prices, this would tend to force existing sellers of lower priced grades, such as
VIRIL, to reduce their prices still further to remain competitive. The effects of such
cut-throat competition are obvious.

Thus, VIRIL believes substantial near-term duty reductions, even without major
inroads into the market by Mexican sources, would increase the number of suppliers
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in the market with whom U.S. rum producers must compete, which will have a
price-suppressing effect on all participants (except perhaps, for Bacardi (Puerto
Rico), whose market position may be sufficiently entrenched to disregard price-cut-

We Subcommittee should take particular notice of the factors which, in combina-

tion with reduced-duty entry, would permit Mexican rum to achieve substantial pen-
etration of the U.S. rum market: (1) a plentiful domestic supply of Mexican molas-
ses; 2 (2) a pre-existing well-developed distribution system n the United States; 3

(3) low prices for fuel oii and/or electricity and water needed in the rum manufactur-
ing process; (4) low transportation costs to and from the U.S. market due to Mexico's
greater proximity to the continental United States, and a relatively well-developed
system of roads and ports; (5) the availability of a large pool of cheap, unskilled
labor; 4 and (6) the absence of a pervasive and extensive regulatory regime (e.g.,
OSHA, workmen's compensation). In addition, the size of the Bacardi facility in
Mexico may enable it to achieve economies of scale not available to most Caribbean
Basin rum producers.

The foregoing factors are significant because they all point so strongly to the abil-
ity of Mexican producers to produce rum at a very low cost, to ship it to the U.S.
inexpensively, and to sell it at low prices in the U.S. Thus, it is the price-sensitive
portion of the U.S. rum market, the very segment which is most important to
VIRIL's viability, which is most vulnerable to Mexican rum imports if reduced-duty
treatment is rapidly made available to them.

In addit;,n to the impact on the U.S. domestic industry, granting duty- free treat-
ment to rum from Mexico would have a deleterious effect on CBI imports, thereby
undermining U.S. foreign policy interests in supporting the Caribbean Basin Initia-
tive, interests which led to duty-free treatment for Caribbean countries less than
nine years ago. In the debates preceding enactment of the CBERA, rum was the
focus of a major controversy. Rum is a product of special importance for CBI coun-
tries, but only to a much lesser extent in Mexico. Under the CBERA, Caribbean rum
has entered the United States duty-free since January 1, 1984. Because of Mexico's
unique advantages in seeking to penetrate the U.S. rum market (particularly, the
ample supplies of inexpensive molasses and fuel oil and the existence of extensive,
well-developed transportation and distribution networks to bring Mexican rum into
the U.S.), granting substantial near-term duty reductions to Mexican rum would
substantially erode the "special benefit" which the CBERA was E.,pposed to provide
to these CBI rum producers, and for which their governments argued with such
vigor.

CONCLUSION AND RECOMMENDATIONS

VIRIL recognizes that a product being deemed "import-sensitive" in the GSP con-
text may not justify an exclusion in the context of NAFTA. After all, the free-trade
agreement presumably carries with it offsetting benefits for other U.S. industries in
terms of new opportunities in Mexico's markets.5 VIRIL believes, however, that even

2 Molasss, the most important cost factor in rum production, is a by-product of cane sugar
production. The United States Department of Agriculture's World Sugar Report indicates the
vast degree by which Mexican cane sugar production surpasses the aggregate output of the Car-
ibbean countries excludingg Cuba). See World Sugar Situation and Outlook, Supplement 1-91
(Jan 1991), pp. 3-5. This abundance of available cane sugar and, therefore, of cane sugar molas-
ses, makes Mexico a uniquely advantaged potential competitor to existing rum producers. Mex-
ico has, in the past, been a source of raw material molasses for rum production in Puerto Rico
and the Virgin Islands. Reduction, and eventual elimination, of the tariff on Mexican rum may
lead to a cut-off in that supply. Moreover, one published report indicates that Bacardi is the
Largest user of molasses in Mexico, has obtained a stock interest in three sugar mills in Mexico
and, with that ownership interest, a discount on the price of its molasses. This same report indi-
cates that the Mexican sugar industry has been heavily subsidized by the Mexican government.
See Mexico's Sugar Industry Comes Full Cycle, Sugar y Azucar (Dec. 1990).

