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1 The Chairman. Good morning. This is a regular meeting

2 of the committee to consider a rather heavy agenda. Some

3 items more routine, or more -- nothing here is routine, but

4 some are more readi ly disoed of than others.

5 aWe are dealing with trade, of course, today. And I

6 know that the verye able and energetic chairman of our

7 subcommittee on trade has been following the GATT

8 negotiations. Is that what we say? Or proclamations. And

9 I understand you'd like to make a statement about Mr.

10 Balladur's most recent evocation of the glory that was

11 France.

12 Senator Baucus. Thank you, Mr. Chairman. While we in

13 the Congress here are focusing on NAFTA, this time, to some

14 degree health care, Somalia, Bosnia, Haiti, I think it's

15 important for us to keep attention on the Uruguay Round, the

16 GATT negotiations.

17 It's regrettable that you read reports where Prime

18 Minister Balladur is indicating that France wants to

19 separate out agriculture provisions of Uruguay Round. As he

20 calls it "Gatt Light."

21 And I say regrettable because France did agree to the

22 Blair House Agreement on agriculture. There's an agreement

23 reached in the United States, France and other major

24 countries, with respect to agriculture. And Mr. Sutherland,

25 Inspector General of the GATT, has made it very clear that
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1 the deadline is December 15th.

2 Mr. Chairman, we've been working on this Uruguay Round

3 for many years, as you well know, and many of us went up to

4 Montreal for the mid-term. That was many years ago. I

5 think it was it was 19 --

6 Senator Packwood. Quad.

7 Senator Baucus. Quad. Yeah. 1988 or something. It

8 was some time ago. And it's just that we have to come to an

9 agreement here. I think that the proposal is on the table.

10 The Dunkel text, while not perfect by any stretch of the

11 imagination, many of us in the United States have question

12 or problems with the Dunkel Text, just as other countries

13 have problems with the Dunkel Text.

14 Nevertheless, Arthur Dunkel, then Director General of

15 the GATT, put on the table what he thought was a fair,

16 middle position among all the countries involved, and the

17 Blair House Agreement was reached as consequence of Mr.

18 Dunkel's efforts. Plus, France already has agreed to the

19 Blair House Agreement. The United States has agreed to the

20 Blair House Agreement.

21 I think that -- I urge, frankly, Mr. Balladur, the

22 people of the country of France and other members of the

23 European community to try to find ways to agree to the Blair

24 House Agreement because I frankly think if the French do not

25 agree to the Blair House Agreement, that the prospects for a
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1 successful conclusion to the GATT are very grim, very dim,

2 and the consequences of various countries involved to meet

3 the December 15th guideline would be a dramatic setback of

4 the world trade efforts to produce various trading, and

5 therefore, a consequent reduction of living standards around

6 the world.

7 And I very much hope -- urge the French to take a

8 second look and see if they can find ways to agree to the

9 Blair House Agreement.

10 Mr. Chairman. Well, I thank you, Senator Baucus. I

11 notice also that the French are asking that movies, moving

12 pictures, be excluded, and that we just not, in effect,

13 reach an agreement in December 15, but let's let it go by to

14 be continued indefinitely.

15 It would be the first time in the post-w-ar world that a

16 multilateral agreement of this kind has failed, and it would

17 -- I think it would mark -- I mean, the President asked us

18 to give him -- to set the December 15 position, and a nearly

19 unanimous committee did so. I'm sure Senator Packwood --

20 Senator Packwood. Well, I recall some of the things

21 that Senator Baucus said. We were in Montreal at that quad

22 meeting, and then we were on that trade trip with Chairman

23 Bentsen at the time.

24 Then I can't remember if you were at Kanesee or not for

25 that -- with the European industrialists. And Mr. Agnelli
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1 of Fiat was there wanting an 80%, domestic content provision

2 and didn't even want to let the English -- I think the car

3 was the bluebird in the continental Europe because it only

4 had 65% British content.

5 And I came away from those meetings, frankly, very

6 pessim istic about GATT, in addition to the problems about

7 agriculture. And I sensed that Europe was going

8 protectionist, and this was before the assumption of the

9 obligations in East Germany and the break up of -- the total

10 break up of the Soviet empire.

11 And I've made speeches for the last year that GATT

12 would rise or fall on agriculture, and if there's not a

13 satisfactory agriculture agreement, there will be no GATT,

14 and that we will turn our attention to the western

15 hemisphere, and that's why I think NAFTA is so important.

16 I expect within 10 to 15 years we will basically have a

17 wester hemisphere free trade agreement. I think Chile will

18 be soon coming in, and there is an economy that's a total

19 market economy now. And that if it doesn't work out, we

20 will become frustrated, and we will turn our attention to

21 the western hemisphere.

22 And we'll say, "All right. If Europe wants to go their

23 direction with their market and their agricultural policies,

24 we'll turn our attentions to our natural neighbors to the

25 south," and we will end up with a western hemisphere
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I agreement.

2 Mr. Chairman. Well, sir, if I could say, the language

3 of the -- of the French Prime Minister is language we

4 haven't heard in a very long while.

5 He -- I'm just reading from the Washington Post this

6 morning. "Balladur urged French conservatives to close

7 ranks with their leftist opponents, 'to defend together the

8 interest of France and Europe, as we know it, a free and

9 democratic community treated on an equal footing with other

10 political and economic blocks.'"

11 Are we now another political and economic block

12 after -- after half a century of NATO and all of the above?

13 Well, we've said our piece, and I hope someone from the

14 Mata, over at the press table, on the Onjas France. And

15 there we are.

16 Good morning Senators. Would -- let me see. Mr.

17 Pryor, welcome back, sir.

18 Senator Pryor. Thank you, Mr. Chairman.

19 Mr. Chairman. Would you like to come --

20 Senator Pryor. No, I have no comments.

21 Mr. Chairman. Senator Riegle.

22 Senator Riegle. Thank you, Mr. Chairman. I'll try to

23 ask unanimous consent that a full text of the statement that

24 I had be made part of the record.

25 Mr. Chairman. Without objection.

MOFFITT- REPORTING ASSOCIATES
(301) 350-2223



7

1 (The prepared statement of Senator Riegle appears in

2 the appendix.)

3 Senator Riegle. I'll just touch on a few of the

4 points. I had very much hoped that -- with respect to the

5 NAFTA issue, that we would not come to the point where we

6 are now, that we would have managed to decide that this was

7 not a sound track to take with respect to a free trade

8 agreement with Mexico.

9 I think the fundamental issue here is this enormous

10 disparity in economic condition where you're trying to

11 integrate a third world economy with a -- obviously a very

12 advanced U.S. economy.

13 I think the most telling way to imagine the impact of

14 this is to imagine enlarging the U.S. labor force by

15 approximately 60 million Mexican workers because this is

16 what this will do. Their minimum wage is about 58 cents an

17 hour, but of course, many Mexican workers earn maybe 1/7 to

18 1/9 what workers here in the United States earn for

19 comparable work.

20 You've seen typewriter factories close in your state

21 and go to Mexico. I've seen a countless manufacturing

22 plants in the automobile industry and related manufacturing

23 activity close in Michigan and go to Mexico.

24 We also face the prospect, I think, that were this to

25 be gratified, or to be approved, that we would have a
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1 situation where we would in all likelihood face a evaluation

2 of the peso afterward, which would completely knock even the

3 pro forma numbers haywire.

4 If that happens, you'll find that what now shows up as

5 a bounty surplus and trade would vanish, although much of

6 the trade we send to Mexico is round trip trade. We send it

7 down there, it's processed in part, and it's sent back to

8 the United States.

9 I think an important way to think about that would be

10 if you're sending a product say from Michigan to Mexico for

11 processing, and then brought back to the United States,

12 suppose we could send it from a location in Michigan either

13 to another location in Michigan to get that processing done,

14 or even for that matter, to Ohio or some other one of the 50

15 states. And then, keep it in the United States. That would

16 keep the work here, the value added contribution here, and I

17 think greatly help our economy.

18 The side agreements unfortunately do not solve these

19 problems. I see very substantial potential here for strip

20 mining the job base of America because of these. It's the

21 fundamental economy hydraulics.

22 The implementing legislation, for example, does not

23 deal with El Pacto, which is really a suppression of any

24 kind of a free labor movement down there. It prevents

25 Mexican wages from rising with productivity. You've not
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1 seen that pattern in recent years, and of course, the

2 differentials are so vast in any case that I see this as a

3 terribly damaging ppoposition.

4 I would say the votes in the House of Representatives

5 today are not there to pass it, which I think is an

6 important measure of sort of public feeling and public

7 opinion. I think there are fewer votes in the Senate for it

8 today then there were six months ago, and it's hard to

9 predict what a final vote outcome would look like in the

10 Senate, assuming that we would come to vote on it.

11 But I just want to state as forcefully and as clearly

12 as I can today my opposition to the package. I think it's

13 important that it be turned aside. I think we can then

14 embark on the kind of common market arrangement that Senator

15 Hollings and others have suggested, which I think is a more

16 orderly way to knit together some new and enhanced economic

17 and trading relationships with Mexico.

18 But I think clearly this is one of the singular threats

19 to our economy and our job base at this time when we're very

20 much out of phase as it is.

21 Finally, just this. I know some have talked about

22 economic security platform. Senator Bradley has talked

23 about that, I've been in meetings together with Senator

24 Baucus recently on that, and the President has mentioned it.

25 I think it's a wonderful concept, but I think we're a
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0 1 million miles away from any practical way of putting in

2 place a meaningful economic security platform for American

3 workers. I think every time you knock an American worker

4 out of a job, man or woman, in many cases supporting

5 families, when there's no replacement work--we talk about

5 training programs. T.We don't know what to re-train people

7 for--I think you're creating a problem in this country that

8 is ever more difficult to solve, and it's contributing to

9 all of the other problems of the growth of the under class.

10 I think of crime difficulties and break up of families

11 because people can't find work.

1 So that maintaining our job base here in America, I

13 think is -- in the private sector, is our single most

14 important priority. This cuts directly against that,

15 despite all the propaganda to the contrary.

16 I think it's very important, Mr. Chairman, that it be

17 turned aside, and we start fresh. Thank you.

18 Mr. Chairman. Thank you, Senator.

19 May I just point out that we are not considering the

20 NAFTA Agreement in terms of approving or disapproving.

21 Senator Riegle. I understand.

22 Mr. Chairman. We are simply going through the process

23 of preparing a draft, which if when agreed to with the

24 House, will be sent to us by the President. At that point,

25 of course, we would have to record our approval or
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1 disapproval.

2 Senator Grassley, good morning, sir.

3 Senator Grassley. I didn't have an opening statement,

4 but we're going to have some discussion of the processes as

5 we go into --

6 The Chairman. Oh, yes.

7 Senator Grassley. -- what will be called a mark up of

8 NAFTA?

9 The Chairman. A walk through.

10 Senator Grassley. That's today?

11 The Chairman. That's today.

12 Senator Grassley. All right. I want to be involved in

13 that process. Will that be the first thing that's going to

14 __

15 The Chairman. No. We have three brief things that we

16 have to deal with.

17 Senator Grassley. If -- if the -- okay. If it's not

18 going to take very long, I want to be involved down the hall

19 in some questions of the Assistant Attorney General for

20 criminal matters. I want to be able to --

21 The Chairman. Here in that familiar situation. We'll

22 come back to any subject you want to return to.

23 Senator Grassley. All right.

24 The Chairman. Senator Chafee?

25 Senator Chafee. Mr. Chairman, I listened carefully to

MOFFITT REPORTING ASSOCIATES
(301) 350-2223



1 -,

1 what Senator Riegle had to say. I know he's been deeply

2 concerned about this for a long time.

3 I would point out, as he acknowledges in his comments,

4 that when he says he has countless manufacturers in his

5 state move to Mexico, that that takes place absent any free

6 trade agreement. That's occurred. And if we do nothing,

7 can continue to occur. So I don't think it's fair to blame

8 people moving to Mexico on the proposed NAFTA or the NAFTA

9 itself.

10 1 also would like to say that I don't want to get the

11 impression around that those of us who support NAFTA support

1) the decrease of jobs in the United States. I believe very

13 strongly that this means more jobs for the United States of

14 America, and certainly in my state we look forward to the

15 implementation of NAFTA with enthusiasm. We believe it's

16 going to create more jobs in our various industries and

17 likewise across the nation.

18 I know this isn't the time to get into an overall

19 debate on NAFTA, but I just didn't want the idea -- the

20 impression to go out that those of us who support NAFTA,

21 i.e., are supporting decline of jobs in the United States.

22 Thank you, Mr. Chairman.

23 The Chairman. Thank you, Senator Chafee.

24- Now to our agenda. The first item is to consider S.J.

