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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
gf the Dirksen Senate Office Building. Bentsen (D., Texas) plans to call additional

earings.

“Now that our negotiators have produced a North American Free Trade Agree-
mf;gt, 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 goog 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. ‘

“l 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 relazed 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

1)
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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 bef;eved 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 1s 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 loug. 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
]s.hould sign on the dotted line when there wasn't even a dotted
ine.

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 magniiide, and no one should responsibly expect it.

That was not the end. 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
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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 difticult 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-
tgnds 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.]

c The CHAIRMAN. Well, I certainly stand by my statement, my
riend.

Senator PACKwWoOOD. 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
tlﬁis. f}s 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
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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
in ull agreements, or you would not have any agreement.

What does it do to the environment? Are indastries 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
gn my State, although Oregon is a tremendously export-dependent

tate.

We have one job in seven in manufacturing dependent op 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 hepe 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.
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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 agrecment 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 details 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
ev;xix 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 attentlon 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.
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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.]

enator 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 secorid part

I complimept the p%plq on this committee who, since the mid-
1980’s, in particular, have made the congressional role in trade pol-
icy just as important as our role in tax policy and a whole lot of
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other things that we seem to have a lot more constituent interest
in, anlcli 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~®lection 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.

Ard 1 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, 1 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 CHalrMAN. Thank you.

Senator Danforti.

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

Senator DANFORTH. 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 time. 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 year and a half, you have met regularly with the Finance
Committee, and I am sure you met regularly as well with the Ways
and Mcens Comuaittee, to brief us on the issues.

And 1 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.

1t 15 sard that. 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, 1 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.

B
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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 CHAIRMAN. 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, bu,t\ it is good to
get started on it. o

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

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 groqu 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
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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 tlearly reflects the realities of this changing world.

We have to be prepared to enter the 21st cencury, 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.
}Dflhil Chairman, I thank you once again and thank Ambassador

ills.

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
U.S. 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 intla-
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.
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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 Jjust 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 1s
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. .

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 Agreement (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 te 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. N/

The fact of the matter is, the trade agreement is serious busx-
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.
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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. N

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 CHAIRMAN. 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
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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 Cﬁina 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 anfd 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 economir 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 1s consistent with the quality of your work as I have known
it, it will be very high. 1 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 CHAIRMAN. 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-
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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, unti&J 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,
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can. And I will quote him, “Few American companies and American
industries compete against foreign companies and industries. Be-
comin% more typical is the global web.

Its financial capital in the United States—[higher-end] produc-
tion facilities spread over Japan, Europe, North America—{lower-
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 1n 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
flase, work out the small details and questions that some of us may

ave,

I understand, being in politics and having been in it for 20 years,
that these are realistic things; I think she 1s 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 CHAIRMAN. That will be done.

['I(‘lhe 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
ang trade negotiation.

ince 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
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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 ihese regotiations, 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
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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 parts 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 American-made products. To obtain the preferential treat-
ment, autos must contain 62.5 percent North American content;
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considerably more than the 50 percent required under the United
States-Canada Free Trade Agreement.

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

In textiles and apparel, this agreement opens another $6 billion
mar:et on day on<, abolishing quotas and eliminating tariffs on our
key export interests to our two largest export markets—which, Dy
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 50 years, Mexico’s
closed markets will be opened, allowing U.S. banks, securities
firms, and other ﬁnanciar companies to establish wholly-owned
subsidiaries and be treated the same as local firms.

In the area of energy and petrochemicals, the¢ 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 previsions and the rules de-
signed to support thiem 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-powe!s.

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
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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
gs }(1iigh as our own, this agreement will level the playing field, not

ood 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 President’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 concr:rns.

Indeed, the North American Free Trade Agreement goes further
than any previous trade agreement in addressing envirormental
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-

»
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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-
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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 %omethjng 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. [ 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
billi?on. 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
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indexed for inflation. That was not lefl open. I think what you are
referring to is the base figure in procurement,

The CHAIRMAN. That is what I said, if I did not make that clear.

Ambassador HILLS. No. ,

The CHAIRMAN. Base figure in procurement for Mexican contrac-
tors.

Ambassador HILLS. 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 HIiLLS. 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 and be sure that the res-
ervation that they are listing are légally correct and compliant with
our agreement.