Mexico has the advantage of already having a Bacardi plant operating within its borders,
thus giving the country access to an extensive, well-developed rum distribution system which
is operational and which can be called upon to service increased rum production encouraged by
the granting of reduced-duty entry to the United States.4 This could be particularly important if a Mexican iurn producer elected to bottle rum in Mex-
ico, before shipping it to the U.S., since bottling is the most labor-intensive aspect of the entire
rum distribution chain. A bottling plant near the U.S. border would maximize the cost advan-
tages of inexpensive labor and physical proximity to the U.S., while minimizing the cost penalty
of shipping rum in bottles rather than in bulk form. In the Virgin Islands, by contrast, the stat-
utory minimum wage rate is even higher than in the United States and the union contract mini-
mum wage paid by VIRIL is substantially higher still.

8Unfortunately, because the Virgin Islands is a -;.S. insular possession outside U.S. Customs
Territory and produces tropical products and servi,*s largely similar to (and competitive with)
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in the context of a free-trade agreement, the economic situation for U.S. rum pro-
ducers (and particularly producers of low-priced rum) is so at risk that an excep-
tional disposition is necessary.

The combination of economic vulnerability and importance to its community of the
Virgin Islands rum industry is unique. The economic vulnerability to loss of market
share to reduced-duty Mexican rum is described hereinabove. The industry's impor-
tance to the Virgin Islands community lies not so much in its employment (although
that employment is a significant share of the total manufacturing employment in
the Territory), but in the fact that the Virgin Islands Government receives a signifi-
cant share of the U.S. excise tax on the rum the local industry ships to the United
States mainland. In the not-distant past, the excise tax contribution has accounted
for up to 20% of the Territorial Government's total revenues; even today it amounts
to nearly 10% of the total.

Rum has never been a major export of Mexico to the U.S. Although Mexico may
have many natural advantages to become a significant supplier of rum to the U.S.
market (e.g., ample domestic molasses, cheap fuel oil, geographic proximity and rel-
atively good transportation), no current Mexican jobs depend on such a shift in the
supply of rum. On the other hand, tariff reduction for Mexican rum has the real
otential to cause economic dislocation, not only on the Virgin Islands rum industry,
ut on the Territory itself. If the risks of the negative economic effects on U.S. citi-

zens--both those engaged directly in the rum industry and others-arising from tar-
iff reduction for Mexican rum are balanced against the potential benefits to Mexico
from granting it, the conclusion is clear that Mexican rum products should be grant-
ed reduced tariff treatment only slowly and with great sensitivity (and feedback) to
the impacts of those reductions within the United States.

The proposed NAFTA would put rum in the "C" category, with a straight-line 10%
annual reduction in the ,tariff, leading to duty-free treatment for Mexican rum in
2003. VIRIL believes that such a schedule for tariff reduction for import-sensitive
rum, especially low-priced rum, will unnecessarily threaten the economic viability
of certain U.S. rum producers. While a ten-year phase-out is certainly preferable to
immediate tariff elimination, VIRIL believes it is too rapid to permit current produc-
ers, already under price pressures from imported rum, to accumulate the resources
necessary to adjust their market positions to escape the highly price-sensitive com-
modity rum segment. In other words, a 10-year straight-line tariff elimination would
not afford the producers sufficient time or revenue to adjust to a new market role
in which they might successfully meet the impending challenge of duty-free Mexican
rum.

To enable U.S. flag rum producers to meet that challenge, VIRIL would rec-
ommend a tariff reduction regime for rum of 15-20 years in which the reductions
in the first 8 years were no more than 5% annually. Such a regime, coupled with
a "snep-back" provision (or, at least, appropriate provision for the institution of tar-
iff-rate quotas) if Mexican rum imports began to significantly impinge upon U.S.-
flag producers' domestic market share more rapidly than anticipated, would provide
a measured and balanced approach. It would create mechanisms to ensure that
U.S.-flag producers would not be swamped by a flood of low-priced Mexican rum.
It would give them time to adjust to new market conditions and to seek to build
up the brand name recognition necessary to withstand price-based competition from
new market entrants from Mexico. Such strategies are not quickly or easily imple-
mented, and a 10-year straight-line tariff phase out does not allow adequate time
to do so. VIRIL also supports the inclusion of rum in a "Caribbean Basin Basket"
of goods afforded distinct treatment due to their importance under the CBERA.

VIRIL also notes that Canadian rum may already enter the U.S. duty-free. This
leads to a concern that Mexican rum, dutiable if it entered the U.S. directly, may
be shipped to Canada, perhaps blended there with other rums, and then enter the
U.S., thus evading even the reduced duties that vould be imposed under category
"C" treatment. We hope that the rules of origin provisions implemented under
NAFTA will provide adequate means to prevent such an abuse of the trilateral ar-
rangements under that Agreement.