25 Res. 110, a resolution approving the extension of most
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favored nation treatment, whic - gathe- we're beginning to

describe as non-discriminatory treatment. Mr. Figel, is

that your idea?

Mr. Figel. No way, s-r.

The Chairman. It's non-disc-riminatory? I think maybe

the public has a right to kno. what we're doing, and it's --

most favored nations.

Senator Baucus. There's a leeway.

The Chairman. Non-discriminatory treatment to the

products of Romania. This is a measure which we have --

would put into effect a trade agreement, which was

negotiated in 1991. It has been held off owing some

disagreements, some concerns about the internal affairs in

Romania. They seemed to have progressed to the point that

it's the judgment of the administration that we should

proceed the House, I believe, unanimously, Ms. Miller?

Ms. Miller. By voice vote, I believe.

The Chairman. By voice vote. Yes. They adopted it.

And I would propose that we do the same, --

Senator Packwood. Second.

The Chairman. -- and then -- it is seconded. When a

quorum has been established, I'll ask to report it out.

Senator?

Senator Chafee. Mr. Chairman, I'd just like to say

that I think somebody should abolish the term "most favored

MOFFITT REPORTING ASSOCIATES
(301) 350-2223

1

11

3

4

5

6

7

8

9

10

11

12

13

14

15

1 6

1 7

1 8

1 9

2)0

-11

2 3

2 4

25



14

1 nation."

2 The Chairman. T think we made a little motion in that

3 direction today. Non-discriminatory.

4 Senator Chafee. Oh, I missed that.

5 The Chairman. A very important exchange took place on

6 this side of the aisle.

7 Senator Chafee. Well, I was trying to repair my chair,

8 which has --

9 (Laughter)

10 Senator Chafee. -- thrown me backwards in a dangerous

11 fashion. In any event, I'm for abolishing the -- let me

12 join in whatever the motion is to get rid of "most favored

13 nation."

14 The Chairman. Our agenda reads exactly to consider

15 S.J. Res. 110, a resolution approving the extension of non-

16 discriminatory treatment, then in parenthesis, "most favored

17 nation treatment to products of Romania."

18 Shall we decide here and now that we will henceforth

19 refer to is as non-discriminatory?

20 Senator Chafee. Excellent.

21 Senator Baucus. Absolutely, Mr. Chairman.

22 The Chairman. All in favor, say aye.

23 (Chorus of ayes.)

24 The Chairman. Well, we just changed the language of

25 international economic policy.
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1 Senator Grassley. I propose that the democrat majority

2 get Senator Chafee a new chair, particularly since he's up

3 for election. They ought to at least do it until after the

4 election so that if he's injured, --

5 The Chairman. Motion be made. Is there a second?

6 Senator Baucus. I second.

7 The Chairman. All in favor, say aye.

8 Senator Chafee. Well, that's been taken care of, Mr.

9 Chairman. I shifted the chair over to Mr. Danforth's slot.

10 (Laughter)

11 Senator Pryor. And he's retiring.

12 The Chairman. The committee will now vote to consider

13 the authorization for the following agencies: The Customs

14 Service, the Office of Special Trade Representative, and the

15 International Trade Commission.

16 Ms. Miller, do you want to go through the --

17 Ms. Miller. Yes.

18 The Chairman. -- items. And let's see, Mr. Figel, do

19 you want to join doing so, the two of you?

20 Mr. Figel. Yes.

21 The Chairman. As you -- you agree? You know what

22 you're proposing to us.

23 Ms. Miller. Mr. Chairman, what I would propose is that

24 I would like to ask Ms. Lamb to discuss the Customs Service

25 budget, --
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1 The Chairman. Fine.

2 Ms. Miller. -- and Mr. Biel to do the USTR and ITC

3 budgets. I would point out that the members have before

4 them three pages that describe the Chairman's proposals in

5 these three areas, which were distributed to their

6 legislative assistants yesterday. And I'd ask that Ms. Lamb

7 describe the Customs Service -- the proposal for the Customs

8 Service first.

9 The Chairman. Ms. Lamb, good morning and thank you.

10 Ms. Lamb. Good morning. Thank you, Mr. Chairman.

11 The Chairman. How did you manage all those papers?

12 Ms. Lamb. In several trips actually, Mr. Chairman.

13 Thank you.

14 The Chairman's proposal for the fiscal year 1994 and

15 1995 authorizations for the Customs Service are found in the

16 far right hand columns on the documents that you have before

17 you. By law, the committee and the Congress are required to

18 provide separate authorizations for non-commercial and

19 commercial operations for salaries and expenses of the

20 Customs Service.

21 The Chairman's mark would propose authorizations for FY

22 1994 for non-commercial operations of $540,783,000.00, and

23 for commercial operations $771,036,000.00. These are the

24 amounts that were requested by the administration.

25 For the Air and Marine Interdiction Program for fiscal
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1 year 1994, the Chairman's mark would propose an

2 authorization of $95,156,000.00. That is also the amount

3 that was requested by the administration. The actual

4 operating level for the Air and Marine Interdiction Program,

5 however, is $132,156,000.00. That is because for fiscal

6, yerp= 1994 only, the administration has proposed to liquidate

7 $37,000,000.00 in unobligated balances in that interdiction

8 account and apply that amount toward operating expenses for

9 the Interdiction Program in FY 1994.

10 For fiscal year 1995, the Chairman's mark extends the

11 FY 1994 authorization level, making adjustments to maintain

12 current operating levels, and to reflect the second round

13 cutsin administrative costs and personnel reductions that

14 President Clinton has ordered. The FY 1995 salaries and

15 expenses proposal also assumes no pay increase in FY 1995.

16 The Chairman. Can I just go through this for the

17 committee to -- not to burden anyone, but this -- we're

18 talking about $1.3 billion of budget here. Not a small

19 activity.

20 The administration has proposed that we reduce the

21 level of the funds available for the -- both the non-

22 commercial and the commercial activities of the Customs

23 Service. Is that not right?

24 Ms. Lamb. That is the requested authorization.

25 The Chairman. And they do so how?
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1 Ms. Lamb. It reflects the -- President Clinton's

2 directive to cut administrative costs and also to reduce

3 personnel in the Customs Service.

4 The Chairman. Right. But on the other hand, there is

5 to be no significant reduction in the Air and Marine

6 Interdiction?

7 Ms. Lamb. There is also -- the requested authorization

8 level reflects the cuts in administrative costs for

9 operation of that program as well.

10 The Chairman. Well, now wait. We're at 132 million

11 this year, and we dropped to 129? That's not --

12 Ms. Lamb. That would be -- the fiscal year 1995

13 proposal would be a decrease from the fiscal year 1994

14 proposal.

15 The Chairman. Of no consequence?

16 Ms. Lamb. Of 3.14%.

17 The Chairman. Oh. I guess I'd like to ask the

18 committee, do they -- are we satisfied spending $130 million

19 a year flying airplanes back and forth across the Mojave

20 Dessert to no consequence of any kind? I mean, this is

21 theatrics. It's not government. It has no cuts.

22 I mean, the whole of our Drug Interdiction Program has

23 zero effect on supply. I mean, the supply in this -- the

24 amount brought into the country is reflective of the demand

25 here, and -- I don't know. How did the Customs Service get
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1 into this practice? Do they have any evidence it has any

2 consequences?

3 Ms. Lamb. We have representatives of the Customs

4 Service here this morning. If you would like, we could ask

5 them to respond to the question?

6 The Chairman. Would the committee mind if we just took

7 a moment? Yes, sir, would you come forward? Would you

8 introduce yourself, sir?

9 Mr. Hamilton. Yes, Mr. Chairman. My name is Wayne

10 Hamilton. I'm the budget officer for the Customs Service.

11 The Chairman. Good morning, Mr. Hamilton. You are in

12 the Customs Service itself?

13 Mr. Hamilton: Yes, sir.

14 The Chairman. How do you explain 130 -- how -- you've

15 spent about a billion dollars on this proposition so far.

16 When did the Customs Service get itself an Air Force?

17 -Mr. Hamilton: Well, the Customs Air Force has its

18 origins in the early '70s I think, Mr. Chairman.

19 The Chairman. How big is it now?

20 Mr. Hamilton: We have seven P3 aircraft, four equipped

21 with the AEW radar, three that are not so equipped. Then we

22 have a number of other aircraft ranging in types from

23 Blackhawk helicopters, which are on loan from DOD, other

24 helicopters on loan from DOD and some twin engine aircraft.

25 I don't have the numbers in front of me.
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1 The Chairman. And drug interdiction is their mission?

2 Mr. Hamilton. TS their primary mission.

3 The Chairman. And what have they got to show for it?

4 Mr. Hamilton. I would have to furnish that for the

5 record, Mr. Chairman. I don't -- I do not --

6 Mr. Chairman. I'll tell you what you have to show for

7 it. You have nothing to show for it. I'm sorry. It's not

8 your fault. It's just that it's inherently a flawed

9 assignment, and you may divert some gothic in one point to

10 another, but I mean, it was a political thing to do, and it

11 goes on and on. And when you look up, a billion dollars has

12 disappeared and the Blackhawk helicopters and AWACs and P3s,

13 and there's no effort even to justify it.

14 Does the committee want to put this off until we've had

15 a little more information?

16 Senator Chafee. Well, Mr. Chairman?

17 The Chairman. Yes.

18 Senator Chafee. It just seems to me we're getting into

19 a very complicated subject here that as we try to martk up a

20 budget, which I thought was kind of a preliminary to getting

21 into some NAFTA activity, this is -- this is an entirely

22 separate subject, how effective interdiction is to drug

23 trafficking.

24 And I remember when the proposal -- you remember when

25 the proposal was on the floor that DOD do it.
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1 The Chairman. Yes. Well, they are now.

2 Senator Chafee. And Chairman Nunn conducted what I

3 thought was one of the more amusing descriptions of

4 attempting to do this with DOD facilities, and we rejected

5 that overwhelmingly. That wasn't a business what the people

6 enlisted in the Air Force or the Army for, a nd so we left it

7 as it was at the time.

8 So this is a -- this isn't something that we can brush

9 through. If the decision is to stop interdiction by

10 aircraft, then we ought to have some long hearings and

11 discuss it. I'm sorry. I jumped in front of our ranking

12 member here who -- but I just wanted to express my strong

13 views that we shouldn't just go charging ahead in cutting

14 out this without some hearings on it.

15 The Chairman. I think that my proposal was that we ask

16 Mr. Hamilton to get us some information about the results of

17 this program, and we'd take it -- and we'd pick it up at our

18 next meeting.

19 Senator Packwood. Refresh my memory, Mr. Chairman.

20 You raised this issue a year ago, didn't you?

21 The Chairman. Yes, sir.

22 Senator Packwood. And I think the year before that, if

23 I'm not mistaken?

24 The Chairman. Yes.

25 Senator Packwood. And I had hoped that you had
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1 received satisfactory answers. You obviously haven't.

2 The Chairman. No. Well, the -- I worry about the

3 military, as a matter of fact. They're getting more

4 interesting all the time.

5 I have a letter here -- we all have a letter, I

6 believe, from the Director of the Central Intelligence

7 talking about how important his new budget is and how it

8 mustn't be touched. And he talked about the new missions.

9 One of the things it says here, "It is true that the cold

10 war is over, but to take one example, the demise of the

11 Soviet Union has had no effect on international narcotics

12 cartels, which continue to pour poison into this country."

13 Senator Grassley. Who did you just quote?

14 The Chairman. I quoted Mr. James Woolsey. R. James

15 Woolsey.

16 And, you know, we're entitled to a little more respect

17 for our intelligence. If it is a cartel, its purposes is to

18 restrict supply and raise price, which is what we would hope

19 would happen.

20 Senator Rockefeller. It's a laudable procedure, Mr.

21 Chairman.

22 The Chairman. I mean, there's a man who can speak with

23 some friends in these matters.

24 (Laughter)

25 Senator Grassley. Mr. Chairman?
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1 The Chairman. Sir.

2 Senator Grassley. Mr. Chairman, we're talking about

3 the $128 million figure, --

4 The Chairman. Yes.

5 Senator Grassley. -- which for fiscal year '93 just

6 ended with 132 million. From the standpoint, it's just

7 simple budgeter and management. How do you curtail a

8 department's activity from 132 down to 95?

9 The Chairman. They are shifting money forward they

10 haven't spent, and it will be used up in this year, and they

11 go right back to the same level next year.

1) Senator Grassley. Well, okay. That's an answer to my

13 immediate question. Then a natural follow up question, if

14 you haven't really shifted much, what is the changes in the

15 operation between '93 and presumably in '95 with these

16 figures you have here, even if you've shifted money? Is it

17 pretty much constant from '93 to '95? Or is there a big

18 down turn in '94, and then an up turn proposed for '95 in

19 operation, with a difference of 33 million dollars?