The CHBAIRMAN. | can recall in :\i\phone conversation you had with
me, as | understood you, that the\lawyers were still debating the
question of whether it was 1994 or the other year that was chosen.

Ambassador HILLS. It was just thg 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, and '} was trying to give you assurance
that the 1994 was not an open issue, but had been solved.

The CHAIRMAN. But my understarding 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 HiLLs. Well, there is going to have to be a check on
the basis of a negotiation as we are drafting 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
Agrecement. There is no secrecy or lack of clarity here.

The CHAIRMAN. Let me tell you, I have not charged you with se-
crecy, and 1 have not charged you with lack of communication, be-
cause I think you have worked very hard at that, and I have com-
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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 uniiorm 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. TN
) Senator PACKWOOD. Between Mexico and the United States there
is none.

Ambassador HILLS. There is none.
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Senator PACKWOOD. Now, what has Canada done vis-a-vis Mex-
ico 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 FACKWOOD. But vis-a-vis Mexico and the United States,
there is no cultural exemption working either direction.

Ambassador HiL1Ss. Correct.

Senator PACKWOOD. Thank you. I have no other questions, Mr.
Chairman.

The CHAIRMAN. Senator Baucus. .

Senator BAucuUS. 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 environmentar 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-
}str%tion has now gone forward with this joint declaration, and so
orth.

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
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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 arg net ad-
dressing whether Europe has higher environmental standards c
pared with American. That is not the issue. The issue is the 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 and.good.
And the States may have a legitimate complaint with the €fnadian
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 yecu 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 by roughly 6 months of notice given
to this body, and a long debate on fast track.

In fact, trade negotiations reach a Finnacle 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
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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, 1 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 toreign population, we have no
objection.

So, we think that we have a very good agreement and provisions
within the four corners 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 iot 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-
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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 1 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/United 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-
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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-
gut,e 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-
men% 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. Amf) 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 Igree 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 agreement, 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. (futy
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
iobs. 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-

64~026 0 - 93 - 2
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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 jobs—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 complimnent you for helping us
answer questions in regard to a newspaper article in the Des
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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.

.gndkthen it refers to a report done by the Dallas Federal Reserve
ank.

Now, I think what you have helped us find out is that this Dallas
Federal Reserve Bani 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-agricuitural
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 on 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.-manufactured 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
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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 lonk at it again and get
back to you if we have any concerns.

One critidism of the United States-Canadian Free Trade Agree-
ment is that our meat products must meet tougher standards than
Canadian ment products exported to the United States. What
mechanismg will be in place to ensure Mexican meat products

Senator 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—1 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 that 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 yét paid any duties.

Senator RIEGLE. No, they have not.
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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 IglEGLE. 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 technigne to the Honda case? Your testimony today relays
that you do not xnow 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 not 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-
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gionkin the name of a better regime, we have taken Honda off the
ook.

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
vy 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. { 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-
tunily 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 us 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, ! 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 f'obs away. Now, if I understand the statistics you gave, cur-
rently we run a $7 billion trade surplus with Mexico.

Ambassador HiLLS. Correct.
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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 dewn
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 question’. 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.
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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. o

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;
exgropriation; lack of national treatment, and the like.

enator 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 goverr 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 coniplaint—
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
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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 paralfel 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 an 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 a 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-
tracrdinary provisions that are contained in the agreement on the
environment.

I simply cannot understand how a good environmentalist can
say, 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 lixe to
insert four questions for the record on a subject that is not directly
relalged 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 rnew trade agreements. We have discussed that
many times.
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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 NAFTA, can“be very helpful to all
sectors of the American economy, including agriculture. It just so
happens that I come from a Stgte 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 to 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

ive 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 have the figures there of how much
sugar we import net today?

Ambassador HILLS. Worldwide?

Senator SYMMs. Yes.

Ambaussador 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 F"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-
1%{1 marketing year, we exported 250,000 metric tons of sugar to

exico.
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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 te 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
rs\lxgar to Mexico in recent years and the sugar re-export program will remain in
place.

Current Policies and Proposed Changes. Mexico eliminated its sugar 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 ancf world price. This price support sys-
tem will work only when Mexico is a net importer, w}gich 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 secong 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
I&ii\r%‘grzlbject to a quota or a tariff. These programs will remain in place under the

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
Sw‘tes,5 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
Riariod, any additional duty-free access above this amount is limited to no more than

exico’s projected net production surplus of sugar. In additica, for the first 6 years
of lthe 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
160,000 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 proaucer for any two consecutive marketing years
(including years one through six of the agreement), or if (2) Mexico has been a net
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surplus producer duri;F 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-?:'ee access is applied in the
subsequent 7xrear.