We thank the Committee for its consideration and hope that VIRIL's views will
be incorporated as the Congress carries out its role in shaping the final version of
the NAFTA. We are, of course, prepared to work with the Committee staff to de-
velop the specific mechanisms necessary to open the U.S. rum market to Mexico
over time without unduly threatening the existing producers in that market.
Attachment.

thope produced in Mexico, few if any of those offsetting benefits are likely to find their way into
the U.S. Virgin Islands.
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PREFACE

On January 13, 1984, at the request of the Chairman of the

Committee on Finance, U.S. Senate, and in accordance with the

provisions of section 332(b) of the Tariff Act of 1930 (19 U.S.C.

1332(b)), the United StateS International Trade Commission

instituted investigation No. 332-175, Rum: Annual Report on

Selected Economic Indicators. The purpose of the report is to

gather art compile data on the rum industry from public sources

and report such data to the Committee on an annual basis.

The report, as requested by the Finance Committee, contains

the following statistical information on rum: (1) U.S. production;

(2) U.S. exports; (3) imports for consumption (total and by

countries designated as eligible for the Caribbean Basin

Inx.%ative (CBI)); (4) apparent U.S. consumption; and (5)

shipments from Puerto Rico and the U.S. Virgin Islands to the

United States.

The eighth annual report covers 1990 and 1991. Subsequent

reports will be issued on a calendar-year basis aq long as rum is

accorded duty-free treatment pursuant :o the Caribbean Basin

Economic Recovery Act; the next repo: ::vering calendar year 1992

will be issued in 1993 as soon as data ie available.
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HIGELIGNTS

The following are highlights of the economic data collected

on rum for 1990 and 1991.

" For 1991, U.S. production of rum decreased to 81.9
million proof liters, 24 percent lower than the amount
produced in 1990.

" U.S. exports of rum in 1991 increased to 9.7 million
proof liters, and reached $8.9 million in value. The
quantity exported in 1990 was 7.4 million proof liters,
valued at $7.1 million.

" For 1991, i ports of rum amounted to 6.5 million proof
liters, vilued at $12.7 million, compared with 5.5
million proof liters, valued at $16.9 million, in 1990.

" Rum imports from CBI eligible countries accounted for
89 percent of the value, of total rum imports during
1991, and rum Lmports from Jamaica made up 63 percent
of the total value of U.S, rum imports from CBI
countries. During 1990. the share of total import
value supplied by C81 countries was 90 percent and
Jamaica accounted for 66 percent of the imports from
CBI countries.

* Apparent U.S. consumption of rum in 1991 amounted to
71.3 million proof liters, 33 percent lover than in
1990. The import-to-consumption ratio was 9.1 percent
in 1991. compared with 5.2 percent in 1990.

* Rum shipments from Puerto Rico to the United States
declined from 62.1 million proof liters in 1990 to 54.6
million proof liters in 1991. During the same 2 years,
rum shipments from the U.S. Virgin Islands to the
United States decreased from 10.0 million proof liters
to 9.2 million proof liters. .
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Table I
Rum: U.S. production, exports of domestic merchandise, imports
for consumption, and apparent consumption, 1989-91

(Quantity in thousands of proof liters; value in thousands of
dollars: unit value per proof liter)

Ratio (per-
Apparent cent of

Produc- consump- imports to
Year tionL Pxports Imorts tion1  consumption)

Ouantitv

1989.. . 96,821 2,324 3,936 99,100 4.0
1990 .... 108.006 7,411 5,470 106,067 5.2
1991 .... 81.904 9.682 6.510 71-304 9.1

Value

1989 .... 107,833 2,692 10,814 (3) _
1990 .... 125,754 7,088 16,902 (3) _
1991 .... 92.552 8.862 12.670 (3)

Unit value
1989 .... $1.11 $1.16 $2.75 - -

1990 .... 1.16 .96 3.09 - -
1991 .... 1.13 .92 1.95 - -

1 Represents rum bottled in the United States, as reported by
the Bureau of Alcohol, Tobacco, and Firearms of the U.S.
Department of the Treasury, and shipments of bottled rum into the
United States from Puerto Rico and the Virgin Islands, reported by
the Bureau of the Census of the U.S. Department of Commerce.
Value is estimated from the average value of bottled rum shipped
to the United States from Puerto Rico and the Virgin Islands.

2 Adjusted for stock changes as reported by the U.S. Department
of the Treasury.

Not available.