20 The Chairman. Mr. Hamilton?

21 Mr. Hamilton. Senator, there's basically no change in

22 the level of operation. The operating hours would be

23 virtually the same.

24 Senator Grassley. All right. well, then -- okay.

25 Then -- so then we've had a bunch of budgetary gimmickry
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1 between '93 to '94 to '95 of 33 million dollars? Is that

2 basically what we're doing?

3 Mr. Hamilton. There's, in '94, 37 million dollars in

4 unobligated balances which have accumulated over a period of

5 five years are being used to support the operations.

6 Senator Grassley. All right. But momentarily, it

7 leaves that balance, sort of a budget surplus, to benefit

8 budget deficit figures positively that evidently aren't

9 needed for '95.

10 One other question on the point you made, and maybe I

11 ought to ask the Chairman. You know, the case you make

12 against interdiction may be perfectly legitimate. I

13 wouldn't question that. I don't have enough in front of me

14 to make that determination. But recently, it was reported

15 in the news, to the surprise of all of us I'm sure, that

16 Castro did not give some sort of asylum or protection from

17 people that were in international transportation of drugs.

18 Now, it seems to me that we would not have been able to

19 run them down to Cuba, they wouldn't have been forced in

20 Cuba and not get that protection if it hadn't been for some

21 efforts of our interdiction.

22 The Chairman. Well, that's true. But we have -- I do

23 not believe the Customs Service was involving the Coast

24 Guard.

25 Senator Grassley. All right.
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1 The Chairman. Can I ask the committee that we just put

2 this off until we get from them a statement of what they're

3 doing and why they think they ought to continue to do it?

4 Senator Grassley. Then based on the last comment the

5 Chairman just made to me then, you're only concerned about

6 the Customs expenditure on money and the interdiction?

7 The Chairman. Yes.

8 Senator Grassley. Not the Defense Department and not

9 the Coast Guard?

10 The Chairman. I'm concerned about this little Air

11 Force that grew up there.

12 Senator Grassley. All right. In other words, you want

13 our government to pursue interdiction --

14 The Chairman. I'm in favor of interdiction.

15 Senator Grassley. -- in the other area?

16 The Chairman. Yes.

17 Senator Grassley. All right.

18 The Chairman. And we'll see what they have to say. Is

19 that all right? Fine.

20 Could we go ahead then to the next and quite routine?

21 Not routine at all, but I think we all agree. On the USTR,

22 who will do that? Mr. Biel?

23 Mr. Biel. Mr. Chairman, the Chairman's mark proposes

24 to increase USTR's funding in both fiscal year 1994 and

25 fiscal year 1995 by $550,000.00 over the budget request. As
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a result, the Chairman's proposals are $20,693,000.00 for

fiscal year 1994 and $20,969,000.00 for fiscal year 1995.

The Chairman. May I say, those are very modest

increases, and if you notice, it's a very modest budget.

Any discussion?

Senator Grassley. Mr. Chairman?

The Chairman. Mr. Grassley?

Senator Grassley. I have a discussion, and it would

also involve the same question to the Customs person budget

person who was just there.

In the case of Customs, there's a reduction of 265

positions; in the case of USTR, a reduction of five

positions; and in the case of ITC, 12 positions. My

question is general to all of these, or common to all of

these. Are these reductions part of the 252,000 positions

that Vice President Gore anticipates a reduction of

personnel in his Reinvent Government Program?

Ms. Lamb. Senator Grassley, I understand from our

representative from the Customs Service, Mr. Hamilton, that

those budget cuts, those personnel reductions, reflect only

the first round of personnel cuts of 100,000. They do not

reflect any additional cuts that are contemplated.

Senator Grassley. Well, if the 100,000, and I believe

it is, is part of the 252,000 that's part of Vice

President's Gore figure, then in a sense, it is part of the
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1 252,000?

2 Ms. Lamb. It is described to me as the first round of

3 the 252,000 cut. Yes.

4 Senator Grassley. All right.

5 The Chairman. T think you'd have to agree it's a

6 modest beginning?

7 Senator Grassley. But you know it's how you eat 10,000

8 marshmallows. You eat one at a time.

9 The Chairman. Mr. Figel, if you have any --

10 Mr. Figel. No comments.

11 The Chairman. And then the Trade Commission. Who will

12 --

13 Mr. Biel. Mr. Chairman, the Chairman's proposal -- the

14 Chairman's proposal for fiscal year 1994 for the

15 International Trade Commission if $45,416,000.00. That

16 represents a reduction from the budget request of

17 $472,000.00. For fiscal year 1995, the Chairman's proposal

18 is $45,974,000.00. That represents a reduction of

19 $1,067,000.00 from the budget request.

20 I should note at the same time that the figures in the

21 Chairman's proposal both are consistent with figures

22 submitted to you in a letter dated April 8th from ITC

23 Chairman Newquist, which essentially was an amended budget

24 request, although not a formal submission, and therefore,

25 those figures comport with what was reflected in that April
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8th letter.

The Chairman. We have the administration's request?

Mr. Biel. That's correct.

The Chairman. If there is no objection, I would move

that we adopt the proposal s for the Trade Commission and the

USTR. And those in favor would say aye.

(Chorus of ayes.)

The Chairman. And I think -- I believe we have a

quorum? Can we move to adopt the report on Senate Joint

Resolution 110 on the Rumanian non-discriminatory treatment?

I move. Is there a --

Senator Baucus. I second.

Senator Roth. Second.

The Chairman. And all in favor will say aye.

(Chorus of ayes.)

The Chairman. Thank you, gentlemen.

And now, we have one last -- the Trade Commission has

requested a Section 332 study on environmental technology

industries. You want us to -- Ms. Miller, would you want to

explain that? Mr. Biel?

Ms. Miller. I'll ask Mr. Biel to.

Mr. Biel. Mr. Chairman, as has been standard procedure

of the committee, under Section 332 of the Tariff Act of

1930, this committee along with the Ways and Means Committee

and the U.S. Trade Representatives have the authority to
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1 request these kind of fact finding investigations from the

2 International Trade Commission.

3 This particular request concerns a study on

4 environmental technology industries in the United States and

5 their competitiveness. Senator Baucus was the catalyst

6 behind this request, and so he may want to make a few

7 comments concerning the specifics of the request.

8 The Chairman. Senator Baucus?

9 Senator Baucus. Thank you, Mr. Chairman. Last June, I

10 guess it was, I was in Mexico, Mexico City, and in talking

11 to aMayor of Mexico City and many others in Mexico City, it

12 was clear to me that there's a tremendous need for the

13 development of environmental technologies to address, not

14 only American, but Mexican air pollution, water pollution

15 and second, it was clear to me that many countries provide

16 assistance in many ways to their companies, environmental

17 technology firms, that we do not provide for our companies.

18 1 thought it made good sense in conjunction with NAFTA.

19 Specifically, and also generally, for the studies to be

20 conducted to determine the degree to which we in this

21 country are helping assist the development of environmental

22 technologies, compared with the efforts that other countries

23 are making to better enable us in the future, to decide what

24 course of action we should taske in that whole area.

25 I talked to a -- the Mayor also told me -- he said
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1 there are siX or seven German companies there providing

2 technological assistance. So there is one person in the EAP

3 that is scheduled to fly down to Mexico City, and the State

4 Department canceled that EAP technical person's trip to

5 Mexico City to help Mexico City develop a water pollution

6 program. It just seems we have to find out some better way

7 to address this.

8 The Chairman. Well, I think that makes perfect sense.

9 Is there further comment?

10. (No Response)

11 The Chairman. If not, I would propose we approve item

12 three on the agenda. Those in favor, will say they're

13 second.

14 Senator Packwood. Second.

15 The Chairman. Those in favor, will say aye.

16 (Chorus of ayes.)

17 The Chairman. None apposed. And now, -- and thank you

18 very much each of you. Thank you, Mr. Hamilton. Thank you,

19 Senator Baucus.

20 And now we go to the main business of the morning,

21 which is the implementing legislation for the North American

22 Free Trade Agreement.

23 Ms. Miller, you're going to stay with us. Don't

24 leave us whatever you do.

25 Ms. Miller. I am, Mr. Chairman.

MOFFITT REPORTING ASSOCIATES
(301) 350-2223



1 The Chairman. Thank you, Mr. Biel. Mr. Figel, you're

2 going to stay with us?

3 Mr. Figel. Yes, sir.

4 Ms. Miller. The representatives from the USTR will

5 Join us for this discussion.

6 The Chairman. Good morning, gentlemen. -We're very

7 pleased to have you here.

8 Ambassador Yerxa. Good morning, Mr. Chairman.

9 The Chairman. I make the point that we -- what we're

10 dealing with here, we are not dealing with a treaty. We are

11 dealing with an executive agreement. It does not have the

12 force of law, in and of itself, and is not a self executing

13 agreement, that it was signed last December. Am I right?

14 It's the -- was that right? It was December. Signed by

15 President Bush, of course, and simultaneously in Mexico City

16 and in Autowa.

17. If it happens to become effective, Congress must past

18 the bill to implement the agreement, and what we are doing

19 now is fashioning that bill, and we will then -- we will

20 then later vote on the bill that we have fashioned on the

21 merits. I don't think anyone's comments here today would

22 need indicate any final judgment on how the legislation

23 voted out.

24 There are two matters we don't -- I don't know that we

25 would -- that we have yet. We need to know how we are going
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1 to pay for this measure. I don't -- do we have the final

2 proposals? And we also need to know about the trade

3 adjustment provisions.

4 Ambassador Yerxa, do you have any report of that for

5 us?

6 Ambassador Yerxa. Thank you, Mr. Chairman. We are

7 prepared today to discuss with you what the administration

8 would see as a reasonable proposal to offset the revenue

9 loss costs. We are not going to make a formal proposal to

10 you today because this, of course, is a preliminary walk

11 through, and since this is part of a process of the

12 committees working together with the administration to

13 fashion appropriate implementing bill language, we do want

14 to do this in a consultative process with you.

15 The Chairman. Fine. But when we get to these matters,

16 you'll bring them up?

17 Ambassador Yerxa. Yes.

18 The Chairman. Shall we proceed then? And Ms. Miller,

19 will you lead us through the document?

20 Ms. Miller. Yes, Mr. Chairman.

21 The Chairman. We all have it?

22 Ms. Miller. Yes.

23 The Chairman. A bet sheet, in effect?

24 Ms. Miller. Right. The members have before them a

25 large description entitled, "North American Free Trade
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1 Agreement Implementing Legislation," dated October 12th,

2 "Staff Document D."

3 Essentially, the document is organized by chapters of

4 the NAFTA, which are described down the left hand side,

5 chapter by chapter. Each are numbered with the number of

6 the chapter followed by the pages of the description.

7 We worked as much as possible with the Ways and Means

8 Committee staff to prepare this document so that both

9 committees will be working from the same descriptions, once

10 you reach conference, and working from the same point

essentially over the next --

12 The Chairman. Right. Could I ask if you'd bring your

13 microphone a little closer?

14 Ms. Miller. Sorry, Mr. Chairman.

15 The Chairman. So we'll get our own schedule clear here

16 just before we begin, the President has asked us to get this

17 document to him by November 1, which is a fair, reasonable

18 request. And that will mean we're going to go through and

19 agree to it, or not. And next week -- is Tuesday the date

20 we are--

21 Ms. Miller. Wednesday was the tentative day you

22 9 planned?

23 The Chairman. Wednesday, next week?

24 Ms. Miller. Yes. The Ways and Means Committee is

25 marking up on Tuesday, and --
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1 The Chairman. Oh, fine. And then we will then go to a

2 conference with the House and there, T think, go directly to

3 the White House. Is that our plan?

4 Ms. Miller. Yes, Mr. Chairman. That is the plan. The

5 hope.

6 The Chairman. For those in the audience, this is

7 basically -- we're going through what is essentially an

8 informal process. Is that not right, Senator Packwood? You

9 have been Chairman and have handled this in the past?

10 Senator Packwood. That is the same thing we have done

11 before when we've faced these agreements.

12 The Chairman. Yes. And so --

13 Senator Roth. Could I ask a question?

14 The Chairman. You can certainly do.

15 Senator Roth. You raised the question in your opening

16 remarks about trade adjustment, and I wasn't clear from Mr.

17 Yerxa whether or not the administration is going to have a

18 specific proposal today, which I think is critically

19 important.

20 Both in this administration and the last

21 administration, there was talk about the need of trade

22 adjustment being extended to help those workers who are

23 impacted, and I'm seriously concerned that nothing

24 specifically yet has come out of that.