Current Trade Patterns and NAFTA Effects. 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 }Jrojected 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 N?ex—
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.]

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Ambassador, a number of Senators have
raised the question of compliance 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 we 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.
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Senator MOYNIHAN. No one would deny that. Not 1.

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 ﬁave———

Senator MOYNIHAN. | 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 t¢ 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 cuiture? 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.



40

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.

Taliing 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 ti‘;e very close workings of 10 agencies and depart-
ments, and Customs was right there.

So that I feel comfortabﬁa 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
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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 incredibie 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 cornmittees 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 abcut 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 CHAIRMAN. Well, fine. We will find it, then. But you might
tell me if you——r-

Ambassador HILLS. September 4, it left our office. I had hoped
that it was hand-delivered. But, if not, I apologize. And 1 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——
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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
ave. :

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 there businesses whose labor costs are so inexorably high—
not 6 or Npercent, but 30, 40 or 50 percent; I de 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 hav 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 PACKWoOOD. 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 vill 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-
Kantage of the situation and use it as a way to penetrate our mar-

et.

Now, obviously, those interested in investing in Mexico have got
to do it within certain operative constraints. Nevertheless investing
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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 integra*ion of a Third World economy iuto 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 Jerse
facility and are going to unload all their cars in Portland—althougg
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, T 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 sitvation occurred, would this
be in violation of the GATT provisions on Most Favored Nation?

Ambassador HiLLsS. 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 ve 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 ha  had an uncertain market, having to ob-
tain a license. And, by .unverting 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.
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Senator GRASSLEY. All right. I do not question those results. But
if, when we meet that 215 percent point, other countries are going
to be able to just use an import permiz‘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 malior 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 satisfted.

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, starchk 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.
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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 commenis 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 auvtos 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



47

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 cr 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.
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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 last 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 RiLLS. 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.
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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. o

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 Free
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. Peopte 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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[The press release announcing the hearing follows:]

{Press Release No. H-46, Sept. 8, 1992]

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 from the General Accounting Office will also answer labor-relat-
ed questions.

e hearing, second in a seties 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 Lynn Martin to brief us on the
labor aspects of the NAFTA. In particular, I want to learn the details of the Admin-
istration’s proposal for a new worker adjustment program. I want to find out how
tha_adt 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 carped entitlement.

“I have algo 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 ﬁé\ ings 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,

rovides extended unemployment insurance, training, job search and relocation al-
owances for workers who loge their jobs because of import competition. EDW.
Title II of the Job 'I‘rainins Partnership Act, was created in 1988 and is a genera
grogram that provides funds to states for local services to assist workers dislocated
ecause of a mass layoff or permanent plant closing.

(61)
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OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S.
SENATOR FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. 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 is we know there are going to be some lose¥s 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
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paid for, it could end up only as a campaign promise. I think we
all understand that.

We also have the General 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 io tell us what they found in that study.
And hopefully we will diso 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, AUS.
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 fhat 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
A(l:)t—~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 tli2 town all of their
live, has married there, and their kids are in hirh 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 cf their own, perhaps by government actions like
the Endangered Species Act, and for the Congress to give us sug-
ggﬁtions. I think, with that attitude, we can work toward a good

ill.

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_gny possibility that it will pass. But I am especially delighted
thdt'we are not talking about this worker retraining being limited

- just those wbo are displaced by trade agreements.
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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 1
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 1n 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
t}ée 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 1 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. [ strongly believe
that any such fee should be temporary and limited to helping out
imgacted workers.

ongress 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



-

55

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. ’

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
ﬁzveg‘ workers impacted by production shifts and plant relocation to

exico.

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
1 t_gink 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
!;afgislation 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 resourdes this way or that way, and some
jobs are lost. All they asked was trade adjustment assistance for
thﬁ j(ci)bs 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-
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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 op[’)osing TAA, 1
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
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force the administration to change its position. But I am still skep-
tical of the administration’s commitment to real and effective worﬁ-
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 funcﬁng the program that have been
proposed. There 1s 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 propesal from the
administration indicates 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
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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 cn
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 ] 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 iower 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