Source: I oduction data compiled from official statistics of the
U.S. Department of the Treasury and the U.S. Department of
Commerce, with conversions by the staff of the U.S. International
Trade Commission; imports and exports compiled from official
statistics of the U.S. Department of Commerce.
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Table 2
Rum: U.S. imports for consumption, by designated CBI countries and
other sources, 1990 and 1991

Source 1990 1991

Ouantitv (I.OO0 roof liters)
Cat countries:

Jam ica ...................... 2,122 2,902
Barbados ....................... 2,120 2,428
Dominican Repub>'-:............ 505 355
Guyana ....................... 11 228
Bahamas ...................... 48 85
All other .................... 179 175

Total of CBI countries..... 4,985 6.173
All other ....................... 485 337

Total ...................... 5.470 6.510

Value (1-000 dollars)
CBI countries:
Jamaica ......................
Barbados .....................
Dominican Republic ...........
Guyana .......................
Bahamas ......................
All other ....................

Total of CBI countries .....
All other ......................

Total ......................

10,037
1.983
2,387

27
192
625

15,251
1 651

7,183
1,699
1,483

264
251437

11,317
1 - 351

jk.902 12.670

Unit value (1.000 dollars)
CBI countries:

Jamaica ...................... $4.73 $2.48
Barbados ..................... .94 .70
Dominican Republic ........... 4.73 4.18
Guyana ....................... 2.49 1.15
Bahamas ...................... 4.01 2.95
All other .................... .. 3.49 2.50

Average of CBI countries... 3.06 1.83
All other ...................... 3.40 4.01

Average .................... 3.09 1.95

Source: Compiled from official statistics of the U.S. Department
of Commerce.
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Table 3
Rum in containers each holding not over 4 liters:
consumption, by designated CBI countries and other
1991

U.S. imports for
sources, 1990 and

Source 1990 1991

OuAntitv (1.000 proof liters)
CBI countries:

Jamaica .......................
Dominican Republic ............
Bahamas .............. ........
Haiti .........................
Trinidad and Tobago ...........
All other .....................

Total of CBI countries ......
All other .......................

Total ......................

CBI countries:
Jamaica .......................
Dominican Republic ............
Bahamas .....................
Haiti .......................
Trinidad and Tobago ...........
All other .................. .
Total of CBI countries ........

All other .......................
Total .....................

CBI countries:
Jamaica .......................
Dominican Republic ............
Bahamas.......................
Haiti.......................
Trinidad and Tobago ...........
All other ................ ...

Average of CBI countries....
All other .......................

Average .....................

2,107
430
48
47
41
90

2,763
477

3.240

2.823
279
85
51
2627

3,291
236

3-527

Value (1.000 dollars)

9,994 7.096
2,322 1,409

192 251
149 180
161 93
425 119

13,243 9,148
1,639 1,231

14.882 10.379

Unit value (per roof liter)

34. 7. $2.51
5.04
2.95
3.52
3.60

2.74
5.22
2.94

Source: Compiled from official sta s5.i:s of the U.S. Department
of Commerce.
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Table 4
Rum in containers each holding
consumption, by designated CBI
1991

over 4 liters: U.S. imports for
countries and other sources, 1990 and

Source 1990 1991 j.

Quantity (1.000 roof liters)
CBI countries:

Barbados ....................
Guyana ......................
Jamaica ...................
Oominican Republic ..........
Trinidad and Tobago .........
All other .................
Total of CBI countries ....

All other .....................
Total ...................

CBI countries:
Barbados ....................
Guyana ....... 0............
Jamaica ....................
Dominican Republic ..........
Trinidad and Tobago .........
All other ...................

Total of CBI countries...
All other .....................

Total .....................

CBI countries:
Barbados ....................
Guyana ......................
Jamaica ...................
Dominican Republic ..........
Trinidad and Tobago .........
All other ..................

Average of CBI countries..
All other ....................

Average ...................

Source: Compiled from official
of Commerce.