25 I do know, Mr. Chairman, the finance staff, my staff,
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1 and some others have been meeting, I think, with the

2 administration, but I want to emphasize T think that that's

3 critically important if anything is going to be done on this

4 agreement. And how are we going to pay for that?

5 I've had a proposal of long standing that of which the

6 distinguished Chairman has joined me. The administration

7 hasn't taken it up, but I do want to emphasize the

8 importance to which some of us attack this aspect of the

9 agreement.

10 The Chairman. Very properly. Ambassador, would you

11 like to --

12 Ambassador Yerxa. Certainly, Mr. Chairman. Senator

13 Roth, --

14 The Chairman. Perhaps you too will bring that

15 microphone --

16 Ambassador Yerx~a. Yes.

17 The President and the administration have indicated

18 very clearly that we want to include, as part of the NAFTA

19 package, effective provisions to insure that any work or

20 dislocation problems are addressed.

21 Now, Secretary Reisch and the Labor Department have

22 been talking about the development of comprehensive worker

23 adjustment program, which obviously would not be ready to be

24 finalized or considered by the Congress in time for the

25 NAFTA.
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1 We are prepared to discuss with you today, and to work

2 next week, towards the development of a program that we

3 would -- we would ask be an interim program. That is, one

4 which would cover the interim period between the entry and

5 the force of the NAFTA, and the adoption of a full

6 comprehensive program.

7 The fact of the matter is, we have worker dislocations

8 occurring for a large number of reasons. Defense

9 conversion, technology, other causes of job changes in our

10 economy, restructuring, etcetera. And the administration

11 does believe we ought to have a program that is much, much

12 more streamlined and tailored to get both training and

13 income assistance, regardless of the reasons people's jobs

14 are changing in our economy.

15 The fact is that we believe that NAFTA will produce, in

16 the totally of things, very, very small changes in this

17 regard, but recognize that there has to be a program there

18 as a part of the NAFTA package. We have a couple of

19 different options that we can discuss with you as we go

20 through this.

21 The two basic approaches that Secretary Reisch has

22 talked about in his testimony before the Labor Committee

23 this week was -- were either to do an interim earmarking of

24 the existing EDWA money for NAFTA, or to do a NAFTA specific

25 trade adjustment assistance component, and we're prepared to
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work with you on that, Mr. Chairman.

The Chairman. I don't want to delay this another

minute, but Senator Roth raised an important question, and

if you are going to do it, you'd better do it soon.

obviously I mean that if you -- you have requested that this

measure be to the President by November 1.

Ambassador Yerxa. I'm sorry. I wasn't quite clear

enough in conveying the message that we would make this a

part of the package that the President would submit, a part

of the legislation that the President would submit. And

what we want to do during the next two weeks is work with

the committee in devising the most appropriate package.

The Chairman. Good.

Senator Riegle. Mr. Chairman, could I comment just on

this one point before we move past it?

The Chairman. Yes.

Senator Riegle. I want to make two points about it.

First of all, I want to agree with Bill Roth, and it's very

fuzzy at this point as to both the scope, what the

administration sees as the scope of the problem and how

serious the program is to deal with it, what the form

structure is, and importantly, how it is to be paid for.

Now, just for the point of reference here for the

record, the Bush administration made a commitment on this

issue on May 1st of 1991 regarding worker re-training, and
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1 this is what they said at that time, "Any changes to U.S.

2 law to implement such as program," this is in terms of

3 worker re-training, "should be in place by the time the

4 agreement enters into force and could appropriately be

5 addressed in legislation implementing a NAFTA." That was a

6 quote.

7 Then on September 18th of last year, the Bush

8 administration proposed a $2 billion per year worker re-

9 training program as a part of NAFTA. Just yesterday this

10 administration proposed what I understand to be a $100

11 million a year supplemental appropriation to an existing

12 program, with promises of a comprehensive program in the

13 future, the definition of which I haven't been able to get,

14 and I don't know whether in fact it exists or not.

15 But what it seems to me, we're on a phase here in terms

16 of the original concept coming out of the administration

17 that put this together, namely the Bush administration,

18 where they acknowledged the need for a major worker re-

19 training submission, they talked about a figure of two

20 billion dollars a year, and now we're talking about

21 something that is a scant fraction of that.

22 The other point is this, Mr. Chairman. I won't belabor

23 this now, except it's a key issue, and we've got to get

24 these cards out on the table so we're not fooling ourselves

25 as to what's most likely to happen here.
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Recently in Michigan I visited a plant that was closing

in Wall Lake, Michigan, - town. Principally a work location

of women workers earning $6.25 an hour making radiator

hoses. They had two weeks to go before the plant was to

close. It has since closed and moved to Mexico. Most of

those women are single heads of household struggling to sort

of get by, obviously not with a great income at $6.25 an

hour. But most of them are now unemployed.

My question to you, and I think we've got to have a

specific answer to this, are people like that who have been

directly displaced by the movement of their job to Mexico

going to get direct and specific Job help? And not just in

a euphemism phrase like "job re-training", but I mean for

something that in fact that they will move into, because

those women are out there right now.

This is pre-NAFTA. I think we'll have more of that to

deal with post-NAFTA, should it pass. I hope it doesn't.

But the question is, what's the specific program that sort

of comes in underneath workers like that that have taken it

right between the eyes?

Ambassador Yerxa. Could I --

The Chairman. Yes, please.

Ambassador Yerxa. -- Mr. Chairman? First to address

the point you raised, Senator Riegle, about what was

indicated by the Bush administration in that September 28th
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document. I think it's very important so that everyone is

clear on exactly what was being described in that proposal.

That was not a proposal of a specific incremental

increase for NAFTA. That $2 billion figure was a

comprehensive figure for all worker adjustment programs,

which the Bush administration at that time indicated would

be adequate to cover NAFTA.

Now, I will have to get you some figures on what is

precisely the amount of money in the pipeline for -- or in

the budget now for EDWA or TAA, for other programs that are

ongoing programs. But in essence, that figure was really a

kind of obfuscation of what incremental amount would be

necessary for NAFTA. What this administration --

The Chairman. It was an obfuscation, sir?

Ambassador Yerxa. Well, it -- let's put it this way,

Mr. Chairman, it didn't --

The Chairman. Let's not put it that way.

Ambassador Yerxa. I'm sorry, Mr. Chairman. Let me use

a better term.

The Chairman. Yes. Think of a better one than

obfuscation.

Ambassador Yerxa. It did not --

The Chairman. Hold it right there. Just in the

interest of equal time, our former Chairman ranking member

is very much concerned with this question, too.
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1 Senator Roth. Well, and on the opposite side.

2 Ambassador Yerxa, of course, has been on the Ways and

3 Means -- or worked with the Ways and Means for years, and he

4 knows both sides of these issues.

5 The Chairman. He knows something about obfuscation,

6 too obviously.

7 (Laughter)

8 Senator Roth. Well, if he's been on the Ways and

9 Means, Mr. Chairman.

10 I've never been an enthusiastic supporter of trade

11 adjustment assistance, and IT've seen the reports that have

12 come out over the last few months, that by and large,

13 working re-training has not worked very well. This is not

14 to say that maybe it can't be made to work very well, but we

15 have spent lots of money on it in the past to relatively

16 unsatisfactory ends, and I don't blame anybody for that.

17 But the worker re-training that seems to work the best

18 is that that is done by community colleges in local areas in

19 conjunction with the business who wants the workers, so that

20 the business will often provide the teacher, and they will

21 train people for jobs that are available.

22 But I hope the administration, just for the sake of

23 politics, does not throw an immense worker re-training

2-4 program into this with no greater hope of success then the

25 lack of success we have had with the programs over the past
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1 years.

2 Senator Rockefeller. Mr. Chairman?

3 The Chairman. Yes, sir. Senator Rockefeller.

4 Senator Rockefeller. One, I find that an extraordinary

5 statement that the Senator from Oregon has just made, and I

6 associate myself very much with what Senator 4iegle said.

7 Of course we've not done a good job on training of

8 displaced workers, imports or for exports, or for any other

9 reason. That's been a major failing in our society for the

10 last half century. We have an administration now, which for

11 the first time hopefully, with no guarantee, is going to try

12 and do it better.

13 But I think that the concept of a government program in

14 which I think most people would agree that -- they may say

15 they're will be a net plus or - net minus of jobs. Most

16 people say a net plus, but some would disagree. As to NAFTA

17 in general, where you have a specific government program

18 which is guaranteed to put some people out of work, and that

19 it will, and that it will do, you know, that's one reason

20 that Senator Roth made not to vote for this thing.

21 Is the concept of not taking on worker training, worker

22 re-training, in the sense that the Canadians have done in it

23 in a quick hit approach, yes, a lot of what we have done has

24 been a failure. But I think, you know, a lot of what we've

25 done in health care has been a failure, and John Chafee, and
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Dave Durenberger, and Tom Daschle and a lot of folks and

myself are trying to get that reformed. Because it hasn't

worked, it doesn't mean that it can't work.

We have a national crisis of people who are graduating

from school ill trained, unready for work, changing their

jobs, we're told, five to eight times during their life

time, something which our generation is not accustomed to

even thinking about. And the thought of not taking that on

seriously, in something like NAFTA, is to me very bizarre.

I strongly support what Senator Riegle has said.

The Chairman. I wonder if I could just close out this

discussion by saying that there's no more difficult thing

for a person who cares about a subject, as I know Senator

Packwood does, to acknowledge that what we've -- what you've

been trying to do hasn't necessarily been working. If you

don't care about the outcome, you won't bother to make a

statement, and we all face those problems.

Senator Bradley. Mr. Chairman, if I could?

The Chairman. Senator Bradley.

Senator Bradley. And I take the points that have been

made. And I think that to a certain extent all of them have

some value, in that some of the training programs of the

past haven't been as effective as they otherwise could have

been.

The Chairman. They haven't.
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1 Senator Bradley. But the training programs in the past

2 were kind of a sliver of a delivering on the deal with

3 labor. For open trade, you get trade adjustment assistance.

4 It was never adequate.

5 The Chairman. A fair point.

6 Senator Bradley. But really, the issue isn't just

7 trade now. The issue is defense down sizing, the knowledge

8 revolution, a variety of other things that are causing

9 people to need more skills if they're going to get a job.

10 So the idea of displaced workers, I think should be

11 replaced with the concept of lifetime education, and that

12 you have to facilitate the ability for people to get

13 lifetime education opportunities. I've long shadowed

14 comments about this, but I just want to make that

15 observation at this point.

16 The Chairman. A fair point. Well, once again, Ms.

17 Miller.

18 Ms. Miller. Mr. Chairman, if the committee will turn

19 to the first full page describing the descriptive page of

20 the spreadsheet, which is page 1-1. Let me explain what

21 exactly this document contains.

22 The first column is a description of the provisions of

23 the NAFTA itself, the second column is a description of

24 current U.S. law or practice, and the italicized language in

25 the second column refers to whatever provision was included
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1 in the implementing legislation for the U.S./Canada Free

2 Trade Agreement, referred to here as the CFTA Act. It is

3 the italicized language.

4 The third column essentially represents the necessary

5 changes in law to implement the NAFTA. over the last six or

5 svr. mont-hs, or longer, we have worked -- the committee

7 staff has worked with the administration and the Ways and

8 Means committee staff to identify the required changes in

9 law to make NAFTA law. As you said in the beginning, it is

10 not a self executing agreement. Its terms have effect as

11 spelled out in the legislation that you are about to

12 develop.

13 Senator Packwood. Could I ask a question here, Mr.

14 Chairman?

15 The Chairman. Sure.

16 Senator Packwood. Ms. Miller, are we assuming that the

17 side agreements are part of the NAFTA Agreement and subject

18 to the same time procedure as the new amendments on the

19 floor?

20 Ms. Miller. The implementing proposal here does not

21 speak to the supplemental agreements. Essentially, they are

22 not required to be approved in approving the NAFTA.

23 Senator Packwood. No, I know that. How is the

24 administration going to regard them as we approach this-?

25 Ms. Miller. I think the question is whether the
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1 administration believes any implementing legislation is

2 necessary, or whether the Congress affirmatively wants to

3 approve them, at least on the first point of --

4 The Chairman. I think Senator Packwood has asked a

5 very important question, and I don't want to delay you

6 again, Ms. Miller. But Embassador Yerxa, what is your

7 general -- how do you respond to Senator Packwood?

8 Ambassador Yerxa. Yes. Certainly.

9 The Chairman. The point being, we do not have before

10 us the environmental and labor accord. Is that you're

11 understanding?

12 Senator Packwood. Well, if they're done, I am curious

13 if we are going to consider them as part of the NAFTA

14 Agreement.

15 The Chairman. They are not in this document.

16 Senator Packwood. That's correct. But I'm curious --

17 but they're not in this document yet.

18 The Chairman. Yes.

19 Senator Packwood. When the administration finally

20 submits it to us, are they going to be part of the document

21 and will be considered on the same -- in the same procedure

22 as in time frames and especially no amendments, as is the

23 agreement itself?

24 Ambassador Yerxa. Senator, the first point I want to

25 make is that the side agreements themselves are not trade
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1 agreements negotiated under the fast track procedures. They

2 are executive agreements to environment and labor matters,

3 however, they are considered by the administration to be

4 essential components of an overall package, which the

5 administration is proposing the Congress adopt.

6 The implementing legislation for the NAFTA itself, that

7 is the fast tracktrade agreement, the rules under which

8 fast track bills are considered, specifically states that

9 legislation necessary and appropriate to implement a trade

10 agreement can be considered under the fast track rules.

11 The administration is not proposing specific changes in

12 U.S. labor and environmental laws in order to implement

13 these executive agreements on labor and environment. If the

14 Congress feels that there are some necessary provisions to

15 implement the side agreements, that can be done as part of

16 the fast track package because it would be appropriate to

17 implementing the trade agreement.

18 There is also one other point that I should make, and

19 that is there are other ways the Congress and the

20 administration could work out a vital connection between

21 these three agreements. Or I should say these four

22 agreements. And that is to look at the terms and conditions

23 for entry into force of the NAFTA.

24 And there is a provision in the implementing bill

25 governing entry into force, to require that certain
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1. conditions be met before the agreement enter into force

2 among the parties, including if appropriate, entry into

3 force of the side agreements as a pre-condition.

4 So there are ways to create that linkage, and we would

5 certainly support that.

6 The Chairman. Ambassador, we're going to have to

7 explore this. Senator Packwood has raised roughly a central

8 issue. Senator Riegle, do you want to --

9 Senator Riegle. Thank you, Mr. Chairman.

10 On this very point, I think it will come as a surprise

11 to many that the implementing legislation will not include

12 the side agreements, and it sounds to me as if it gets very

13 dicey here as to whether or not then the fast track

14 procedures can be extended over to the side agreements when

15 they're not actually part of the package.

16 I would suggest, for example, that one of the questions

17 this poses is that we may in fact want to consider amending

18 the side agreements because the side agreements are in fact

19 not part of the package. And I would submit, at least on

20 the face of it, they may obviously want to take the other

21 side, that it comes under the fast track umbrella, that

22 they're specifically not putting it in the package, and I

23 would think that that makes it then, in fact, fair game for

24 amendment, and that's something I'd want to think about.

25 But I also want to know in this section where it talks
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1 about any letters integral to the agreement exchanged

2 between the United States, Canada and Mexico, that's the

3 quote, I'm wondering what letters, if any, exist that are

4 integral to NAFTA, and do we -- are those public? Do we

5 have all those?

6 Ms. Miller. Senator Riegle, a set of the side letters

7 was given to each of the trade legislative assistants

8 yesterday. I don't --

9 Senator Riegle. That's complete? There are no other

10 letters?

11 Ms. Miller. That I will let the administration speak

12 to. To the best of our knowledge, it is a complete set.

13 Senator Riegle. Let's get the administration --

14 The Chairman. Ambassador? Take your time. Don't --

15 for what's it's worth, I had highlighted that, "any letters

16 integral to the agreement."

17 Ambassador Yerx.a. The one thing that occurs to me is

18 what is the --

19 Senator Bradley. They're -- they're --

20 The Chairman. Excuse me, Senator Bradley.

21 Senator Riegle. Can we get the answer first before we

22 move ahead?

23 Ambassador Yerxa. We have provided to the committee

24 the side letters that have been concluded. They relate to

25 some technical issues that had to be cleared up between the
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2 Subsequent to the signing of the agreement, there were

3 some technical problems with the language that had to be

4 remedied through sides letters, and that's been submitted to

5 the committees.

6 Senator Riegle. If I could just finish then. So we

7 got those yesterday? Am I correct on that, Ms. Miller?

8 Ms. Miller. Yes, they were distributed to --

9 Senator Riegle. And the administration's testimony is

10 that each and every letter has now been conveyed? There are

11 no remaining outstanding letters on large or small matters

12 that have not, to this point, been given to each of us?

13 Ambassador Yerxa. At the present time, there are no

14 further exchanges of letters that have been consummated.

15 Senator Riegle. Are some in process?

16 Ambassador Yerxa. There are no -- there have been no

17 letters sent by us to the other -- to countries at this

18 point. There have been some informal discussions about

19 further clarification.

20 Senator Bradley. Do any letters reveal communist

21 tendencies?

22 The Chairman. Ambassador, we have a vote on, and it's

23 on the Bumper's Amendment to the defense appropriations. I

24 wonder while we -- I wonder if we could ask you to get this

25 letter matter a little -- get it straight about which have
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been consummated, which have not been. Why don't you get us

a set of these letters and have it on the desk when we

return?

Ambassador Yerxa. We certainly will.

The Chairman. We can work these out. You say they're

technical matters. That's not unusual.

Ambassador Yerxa. They relate to issues like the

definition of the Marionos Islands, and that sort of thing.

The Chairman. Good. All right. We'll have them when

we get back. But then we also -- perhaps you could consult

with your colleagues about this question that Senator

Packwood has raised, that we have made a lot of effort on

the environmental and labor accord, and now we find that

they aren't part of the legislation. Think about it.

Ambassador Yerxa. We certainly well.

The Chairman. We stand in recess. Will members come

back as promptly as they can.

(Whereupon, the hearing was recessed at 11:10 a.m.)

(Continued on page 76)
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1 (Continued from page 75)

2 [Whereupon, at 11:40 a.m, the meeting was

3 reconvened after recess.]

4 The Chairman. We will ask our guests to tend

5 to the proceedings of the committee.

6 Now, Senator Packwood is necessarily delayed.

7 So we will proceed. And we had reached a point of

8 some complexity. And we need some clarity with

9 regard to the status of what we call the

10 supplemental agreements.

11 First of all, we have the letters. Each

12 Senator has at his place the letters.

13 And as Ambassador Yerxa said, there are quite

14 technical references in the NAFTA to a State of the

15 United States shall be deemed to refer also to the

16 District of Columbia and the Commonwealth of Puerto

17 Rico.

18 Now, the issue before us, and Senator Danforth,

19 Senator Roth, Senator Riegle raised this is, what is

20 the status of what we will call the supplemental

21 agreements?

22 By the supplemental agreements, I refer to the

23 agreement on labor matters and on environmental

24 matters, specifically requested and negotiated by

25 the present Administration. The agreement before us
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1 was, as I noted earlier, negotiated by previous

2 Administrations, and signed in December.

3 Subsequently, the two agreements, one on labor

4 and one on environmental matters, were negotiated.

5 And we have the text.

6 Now, I want to ask our learned counsel --

7 perhaps, first our distinguished Ambassador Deputy

8 Trade Representative, would you like to address that

9 matter, sir?

10 Mr. Yerxa. Yes, I would, Mr. Chairman.

11 The supplemental agreements on environment and

12 labor are executive agreements between the three

13 governments. As such, they constitute international

14 obligations of all three countries, that is,

15 obligations to one another.

16 They are binding in the sense that the

17 governments have committed to one another to carry

18 out the terms of those agreements.

19 They do not in and of themselves change U.S.

20 law or have force of law in the United States. That

21 is for a very important reason.

22 When we negotiated these supplemental

23 agreements, we indicated that we would not

24 compromise U.S. sovereignty by changing U.S. law.

25 And any changes --
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1 The Chairman. Changing U.S. law by virtue of

2 the executive agreement?

3 Mr. Yerxa. That is correct. That is correct.

4 And that the obligations that are being

5 undertaken in this agreement, the U.S. is capable of

6 carrying out without changing its laws.

7 We were not going to enter into commitments

8 under these agreements to change our environment or

9 labor laws, to change the way we enforce and

10 administer those laws. And we in fact did not ever

11 turn with such obligations.

12 It is therefore our view that in order to give

13 effect in U.S. law to any of the obligations we have

14 undertaken under these agreements, we do not need to

15 change U.S. labor and environment statutes.

16 There may, however, be certain steps which are

17 necessary to give full effect to these agreements.

18 For example, the agreements set up commissions on

19 labor and the environment.

20 It would be necessary to authorize appropriate

21 money for the establishment of those commissions.

22 It is our opinion, and I think this would be

23 supported by the -- well, it is supported by the

24 conversations we have had with the parliamentarians

25 in the House and the Senate, that the fast-track
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1 implementing bill for implementation of NAFTA can

2 include any of those necessary legislative

3 provisions to give effect to these agreements.

4 The Chairman. By which you mean authorizing

5 the establishment of an international commission?

6 Mr. Yerxa. Yes, exactly.

7 The Chairman. Now, are there going to be any

8 substantive provisions?

9 Mr. Yerxa. That is correct.

10 The Chairman. Is it your view that all the

11 matters dealt with are already in statutory law?

12 Mr. Yerxa. That is our view. Yes.

13 The Chairman. If you don't mind, Ambassador

14 Yerxa, I'd like to ask our counsel --

15 Mr. Yerxa. Mr. Chairman, can I just make one

16 further point?

17 The Chairman. Please.

18 Mr. Yerxa. I am sorry to belabor this, but I

19 mentioned earlier that the Congress may want to

20 consideration and certainly the Administration would

21 give serious consideration to this if it is a

22 mutually agreeable position to in determining

23 whether the conditions for entry into force of NAFTA

24 have been met, there are some linkage to the side

25 agreements being in effect and implemented by all

Moffitt Reporting Associates
(301) 350-2223



80

1 three parties.

2 In other words, do you want a situation where

3 one of these countries is not applying the side

4 agreements, but nevertheless, NAFTA enters into

5 force?

6 If we do not, we can deal with that through the

7 statutory provision on entry into force the

8 agreement, which is there is currently language in

9 the draft bill. It would mean amending that

10 language to require that linkage.

11 The Chairman. Now, Ambassador, I have to ask

12 you, does the Administration want this? Or does it

13 not want this?

14 Mr. Yerxa. Mr. Chairman, we believe that it

15 would be a mistake to have the NAFTA enter into

16 force among the three countries without them also

17 adhering to the side agreements.

18 There are a variety of ways that can be done.

19 It can be done by the President under his authority

20 to determine that the conditions have been met.

21 But if that is not made explicit in the

22 statute, that might be ambiguous. Therefore, we

23 would welcome that kind of an arrangement, but not

24 if the Congress feels it is inappropriate.

25 Senator Bradley. Mr. Chairman.
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1 The Chairman. Senator Bradley.

2 Senator Bradley. Let me ask Ambassador Yerxa

3 or counsel to correct me if I am not right here

4 because I think this is a fine point here, that this

5 is in part related to what is acceptable under fast

6 track.

7 If all of the side agreements were placed in

8 the treaty--and I think this is maybe Senator

9 Riegle's interest--a point of order would lie

10 against the treaty. That is what Senator Riegle

11 would contend.

12 By not putting the side agreements in the text

13 or in the treaty that is going to be ratified by the

14 Senate, no point of order would lie.

15 And you get a commitment on abiding by the

16 obligations of the treaty, by conditions or entry

17 into force of the treaty itself.

18 That is where I think the --

19 The Chairman. I think we have established that

20 we are not dealing with a treaty.

21 Senator Bradley. I am sorry. Agreement.

22 The Chairman. Well, can we ask our learned

23 counsel?

24 Ms. Miller. Yes, Mr. Chairman and Senator

25 Bradley.
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1 Essentially what the provisions of the fast

2 track say to quote, Is that provisions necessary or

3 appropriate or appropriate to implement the NAFTA,

4 such trade agreement may be part of this bill.

5 It is a determination of the Congress and the

6 Senate in the case of the Senate floor action as to

7 what is necessary or appropriate to implement the

8 NAFTA.

9 If you and then the Senate make the

10 determination that it is appropriate to include

11 certain provisions that relate to the supplemental

12 agreements on labor and environment, it would seem

13 that is essentially a determination that the Senate

14 would make.

15 The Chairman. Fine. Could I ask Mr. Figel?

16 Mr. Figel. I agree entirely.

17 The Chairman. Counsel are in accord. Very

18 well then, the matter is up to the committee. And

19 we can discuss it now as an issue. Or we can say

20 that is something that we --

21 Senator Bradley. Could I ask a further

22 question of the counsel?

23 The Chairman. You surely can.

24 Senator Bradley. Is it your opinion that if

25 the side agreements were considered necessary and
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1 appropriate and therefore added to the agreement,

2 the point of order would lie against the agreement?