2,086
0
15
76
0
47

2,224

8

2,421
219
80
75
73
13

2,881
101

Value (1.000 dollars)

1,822 1,673
0 230
44 87
66 74
0 72

77 33
2,009 2,169

12 121
2.021 2.290

Unit value (oer roof liter)

$0.87

2.93
.87

$0.69
1.05
1.09
.99
.99

2.54
.75

1.20
.77iL

sta:-stics of the U.S. Department
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Table 5
Rum in containers each holding over 4 liters, valued at not over 53
cents per proof liter: U.S. imports for consumption, by designated CBI
countries and other sources, 1990 and 1991

Source 1990 1991

Quantity (1.000 proof liters)
CBI countries:

Barbados ........................ 861 1,741
Haiti ........................... 0 3
All other ....................... ... 0 0

Total of CBI countries ........ 861 1,744
All other ........................... . 0 0

Total ......................... 861 1.744

Value (1.000 dollars)
CBI countries:

Barbados ........................ 314 640
Haiti ........................... 0 1
All other ...................... 0 0

Total of CBI countries ....... 314 641
All other .......................... - 0

Total ............................. .314 641

Unit value (per roof liter)
CBI countries:

Barbados ........................ SO.36 $0.37
Haiti .................................- .50
All other ...................... -

Average of CBI countries ...... .36 .37
All other ......................... 0_

Average ........................ 36 .37

Source: Compiled from official statistics of the U.S. Department
of Commerce.
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Table 6
Rum in containers each holding over 4 liters, valued at over 53 cents
but not over 92 cents per proof liter: U.S. imports for consump-
tion, by designated CBI countries and other sources, 1990 and 1991

Source . 1990 1991

CBI countries:
Jamaica .......................
Dominican Republic ............
Trinidad a,.d Tobago ...........
Barbados ....................
All other .....................

Total of CBI countries ......
All other .......................

Total .......................

CBI countries:
Jamaica .......................
Dominican Republic ............
Trinidad and Tobago ...........
Barbados ......................
All other .....................
Total of CBI countries ......

All other .......................
Total .......................

CBI countries:
Jamaica .......................
Dominican Republic ............
Trinidad and Tobago ...........
Barbados ...................
All other.....................

Average of CBI countries....
All other .......................

Average .... ..................

Ouantitv (1.000 roof liters)

0 63
22 50
0 41

304 25
a 0

326 179
4 31

330 210

Value (1000 dollars)

0 51
13 30
0 29

!_'5 17
0 0

208 127
4 21

212 148

Unit value (2er roof liter)

$0.59

.64

$0.81
.60
.70
.69

.64 .71
I.00 .68
.64 .71

Source: Compiled from official statistics of the U.S. Department
of Commerce.

(,/7
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Table 7
Rum in containers each holding over 4 liters, valued at over 92 cents
per proof liter: U.S. imports for consumption, by designated CBI
countries and other sources, 1990 and 1991

Source 1990 1991

Quantity (1.000 proof liters)

CBI countries:
Barbados ................. ..
Guyana ....................
Dominican Republic..........
Trinidad and Tobago .........
Jamaica .....................
All other ...................

Total of CBI countries...
All other .....................

Total .....................

CBI countries:
Barbados ....................
Guyana ....................
Dominican Republic.........
Trinidad and Tobago .........
Jamaica .....................
All other ...................
Total of CBI countries ....

All other .....................
Total ....................

CBI countries:
Barbados ....................
Guyana ......................
Dominican Republic ..........
Trinidad and ToLago .........
Jamaica .....................
All other ...................
Average of CBI countries..

All other ....................
Average ..................

921
0
54
0
15
47

1,037
4

655
219
25
32
17
10

958
70

1.041 1.028

Value (1.000 dollars)

1,313 1,016
0 230

53 44
0 43
44 36
77 32

1,487 1,401
... 8 100

1.495 1.501

Unit value (per roof liter)

$1.43 $1.55
- 1.05

.98 1.78
- 1.33

2.93 2.17
1.64 3.20
1.43 1.46
2.00 1.43
1.44 1.46

Source: Compiled from official
of Commerce.

statistics of the U.S. Department
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Table 8
Rum: U.S. exports of domestic merchandise,
and 1991

by principal markets, 1990

Market 1990 1991

Mexico .........................
Canada ..........................
Netherlands Antilles ...........
Germany ........................
Cayman Islands ............. ....
Ecuador ................. ......
Denmark ........................
Chile ..........................
Japan ..........................
United Kingdom .................
All other ......................

Total .....................

Mexico .........................
Canada .........................
Netherlands Antilles ...........
Germany ........................
Cayman Islands .................
Ecuador ........................
Denmark ........................
Chile ..........................
Japan .........................
United Kingdom .................
All other ......................

Total .....................

Mexico .........................
Canada ..................... ...
Netherlands Antilles ...........
Germany ........................
Cayman Islands .................
Ecuador ........................
Denmark ........................
Chile ..........................
Japan ..........................
United Kingdom .................
All other ......................

Average ...................