3 Ms. Miller. It is my personal opinion that it

4 would not because if you choose, if the Congress

5 chooses to implement those, that is essentially a

6 decision that they are to the Congress important to

7 the implementation of the NAFTA itself.

8 They were negotiated by the President because

9 he felt that, from his statements, they were

10 important to going forward with the NAFTA. And I

11 think the history of why they were negotiated

12 supports that.

13 The Chairman. Could I just ask? That is your

14 professional opinion, not personal opinion?

15 Ms. Miller. Correct, Mr. Chairman.

16 The Chairman. Mr. Figel.

17 Mr. Figel. No other comments.

18 Senator Riegle. Mr. Chairman, might I ask on

19 this point? If -- let us say the Congress now is we

20 are going through in a sense writing this

21 implementing legislation. I mean, this is an

22 exercise in legislative craftsmanship in doing this.

23 If the theory is we are going to bring the side

24 agreements actually into the package, not have them

25 out to the side, but bring them in so the load is
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1 taken, it will cover expressly the environmental and

2 labor side agreements.

3 Are we not then also just as we have a certain

4 latitude to adjust certain of these items in here,

5 that in fact we are going to produce a draft which

6 goes back to the Administration in which they send

7 to us?

8 I would assume then that would also mean that

9 if we felt it was necessary to adjust the side

10 agreements that we could undertake to do that as

11 well.

12 Ms. Miller. Senator Riegle, the only thing

13 that the committee is addressing is the implementing

14 legislation.

15 So amendments --

16 Senator Riegle. Let me stop you there. Yes.

17 Let me just stop you there. I understand that, but

18 you just gave an explanation that I heard saying

19 that the side agreements are a necessary part of the

20 implementation. In other words, the implementation

21 of this whole thing.

22 Senator Packwood. I think what you said is if

23 we thought they were, that she would regard them as

24 appropriate.

25 Senator Riegle. Well, so let me -- fine.
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1 Ms. Miller. Correct, Senator Packwood.

2 Senator Riegle. But let me purse that then.

3 So my point is this, if we should make that decision

4 and decide to bring the side agreements into the

5 agreement itself so that when we vote on the floor,

6 we are voting on the agreement plus the side

7 agreements, we would not have the same latitude to

8 make adjustments that we think we are necessary in

9 the side agreements, as we now presently have to

10 make in other parts of this?

11 In other words, we are here now as part of a

12 legislative exercise to go through a certain amount

13 of refinement, to then send a package back to the

14 President, which he then resubmits.

15 And I am saying I do not think you can have it

16 both ways. Or they cannot have it both ways. They

17 cannot say that the side agreements are off to the

18 side, are not under the umbrella of NAFTA because if

19 they are, then, I would think we have the right to

20 sort of deal with those perhaps even by amendments

21 to them.

22 It they want to bring it in and put it under

23 the umbrella of NAFTA, then, it seems to me we also

24 then have a different right, the right of this

25 committee and the Ways and Means Committee to see
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1 what adjustments may be needed in the side

2 agreements, not that they would be to the liking of

3 the Administration or anybody else, but to our

4 liking, that that is part of our role.

5 Now, is that -- what is wrong with that?

6 Ms. Miller. Well, Senator Riegle, I guess the

7 distinction I am making is between the provisions of

8 the implementing bill and the provisions of the

9 agreements.

10 Through this implementing bill, except to the

11 extent the implementing bill itself would include

12 such provisions, you cannot change the provisions of

13 the NAFTA.

14 The same point would rest, I think, with

15 respect to the provisions of the supplemental

16 agreements.

17 You are writing how these agreements are to be

18 implemented under U.S. law. You are not making

19 changes to the agreements themselves.

20 The Chairman. If I may say, I think that is

21 fairly elemental or primal I should say in the

22 relations of the legislative branch and the

23 executive branch.

24 And the President has negotiated. We cannot

25 change what he has negotiated. We do not have to
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1 accept it.

2 Sir.

3 Mr. Figel. Correct.

4 The Chairman. Well, we are going to have to

5 think about whether we want to proceed along these

6 lines.

7 I do not think we should decide now. We are

8 going to have -- we are not going to do this until

9 everybody is ready. We have a timetable, but not to

10 ram anything through.

11 I talked with Senator Danforth. And in his

12 plain way said: we want to do this the water

13 torture way or can we think of any other walk-

14 through that might be more pleasant?

15 (Laughter]

16 The Chairman. And I suggested that Senator

17 Packwood and I would -- I suggested for you, sir, as

18 you were necessarily detained for the moment. We

19 will be here to 1:00 o'clock, one or the other of us

20 to here any Senator can ask any question after Ms.

21 Miller has given us a good 15-minute, brisk walk-

22 through.

23 [Laughter]

24 The Chairman. And then, perhaps we can address

25 matters to the counsel to see if there are issues
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1 that need to be clarified and can be clarified. And

2 then, we will bring up issues that -- we ought to

3 make a list of issues that will be up before us next

4 Wednesday.

5 Sir.

6 Senator Riegle. Mr. Chairman, if you would

7 permit me just to follow up, not on the point we

8 just discussed, but the one we discussed just before

9 the vote.

10 We have been given now these letters.

11 The Chairman. Yes.

12 Senator Riegle. And I take it these make it

13 part of the public record. They were given to us

14 yesterday.

15 The Chairman. They are hereby made part of the

16 public record.

17 Senator Riegle. I think that is constructive.

18 May I, the question I posed before we were

19 interrupted?

20 What other letters are there in process now? I

21 would like to know how many there are and what

22 subjects they address that are in draft form going

23 back and forth. I would like to get that answer

24 now, if I may.

25 The Chairman. Ambassador Yerxa.
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1 Mr. Yerxa. Senator Riegle and Mr. Chairman,

2 the first thing I would say is you can be assured

3 that any letters, interpretive letters or other

4 letters, an exchange between the parties relevant to

5 this agreement would be submitted to the committees

6 prior to any decisions being taken and prior to the

7 submission of legislation by the President.

8 Secondly, I am not at liberty to discuss in

9 public session what conversations might be taking

10 place between the governments. I would be glad to

11 do that in --

12 The Chairman. Between the governments?

13 Mr. Yerxa. Yes.

14 The Chairman. Yes.

15 Mr. Yerxa. I would be glad to do that in

16 executive session with you, but not in public.

17 The Chairman. Fine. If any Senator wishes

18 such a session, we will have one.

19 Senator Riegle. Well, Mr. Chairman, here is

20 the problem I see with that. In other words, we are

21 on this very tight timeframe. I mean, this fuse has

22 been lit. And we are being asked now to be able to

23 act on this in a matter of days.

24 And I think it is necessary and appropriate.

25 If there are topics up in the air for discussion,
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1 whether it is sugar, citrus, whatever it might be, I

2 think we need an honest statement of the fact that

3 there are one, two, three, four issues in play,

4 under discussion with letters and drafts going back

5 and forth.

6 And stop the mystery game here. I mean, I do

7 not think it is fair for us to try to deal with

8 something of this consequence when you have issues

9 in play where you will not even tell us forthrightly

10 what the issues are.

11 I think we have a right to --

12 The Chairman. Perfectly fair.

13 Senator Baucus. Mr. Chairman, if I might say,

14 he is willing to forthrightly tell of all us what

15 they all are in executive session.

16 Senator Riegle. No. What I am saying --

17 Senator Baucus. Well, I could certainly -- let

18 me finish. I do not think the United States wants

19 to publicize its bargaining position in advance of

20 the agreement.

21 Senator Riegle. I did not ask for that. I

22 asked what issues are now the subject of an exchange

23 of letters.

24 The Chairman. Senator Packwood and I have just

25 had a conversation. The committee will meet in
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1 executive session at 1:00 o'clock to hear Ambassador

2 Yerxa for any person who has any questions.

3 Now, Ms. Miller, will you go through that?

4 Ms. Miller. Yes, Mr. Chairman.

5 If I could begin back where I was a little bit

6 ago to explain what is in the implementing proposal

7 currently. As I said, we have developed this

8 jointly with the Ways and Means Committee staff.

9 And the Administration required changes in law

10 to implement the NAFTA.

11 In brackets, you will occasionally see issues

12 to be addressed. We have often used the model of

13 the CFTA Act, the implementing bill for the Canada

14 agreement, because of its history for the

15 implementing provisions of the NAFTA.

16 Occasionally, where we knew there was some

17 degree of controversy about them, we have left them

18 in brackets to be addressed.

19 The third column also notes where another

20 committee has jurisdiction over the relevant

21 implementing legislation.

22 The good news is that essentially from chapter

23 9 through chapter 18, there is either no legislation

24 required to implement the chapter or it is in the

25 jurisdiction of another committee.
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1 And therefore, at least for the purpose of this

2 walk-through, I would not intend to discuss them.

3 If members have questions, they can address them to

4 the Administration about the NAFTA itself.

5 Where does a comment about existing U.S. law

6 applies?

7 Senator Packwood. There is the bad news.

8 Ms. Miller. Well, there are still about 10

9 chapters left.

10 Senator Packwood. All right.

11 Ms. Miller. Whether comments about existing

12 law applies, there is no implementing legislation

13 required in those instances either.

14 And what I would do just very briefly is to

15 highlight perhaps some of the most important areas.

16 The Chairman. Please.

17 Ms. Miller. I think the first provision that I

18 would bring to the attention of the committee is at

19 the bottom of page 1-2. It is the extent of the

20 obligations.

21 The NAFTA, of course, requires that the parties

22 take such measures as necessary to give effect to

23 the provisions of the NAFTA.

24 It is not self executing, as we have discussed

25 this morning. Essentially, the point here is using
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1 the Canada Free Trade Agreement model again.

2 The implementing bill would state that the

3 agreement itself has no effect. It only has the

4 effect given by this bill.

5 The following page identifies, on page 1-3, the

6 relationship to State law. Again, following the

7 model of the Canada Free Trade Agreement, the

8 proposal would be that the provisions of the NAFTA

9 itself would prevail over conflicting State law.

10 However, only the United States Government may

11 bring a challenge to State law in order to bring it

12 into conformity.

13 There is no private right of action proposed

14 either to implement the agreement with respect to

15 State law or Federal law.

16 One issue that we have noted that remains to be

17 discussed is the consultation requirements. In the

18 implementing bill for the Canada agreement, there

19 was specific consultation requirements for the

20 Administration with the States to help States bring

21 their laws into conformity.

22 This is an issue that the States have a

23 particular interest in. And there have been ongoing

24 discussions with the Administration about how the

25 NAFTA should be brought into effect at the State
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1 level.

2 The next point, I would just mention that, on

3 page 3-1, we have the tariff elimination provisions.

4 The proposal here is that the President would be

5 given the authority to proclaim any tariff

6 reductions.

7 One issue that remains to be addressed is how

8 future changes in tariffs, perhaps, for example,

9 under the acceleration provisions of the NAFTA,

10 would be implemented.

11 There is also an issue that the committee would

12 want to address as far as what Mexico's status is

13 under the generalized system of preferences.

14 Senator Breaux. Can I ask a question, Mr.

15 Chairman on that point?

16 The Chairman. Yes. Of course.

17 Senator Breaux. On acceleration of the

18 tariffs, you said the President may increase it or

19 speed it up I guess, does that require any consent

20 or consultation with the industries that would be

21 effected by it?

22 Ms. Miller. Under the Canada Free Trade

23 Agreement, the practice and the law specifically

24 provided that the Administration had to go through

25 an elaborate consultation process with the private
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1 sector and then submit those proposals to the

2 Congress.

3 They would lay over in the Congress, the Ways

4 and Means Committee and the Finance Committee for 60

5 days before they could be acted upon. That was the

6 way in 1988 that the Congress chose to give the

7 President some authority, but at the same time

8 provide a check on that authority to make sure that

9 it was not abused in any way.

10 The Chairman. But that has not actually

11 happened, has it not?

12 Ms. Miller. It has. That process which the

13 Administration could speak to has been quite a

14 popular mechanism for reducing the tariffs more

15 quickly than originally scheduled.

16 Senator Breaux. What we have now is none of

17 that type of protection?

18 Ms. Miller. Well, that is what exists under

19 the Canada Free Trade Agreement.

20 Now, under the NAFTA, we have not decided that

21 issue. The question is whether the committee wants

22 to continue with that kind of consultation process

23 or change it any way.

24 Senator Breaux. We have the flexibility within

25 the jurisdiction of the committee in the Congress to
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1 do that in implementing legislation though, don't

2 we?

3 Ms. Miller. Yes, Senator Breaux.

4 The Chairman. Senator Breaux, are you

5 satisfied on the point?

6 Senator Breaux. Yes.

7 The Chairman. The point is that we, if it is

8 within the committee, be free to include the

9 provision of the Canada Free Trade Agreement for

10 accelerating the moving up dates which would lower

11 tariffs and through a process whereby the agreement

12 is submitted to the committees. And they could say

13 no.

14 Ms. Miller. Correct.

15 The Chairman. Yes. And we have some

16 regularity. The Canadian agreements on tariffs have

17 been expiated.

18 -Ms. Miller. In practice, what has happened is

19 that because of all the consultation requirements

20 frankly, the proposals, once they reached the

21 submission to Congress, have been barely -- I mean,

22 quite non-controversial. That has been the

23 experience.

24 Ambassador Yerxa, do you want to speak, sir?

25 Mr. Yerxa. Could I just say that I think the

Moffitt Reporting Associates
(301) 350-2223



97

1 procedure has worked very well in the case of the

2 Canada agreement.

3 It has been used extensively by many

4 industries. And I think on balance, there have been

5 very few complaints about it.

6 The Administration would certainly be prepared

7 to see the same procedure followed in the case of

8 NAFTA.

9 I think the fact that it is not reflected here

10 should not be an indication that we would oppose

11 conclusion of that in this legislation if the

12 committee deems it appropriate.

13 The Chairman. Thank you.

14 Ms. Miller. The next provision I may draw your

15 attention to would be on page 3-2 which relates to

16 the drawback and the treatment of drawback under the

17 NAFTA.

18 Basically, the U.S. duty drawback program

19 allows for the duties paid on imported goods to be

20 refunded on the export of a final product.

21 That under the NAFTA would be quite limited

22 essentially. And what the provisions of the

23 implementing bill would do would be to change U.S.

24 drawback laws to bring them into conformity with the

25 NAFTA provisions.
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1 On page 3-6, I would note that the Customs user

2 fees that are currently in law will continue to be

3 phased out with Canada and will end with Mexico in

4 the end of June, 1999.

5 Again, there is a provision here that

6 specifically puts into the implementing bill that

7 phase out and elimination with Mexico.

8 The Chairman. But you also are proposing to

9 pay for this with an increase in fees for airport --

10 Ms. Miller. That is the Administration's

11 proposal. This just speaks to the Customs user fee

12 that applies for merchandise trade, trade in goods

13 to the point --

14 The Chairman. When are we going to see the

15 specifics of the airline ticket increases?

16 Mr. Yerxa. Mr. Chairman, we are prepared to

17 give you a kind of general discussion about it

18 today, and specifics, obviously before the committee

19 starts marking up on Wednesday.

20 The Chairman. Ambassador, I will wait.

21 Mr. Yerxa. Yes. I appreciate that message.

22 The Chairman. Senator Riegle may not.

23 Mr. Yerxa. I hope the Treasury Department is

24 listening. We will try to get it to you before the

25 end of this week. That is tomorrow.
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1 [Laughter]

2 Mr. Yerxa. I just realized.

3 The Chairman. Is anyone from the Treasury

4 present?

5 Mr. Yerxa. They are working on the health care

6 plan.

7 The Chairman. They are working on the health

8 care plan?

9 Is anyone from the Treasury Department present?

10 Mr. Yerxa. The problem as I understand it, Mr.

11 Chairman, is working out the final numbers.

12 And there has been some discussions between

13 Treasury OMB and CBO. We want to make sure that

14 when we present it to you, the numbers are very

15 clear and precise.

16 The Chairman. Thank you, Ambassador.

17 Ms. Miller.

18 Ms. Miller. Mr. Chairman, on page 3-7, the

19 obligations under the NAFTA regarding country-of-

20 origin markings are listed.

21 Essentially, countries are -- the NAFTA

22 countries may require country-of-origin markings.

23 They are required to be sort of reasonable and such.

24 And there are some amendments to U.S. law proposed

25 to bring it into conformity with the NAFTA
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1 provisions.

2 Senator Danforth. Mr. Chairman.

3 The Chairman. Yes, Senator Danforth.

4 Senator Danforth. I think there is an issue

5 with respect to this.

6 The Chairman. Do you want to speak to it?

7 Senator Danforth. Well, I think the issue is

8 what constitutes adequate country-of-origin marking,

9 whether AG or whether it is pencil, ink, but there

10 is an issue which will have to be addressed.

11 Ms. Miller. Yes.

12 Senator Breaux. May I ask a question, too, if

13 I may, Mr. Chairman, on that issue?

14 The Chairman. Yes, sir.

15 Senator Breaux. Does the treaty prohibit the

16 marking of imported products into this country,

17 whether the country of origin is on it? I mean, it

18 does not prohibit that?

19 Ms. Miller. No. In fact, it specifically

20 provides that the countries can do that.

21 Senator Breaux. But is there implementing

22 legislation to change, as I understand it, current

23 law which provides for markings in certain types of

24 ways?

25 Ms. Miller. Yes. I think there are some
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1 additional exceptions proposed to make sure that

2 U.S. law is in conformity.

3 I do not know if somebody either -- from

4 Customs that the Administration wants to speak to,

5 how there is any difference between the NAFTA and

6 current law.

7 The Chairman. I think Senator Danforth and

8 Senator Breaux would like to hear that. I see

9 Ambassador --

10 Senator Breaux. I mean, it is a real small

11 issue in many cases. I mean, the issue of manhole

12 covers which are made in my State, they say you can

13 mark them underneath them. Nobody will ever see

14 them, right?

15 The Chairman. Manhole covers?

16 Senator Breaux. It is a big item. But you

17 make them.

18 The Chairman. Yes.

19 Mr. Yerxa. The particular individual who is

20 most familiar with this in the Administration and

21 who can give you a better explanation than I could

22 is not here right now.

23 What I would propose is that we get an answer

24 for you as to exactly what --

25 The Chairman. What is our question? Let's
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1 speak clearly.

2 Senator Danforth. Mr. Chairman, I think this

3 is one of the issues that when we meet again -- is

4 it next Wednesday?

5 Ms. Miller. Right.

6 Senator Danforth. Hopefully, we will have this

7 clarified and be able to decide.

8 Mr. Yerxa. In fact, the question is, as I

9 understand it, to what extent are we changing the

10 current country-of-origin marking requirements under

11 U.S. law.

12 Senator Breaux. And my question would be the

13 general question: does anything in the NAFTA

14 agreement prohibit the marking or labeling of

15 imported products with their country of origin?

16 I guess the answer to that is no.

17 Ms. Miller. The answer to that is no.

18 Senator Breaux. All right.

19 Ms. Miller. We have also already scheduled a

20 meeting with the individual -- for the legislative

21 assistance with the individual that Ambassador Yerxa

22 was referring to for Monday afternoon to address the

23 questions that have arisen in this area.

24 Mr. Yerxa. I think there are some provisions

25 under the agreement, if you look on the left-hand
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1 side, that do require that there be exemptions in

2 certain circumstances.

3 But I believe those are circumstances -- on the

4 whole, those are circumstances where we do not

5 require it and where we would not want another

6 country to require it, for example, where the good

7 is incapable of being marked. We do not really want

8 somebody requiring country-of-origin markings on a

9 strawberry or something like that.

10 But obviously, there are ways of addressing

11 those marking requirements to enable that there can

12 be appropriate markings.

13 Senator Packwood. I can give you a humorous

14 incident on that, Rufus. A little company in Oregon

15 makes fishing flies. And part of those are

16 imported.

17 So each fly has a little country-of-origin tag

18 on it. And when you try to take it off the fish, it

19 tore the feathers off the fly. We managed to work

20 that problem out so each one did not have to be

21 labeled.

22 The Chairman. Senator Riegle.

23 Senator Riegle. Article 311 sets out 14

24 different circumstances under which goods do not

25 have to be marked in order to show this country of
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1 origin.

2 I wonder if any of these exceptions do cover,

3 say, fruits or vegetables. Say, something like,

4 would it affect oranges, say, that might come from

5 Chile as opposed to Mexico?

6 Ms. Lamb. Senator Riegle, to the extent that

7 Annex 311 addresses it and we have representatives

8 here, 311, paragraph 5-B talks about the exemptions

9 as you noted.

10 And I believe the exemption that would apply in

11 that case would be to the goods incapable of being

12 marked which is the first exemption.

13 Senator Riegle. But I am asking now for an

14 application of that standard. Let's take an orange,

15 for example. Is an orange -- would it be marked or

16 not marked?

17 Mr. Seidel. Under existing law, articles must

18 be conspicuously marked in a manner to reach the

19 consumer. Exceptions may be granted if the article

20 is impossible or difficult to mark, but then the

21 container must usually be marked. Under existing

22 law, I believe oranges are required to be marked.

23 Senator Riegle. They obviously can be, but is

24 it the intention that they will?

25 In other words, one of the concerns here and
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1 everybody is familiar with has thought about it, and

2 that is the degree to which you are going to get

3 back-door items that come into Mexico that are then

4 sent into the United States as if they were Mexican

5 origin and in fact are not Mexican origin. And this

6 gets to their whole -- the way their system works

7 and how tight their policing system is and what have

8 you.

9 And there is a great concern by many people. I

10 mean, obviously, this takes a different character if

11 you are talking about sugar that might come from

12 Cuba because obviously you cannot mark a grain of

13 sugar. Maybe you can mark a bag, but somebody can

14 put it in a different bag. And it may not mean

15 anything.

16 I think we need -- I would like to know what

17 specifically -- and I have cited the examples, say,

18 of oranges or any other kind of produce that is

19 large enough to mark like that. We mark lemons, for

20 example, Sunkist or whatever.

21 Is it the intention that these things will be

22 marked so that we are not facing a situation where

23 the back door of Mexico is being used improperly as

24 a supply route for other items that are sent up here

25 as if they are from Mexico and in fact are not.
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1 - I mean, part of the concern of that obviously

2 is pesticides and other things that are allowed to

3 be used, whether in Mexico or other places that are

4 not allowed to be used here. That is sort of a side

5 issue, apart from the economic impact.

6 But I want to know what is likely to be marked

7 and what is likely not to be marked. And do we have

8 those answers at this point?

9 Mr. Yerxa. We are going to have to get you

10 further clarification, Senator Riegle.

11 I do want to make it clear that nothing in

12 these exemptions in any way exempts the country from

13 adhering to the country-of-origin requirements or

14 the rule-of-origin requirements, that is the

15 requirements regarding that the product be a product

16 of the country in order to receive NAFTA benefits.

17 Nothing changes the current system for ensuring

18 that products come in are not -- do not contain

19 pesticide residues or that sort of thing.

20 All of those mechanisms for enforcing those

21 provisions would remain in effect.

22 Senator Riegle. Here is part of my concern.

23 And then, I will -- if you could give me some

24 listings that will help me. But I will just make

25 this point, Mr. Chairman.
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1 We are told now that over half the cocaine

2 coming in the United States comes through the

3 Mexico. Over half the cocaine coming to the United

4 States comes through Mexico.

5 You obviously have a very poor system in Mexico

6 that is allowing first of all cocaine to come in,

7 but I think it speaks to the whole structure of law,

8 practice.

9 And it really sort of defies my imagination on

10 the one hand. There is in a sense a complete break

11 down of the ability to handle drug traffic, but then

12 somehow we are going to have a rather exquisite and

13 professional and well-run screening process for

14 things in other commercial categories. I mean --

15 Senator Bradley. If I could, I think there is

16 a point that should be made that there is simply a

17 demand issue here, the demand for cocaine. People

18 are going to pay higher prices for cocaine than they

19 are going to pay for oranges, right?

20 So the analogy of an orange to cocaine is it

21 ignores the dramatic difference and the market

22 demand and price that people are willing to pay.

23 Senator Riegle. Well, you could certainly make

24 that point, but I think you are choosing to miss the

25 other point, and that is if you are going to have
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1 any kind of an effective administrative system of

2 policing and implementing these requirements,

3 abiding by the rules, what is the true country of

4 origin?

5 It is not just agricultural items. It could be

6 automotive parts. It can be transistors. It can be

7 made anywhere in the world. And they can be back-

8 doored into Mexico and labeled as Mexican or claimed

9 to be Mexican and sent on into this country.

10 I am just saying that you have another area of

11 commerce, albeit quite different where you have had

12 in a sense a total break down of any kind of

13 effective administrative procedure.

14 We just had a Catholic cardinal shot to death

15 in an airport parking lot down there by the drug

16 lords who are moving up from Columbia.

17 Anybody that does not understand that the

18 porousness of this system and the failure to sort of

19 be able to run it effectively, that it is not going

20 to spill over on the commercial side, I mean, it is

21 just sheer fantasy. I want to make that assertion.