Quantity (1.000 roof liters)

396 2,288
1,822 2,393
1,061 1,314
1,665 589

479 376
45 407
34 428
118 282
117 202
0 178

i.674 1.225
7.411 9.682

Value (1.000 dollars)

432 1,923
1,340 1.719
1,144 1,407
1,480 704

514 403
52 332
23 308
127 302
129 227
0 190

1.847 1.347
7-088 8.862

-n-t yal,.e (per proof liter)

S1 : $0.84
*.72

1. :d 1.07
1.19

1.27 1.07
1.:. .81

.72
1. :3 1.07
1. :3 1.12

- 1.07
1. 3 1.10

.92

Source: Compiled from official
of Commerce.

statistics of the U.S. Department



452

10

Table 9
Rum: Shipments from Puerto Rico and the U.S. Virgin Islands to the
United States, 1990 and 1991

(In thousands of proof liters)

Source 1990 1991

Puerto Rico:
In containers not over
4 liters ................... 27,278 28.497

In containers over 4 liters.. 34.859 26.149
Total ...................... 62,137 54,646

U.S. Virgin Islands:
In containers not over
4 liters ................... 1 13

In containers over 4 liters.. 10-013 9.147
Total ..................... 10,014 9,160,

Source: Compiled .frm official statistics of the U.S. Department
of Commerce.



453

_____________________________________ National Trends & Statistics
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Cam
Yew Soid ACGRI

1975
190
1985
196
19087
1988
1989
1990
1991
1996 (Profl
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1 "5- 1991
1975-1996

179,740
190 903
173.508
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159 009
155867
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Share of Rum by Top 5 SuppliersI

Bth the rum category and the leading brand in the
category posted decreases in 1991 consumption The
caregors declined by 9 t'r compared ssith 1990.

dropping to 12 3 million 9-liter cases Bacardi. the number
,ne %pint in the counti.. a. ssell as the most proitable brand.
tot s l0)0 cases in 1991 for a decline of 10 Oq

The old adage. "As Baca.rdi goes, so goes the category" has
leen slo I. disappeanng. as the category has been evpand
ing While Bacardi represents 58 2"r of the category. other
rums has, been gaining ground on the brand os er the past tcs
.e"As In fact. si, or the top Il brands e,,pnenced sales gains
,n 1991 Captain Morgan. classified as a fast track brand b.
8eicreu Dniics. posted a 7 5 increase in 1991 Don Q.
Palo Viejo and ,Moniego Bi, posted double-digit increases in

In addition to a consumption decline for the category.
d,,etising expenditures also experienced a dossntum, drop-

pin 25 811 loseser, as in sales. certain brands increased
iheir ad .pending in I9.1 Ad spending for Bacardt Black
,n.reased. a-, did their sals volumess. shile expenditures for

Ilairdi dropped 39 I1, C.ptain Morgan's ad spending sk-.
r,.keted bN 6e 1q. and C J Wra. Dry Rum. introduced in
'epie mber 1991. spent S68b400

The rum catego, olfers a Aside range of opportunities.
mans, ot vhich ssere pres-iouslv underdeseloped In addition
ih the traditionall% popular light rums. the dark. aged. spiced
and Ilaored rums are grosig in popularity and ,olume

It rum-based Iqucurs, and prepared cocktails are also on
the rie As the cachet ct premium and super premium rum
priJuts ,,L catches on Asth consumers. marketers are soIng for
ri,.iiin tN the category expands in all directions

N *am, ossawa, m,

Casice Hood
hwaeeb PsO.f

.1

B~ai

0 o

Leading Brands of Rum Estimated Sales, 1990 and 1991
(,'%ousands of 9-1ler cases)

Brand Company 1990' 1991
Bacardi Bacar Impos 8000 7210
Castio Bacar* Imports 840 810
Captain Morgan House of Seagram 670 720
Ronrio Jim Beam Branos 700 695
Myers s House of Seagram 370 355
Palo Vieto Classc Marketing 135 170
Monarch Hood Rrver Ostlqleries 155 165
Montego Bay Age Inlefrnaioeal 90 125
Wofl oFamous Charles Jacquin et Cie 105 110
Don O Classic Marmetin, 95 iro
Aesesd Soire JloiS.er-ge Grouo

Rum Consumption 1976-1991

20 0

13 r35 3 0 138 13 s 43 142 4 131 q35 133 32 36
,7112 33

a 00

.2

00 ...

76 '77 '78 79 '80 '81 82 '83 '84 '85 -6 '87 '88 '89 '90 '91

Z C¢Oes 1992 X c0e5L "UOR MANOWOK Year
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Leading Brands Share of Rum Salesf

2 88%

564%
58 39%

584%7W

6 7

a Camx M'sq

o M,.i

Covvqw 1992 .OSSY4S LOtOR KANO009

9 kle, Leading Brands Sales Trends: Rum 1988 - 1991
9000
8000
7000
60000 96
600000001im
30002 OO
1000

0

SAC" Caslio Caplain Ronnco myon S Othef

SMorga

Total Advertla$ng Expendltures for Rum ($ thousands)

1990 1991
or"d Name Magazne Newspap Outdoor Total Mgane Newspper Outdoor Total

3acar £88796 $243 $12314 $10.1353 S5.3906 S - $7794 $6.1700
acar* Dac 3,5133 - 6062 4.1195 40437 - 2992 43429

,-ao MOrg 745 1299 8302 1,7052 1,7471 1246 9603 28320
YVys 5 25,399 423 - 25822 2.1907 - 3955 2.5862
p.uIeo AcwJ Rums 61401 - - 61401 22795 - - 22795
Cj Wray - - - - 4646 1027 191 6864
Pilo V43 - 350 1688 2038 - 142 7 2028 3455
Voum Gay 20703 - 03 2,0706 3322 - - 3322
DOMQ 0 59 1578 - 243.7 - 3228 - 3228
sr vs " 118 - - 118 1246 - - 124 6
R1arco - - - - - 895 895
S.ob e OWSl -. .. - 744 744
Aicon Estae - - - - - - '20 420
BacAc Ge'al Promro-ons - - 4 84 333 - - 333
1,rw eBay 344 - 359 703 - - -

ToW EJpS Que $24,020.4 $38.3 B2,8812 527,290.9 51660.3 5692. $2,962.2 121.3
SoxM xi0W eSoraSW G'oW. SIM'~ L 84O £ S0041 h'C "MI LNA
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Top Ten Markets for Rum 1990 and 1991
(94iet Cases per thousnd adults)

Sta , 1990 1991

0 sl ot Coiumbxa
t Kamwsnre

'Nevaa
New York
m~awall

New Jersey
Ma,ne
,.onnect
ela*are

Naional Average

3956
2338
1965
1789
1441

1463
128 5
1200
1206
1139
71.4

3352
236 9
197 5
1591
1289
1239
1116
1088
1064

990
70.1

SJ.4rc 0W eerb 0. rNAi Sipo.t"' L9 Sr"~ s A . bsd0f ft,.,c ,,aowo 8t.,,*aG o. SIe,. L Bi A sooars kw.

Top Ten Markets for Rum 1990 and 1991
000 9-liter CIses)

Stale 1990 1991

New Yon 18515 1.6650
13733 1.23 8

i'oroa 1 0936 9308
%e* Jersey 7186 6259
,no- s6574 5690

lezas 531 5 564 3
<, <jan 5459 5023

Pe"nsylvana 443 5 421 2
Vassacrivserts 4475 4196
Yary'ano 393 3 340 4
top Ten 1991 Markets 8,056.0 7,277.2
-S Toa 135641 1232480e'cerit o U S Total 59 4% 59 0%
r:.':x .oB#.wr aqGow Steve L Ba byA & AMOCMIa W

Sales by Month for Rum. 1991
(Ihousards of 9-1iler cases)

Case % of
Month Sold Total
.anary 8134 66%
;eoary 8258 67

"Aarcn 9120 74
Ao,r 8997 73
'Aay 9983 81
.Ire 10230 83

1.0599 86
1 1339 92

ecupmoer 9613 78
C.3O0ef 10106 82

%ovemoer 10846 88
Z-ecrmef 1 6023 130
Total Sales 12,324.8 100.0%
JoSoN Leea GiQU Steve L rsoOy Asot u92

JOBSON'S LIQUOR HANDBOOK 1992

Supplied Case Pirk ClaMs - Rum
(In perceta"e)

Pri" Rangw control Ucensa

U1d0'428 00 - % -
$2800-3599 - -
53 00447 99 101 2 7
$48 00-$&999 131 8 9
$60 00472 99 71 8 84:
$73 00-482 99
83 00497 99 06 05

$98 00-411999 44 38
$120 00 a mia - -
Total 1000% 1000%.
,Le trWa 0 05%
Souv B 6V 8 Gete.OW Sit L 8ar 50y A/oc i$ e !1

Rum Bottling by Month
Flscal Yeas 1990 and 1991 (thousands of gallons)

%Of %01 %
Month 190 Total 1991 Total ChInue
October
November
December
January
February
March
APOI
May
June
July
August
September

Total

27535
23453
1.8949
1,969 2
1.8800
23620
2.6888
2.2890
2.1239
20952
2.406 R
2.521 0

27,329.5

10.% 32678
86 8910
69 2,2288
72 1,6655
69 1,3481
86 1.9144
98 2.1323
84 2,0460
78 2,191 8
77 2.1729
88 2,2433
92 2.5233

100.0% 24,625.2

132%
36
91
68
55
78
87
83
89
88
91

102
100.0%

18 72.
-62 0
176

-154
.28 3
.190
.207
-10 6

32
37

-68
01

.99%
Smnev .iow 6e4vot" G.'A.. Steve L Baro Aai M iocan "mra BATF

Long Term Trends: Rum vs. Total Distilled Spirts
(thousands of 9-later cam)

Year
1975
1980
1985
1986
1987
1988
1981
1990
1991
1096 (profl
1975.1985
1968-1991
1975-1996

Rum
Casem

Sold ACGR
6.878 -%

13.006 136
14.118 1 7
13,053 -75
13.451 30
13335 -09
13.191 -1 1
13.564 28
12.325 .91
11350 -16

75
-07
24

Total iIle Spirits
Cases

Sold ACGR'
179,740 -3
190903 1 2
173508 -1 9
164 533 -52
162034 .1 5
159009 1 9
155,867 -20
159190 2 1
147025 -76
131 790 -22

-0 4

'ArjSwoVoad growt 're NCSOW DrUyhi 1965 IN0~4, 1991 We Nc
ovvot 10 W yansk Jobs .on Sown*a~ Gro.o Ste.. L BarwN

Asocze rc
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Rota Speding for Rum
in Top 20 States, 1991

11p. a of Rum, Top 10 Countre
19 1991 (thousands of proo gallons)

OSkiRDMk ark

I Caifornta
2 New York

.3 Pi'rnaa

5 Texas
6 Mcngan

Pennsytvanta
8 Ohio
9 New Jersey

'0 Massacousetts
1 1 Wisconsin
*2 Wasinglon
13 Geogta
"4 Minnesota
'5 Marylard
'6 Vagn a
7 No I Cart .a

'8 ai',ma
19 MsSoun
20 Tenies.w

Top 20 Total
O ltheUr
Total U.S.

106

% of Stits OS
(S Million) Sedi

$211 64%
369 149
191 93
102 73
99 72

104 82
94 77
81 73

118 106
91 83
43 48
71 86
49 60
48 81
51 95
38 75
28 56
36 72
25 54
21 60

$1,870 8.3%
551 70

$2,421 8.0%

v',.'. xw" ae. Goo SIM' LBIT" IorS kSoc0a IMC

Country iw
1911W I

1901 CJhag 11 CI
Jamai , 4149 5606 35.1% 7666
Barados 4314 5600 298 6414 1
Dom Repusc 714 1335 869 937 .
Guyana 75 29 -61.1 603
UntedKingdomt 144 78 -459 268 2
Tnndad 58 108 869 262 1I
Bahamas 7 3 127 741 x2.4
Canada 61 89 451 177
Had 177 139 .214 147
VenezueLa 12.7 139 103 143
OUler 626 3355 4357 35.5 .
Total 1,051.7 1,660.3 57.9% 1,719.6
ICK" Io CO'U 1900% Rt, seo

NOWOM a r_40ran PLWer RPo VV Ve US V9Vr NsW=
So,.uM JOOWo Benera0 GrOw SWOv L 8.v-OW & Asi~li

bv ho Dw of CCINwea dtit

36 3w
'45
298

46
438
772
994
58
31
894
3.6%

Shlpmets of Rum to the U.S. from Non-Contiguous
Tmrttorle (thousands of proof gallons)

% Change % Cftn
CO1ain 989 990 89490 1991 9091
pv*o Acc 20.193 3 16334 2 -191% 14231 4 12 9%
Bottied 6.4980 7.1254 97 73234 28
Bulk 136952 9.088 .328 69080 -250

VrgiM SIarIS 2.W3 4 27638 91% 30120
80oeo - - - -

Buk 25334 27638 91 30120

Total 22321.6 19,0910 -16.0% 17.241.23
Borted 64980 7.1254 97 73234
SUk 16.2286 119726 .262 99200

r Sov. DiSCuS

90'

90

28
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