22 The Chairman. Senator Riegle, let me say.

23 Senator Baucus.

24 Senator Baucus. Someone might say, Ambassador,

25 isn't it true that the rules of origin provisions in
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1 NAFTA, as well as the basic content provisions, all

2 provisions that address transshipment problems are

3 stronger in NAFTA than current law, that is, they

4 are stronger? For agriculture --

5 Senator Riegle. Enforcement.

6 Senator Baucus. Well, the point is first, they

7 are stronger. I mean, I would rather have it in the

8 first place, then, get to enforcement second.

-9 But the point is that the rules-of-origin

10 provisions for agricultural products, for example,

11 are stronger than NAFTA. And second, you address

12 domestic content. And similar provisions, they are

13 stronger under NAFTA than without it.

14 And I agree that transshipment is a potential

15 problem. It is a potential problem among all

16 countries.

17 Mr. Yerxa. But, Senator --

18 Senator Baucus. NAFTA provisions address

19 transshipment. The transshipment protections are

20 stronger under NAFTA than without.

21 Mr. Yerxa. Yes. In fact, we have a number of

22 other preferential trading arrangements obviously.

23 We have the GSP program. We have the Caribbean Base

24 Initiative.

25 And this concern about transshipments and about
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1 pass through is not a new concern. Back when the

2 Congress considered the CBI legislation,

3 implementation of CBI, this precise concern was

4 raised. And there were numerous groups.

5 And I am quoting from some testimony that was

6 made at the time of CBI, which said that, "If there

7 was adopted massive trade diversions, a flood of

8 imports worldwide could be funneled through any one

9 or combination of these 28 countries."

10 The actual experience under that legislation is

11 something different. And in fact, we have not seen

12 the kind of pass through in part because there were

13 these implemented by the Congress as part of that

14 agreement.

15 But I want to make clear what Senator Baucus

16 says is absolutely true. The country-of-origin

17 requirements, the rule-of-origin, the enforcement

18 provisions, the tracing requirements of this

19 agreement are far tighter than anything we have ever

20 done under any preferential arrangement.

21 The Chairman. Fine. So we are going to get

22 from you some clarification.

23 Mr. Yerxa. Yes.

24 The Chairman. And before Senator Breaux

25 leaves, I want to say, I missed it completely,
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1 manhole rings or frames still require

2 identification.

3 Senator Breaux. On top as opposed to the

4 bottom.

5 The Chairman. Is that your preference?

6 Senator Breaux. If you put the clarification

7 on the bottom, nobody will ever see it.

8 The Chairman. People who will look down there,

9 you know.

10 [Laughter]

11 Mr. Yerxa. It has to be visible when it is

12 imported, not when it is in the ground.

13 The Chairman. All right. I will leave that to

14 the Senator from Louisiana.

15 Senator Riegle.

16 Senator Riegle. Can I just insert a rejoinder

17 to that in the record, Mr. Chairman? Because the

18 procedure as to how we go down and track down a

19 suspected complaint is incredible and effective.

20 And I will just ask to put it in the record

21 here and not take the time to discuss it.

22 The Chairman. Without objection, so included.

23 [The information appears in the appendix.]

24 The Chairman. Senator Danforth.

25 Senator Danforth. I simply want to note the
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1 issue of the marking of steel pipe and fittings

2 which is somewhat a different issue than the

3 importation of drugs or even the native country-of-

4 origin issue. I mean, just the marking question for

5 those products.

6 The Chairman. And we will get that from the

7 Administration. You heard? Senator Danforth --

8 Mr. Yerxa. Yes. We certainly will.

9 The Chairman. Fine.

10 Ms. Miller.

11 Ms. Miller. Mr. Chairman, particularly given

12 the discussion we have just had on rules of origin,

13 I think I would propose to go to page 4-1, but in

14 doing so, I am passing over the chapters on autos

15 and textiles. There is not too much there in terms

16 of implementing legislation. But I just wanted to -

17 _

18 Senator Roth. Could I, Mr. Chairman, phrase a

19 comment on that?

20 The Chairman. Would you please, Senator Roth.

21 Senator Roth. Well, in Section 300-A, it says,

22 "The parties will review by December 31, 2003 the

23 status of the North American Automotive Sector."

24 Now, statements have been issued that in the

25 first year of the NAFTA agreement, that our exports

Moffitt Reporting Associates
(301) 350-2223



113

1 of autos, auto parts, as well as trucks and other

2 vehicles were increased by $2 billion.

3 I would like to suggest, Mr. Chairman, that we

4 need a much earlier monitoring of what the agreement

5 does to the auto industry.

6 The Chairman. Give us your page number, sir.

7 Senator Roth. Yes. I am on page 3-9.

8 The Chairman. 3-9.

9 Senator Roth. And Annex 300-A.

10 The Chairman. Oh, this is annex.

11 Senator Roth. It says, "The parties will

12 review by December 31, 2003 the status of the North

13 American Automotive Sector."

14 I was pointing out that I think the Department

15 of Commerce has claimed that in the first year,

16 exports of autos, auto parts, trucks, and other

17 vehicles will increase by $2 billion.

18 I would like to suggest two steps need to be

19 taken. One is that there needs to be much earlier

20 monitoring to ensure about the impact of this

21 agreement on the auto industry. And so I would urge

22 that be provided.

23 And secondly, in the part that talks about

24 accelerating tariffs, I think 302 is it.

25 The Chairman. Tariff reductions.
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1 Senator Roth. Tariff reductions. Yes. 3021 I

2 guess it is. In the case of auto tariffs, ours are

3 eliminated totally the first year. Ours is 2.5

4 percent.

5 The Mexicans are cut in half, I believe, the

6 first year to 10 percent. Then, they take 10 years

7 to bring to it zero.

8 What I am suggesting is that we ought to be

9 monitoring this agreement insofar as it impacts on

10 the auto industry the first year. And at that time,

11 it could well be that we would want to accelerate

12 the reduction of tariffs as provided in 3021.

13 The Chairman. Would I be correct, Senator --

14 let me ask counsel that if we were to provide that

15 the United States Government will do this, we could

16 put this in the implementing legislation as against

17 the parties.

18 Ms. Miller. Yes. I think I would have one

19 question for Senator Roth. I think you are speaking

20 to how fast Mexico reduces its duty.

21 Senator Roth. That is correct.

22 Ms. Miller. As opposed to how fast the United

23 States does.

24 Senator Roth. But we could enter negotiations

25 to accelerate.
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1 Ms. Miller. That would be one way to approach

2 the question.

3 The implementing bills provisions on tariff

4 acceleration relate to how the U.S. Government would

5 accelerate the reduction of its tariffs, not to how

6 Mexico would accelerate its duty reductions.

7 But you certainly could reach the issue through

8 some language about negotiating an objective or

9 authority or recommending that the Administration

10 seek that kind of duty acceleration in Mexico.

11 Senator Roth. Well, it concerns me that our

12 tariff eliminated the first year. And there is a

13 10-year period before the Mexican.

14 So I would urge that we address first the

15 monitoring of the auto industry and its impact. And

16 secondly, we negotiate the acceleration of Mexican

17 tariffs.

18 The Chairman. Very well. That is next week.

19 Senator Riegle.

20 Senator Riegle. Thank you, Mr. Chairman.

21 On the auto sector which obviously is of keen

22 interest to me, as it is to Senator Roth, I would

23 like to just make two points and ask that the

24 Administration see what can be done in either of

25 these areas. Maybe this falls in the category of
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1 letters and process or issues and process.

2 As a follow-on to what Senator Roth has said,

3 Mexico has to phase out over a 10-year period its

4 embargo on imports of used cars or vehicles, but

5 there is a catch in that.

6 And the phase out of this embargo actually

7 begins in the year 2009. Until the year 2009 which

8 is 15 years from the date of the presumed enactment

9 of NAFTA, Mexico maintains its ban on used motor

10 vehicles.

11 And then, if the restriction is eliminated over

12 a 10-year period, the provision would not in fact

13 finally conclude itself until the 2019. And I am

14 not aware of anything else in this agreement in

15 terms of a U.S. industry having an adjustment period

16 accommodation that is anywhere near in that

17 ballpark.

18 But let me raise in addition to that a second

19 item, and that is that under Article 401 -- and I

20 think this is a matter of real concern, Mr.

21 Chairman.

22 The Chairman. Can we get a page here?

23 Senator Riegle. It is Chapter 4, pages 1

24 through 4, Article 401.

25 Ms. Miller. It would be page 4-1.
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1 The Chairman. Right. Got it.

2 Senator Riegle. Under Article 401, Mexico can

3 become an export platform for third countries. Now,

4 this leaves out the United States, Canada, and

5 Mexico, but other countries, such as Japan.

6 It allows them to become an export platform for

7 countries like Japan to sell their products in the

8 United States. And this is how it would work.

9 Assuming that there was perfect compliance with

10 the provisions of NAFTA as written, and there is

11 doubt about that, a Japanese manufacturer could ship

12 to Mexico parts that were equal to 40 percent of the

13 value of goods 6r 50 percent of their net cost that

14 would ultimately be included in the product.

15 Now, for the sake of illustration, I am talking

16 about cars. That means that a Japanese manufacturer

17 can set up an assembly plant in Mexico, paying the

18 Mexican workers about $1.50 an hour, and then turn

19 around and export the finished manufactured good to

20 the U.S. and count them as Mexican goods, not

21 subject to any tariff.

22 And I think over time, we can expect Japan and

23 other countries to move more of their auto parts

24 operations to Mexico again for the purpose of

25 shipping duty free into the United States.
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1 As a result, we just in effect eliminated U.S.

2 tariffs on any country that wants to establish

3 assembly operations in Mexico.

4 And as far as that third country is concerned,

5 in my case Japan, I do not see where we get any

6 benefit for that kind of concession.

7 But that is, I think, the way the economic

8 hydraulics of this would work. And I do not know if

9 you can see a way to deal with that problem, but I

10 am looking for a way. And I would like to find a

11 way.

12 Senator Bradley. Mr. Chairman, if I could?

13 The Chairman. Yes, Senator Bradley.

14 Senator Bradley. I thought 62.5 percent would

15 the North American content.

16 Senator Riegle. It phases up to 62.5.

17 Senator Bradley. During the time period, is

18 that correct?

19 Mr. Yerxa. Eight years.

20 Senator Bradley. Eight years. That is 2001.

21 Mr. Shapiro. Right.

22 Senator Bradley. That is when 62.5 percent.

23 So you could not export into Mexico Japanese cars

24 and right into the United States. Even in your

25 calculation, the number would not be 40 percent, but
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1 would be about 37.5 percent is the maximum.

2 But I think it would be helpful if maybe Mr.

3 Yerxa could give us a picture of the whole

4 automotive sector and why he thinks this is a good

5 agreement from the automotive sector's standpoint.

6 He could also comment on Senator Riegle's point.

7 The Chairman. Ambassador.

8 Mr. Yerxa. I would like to, Mr. Chairman. And

9 I may ask Mr. Shapiro to join me because he has some

10 points to make as well.

11 But going to the point Senator Riegle just made

12 about this export platform issue, and he was citing

13 the provisions of the agreement which do deal with

14 the changes in the treatment by Mexico the duty-free

15 treatment goods for importation that are later

16 exported.

17 And this is actually an improvement over the

18 current status quo, over the status quo situation

19 under this agreement, that is, we are phasing out

20 the drawback provisions which currently allow Mexico

21 to bring duty-free parts from Japan subject to a

22 very low overall content requirement, export them to

23 the United States with only a 2.5 percent duty.

24 This actually improves that situation. That is

25 my first point.
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1 The second is, because it goes directly to what

2 Senator Roth was saying about the slower phase out

3 of Mexico tariff on automobiles, one of the reasons

4 we have to look at the totality of this package for

5 automobiles is it is not just tariffs that are in

6 play here.

7 Mexico has a 20 percent tariff. They also have

8 very strict domestic content and trade balancing

9 requirements-which essentially require you to

10 manufacture in Mexico if you want to sell in Mexico,

11 and not only that, but require you to export a

12 predominant percentage of your manufacturing.

13 That results in a distortion today that causes

14 exports to come to the U.S. market. What is being

15 phased out under this agreement is not only the

16 tariff, but those non-tariff restrictions which make

17 it possible for us to manufacture in the United

18 States, sell to Mexico without being forced by

19 Mexico's investment laws to locate production in

20 Mexico.

21 But even if you were to just look at it as a

22 tariff deal, if you have no NAFTA, if the NAFTA does

23 not exist, the discrepancy in our tariffs on

24 automobiles would be 17.5 percent in perpetuity.

25 Under NAFTA in the first year, the discrepancy
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1 is reduced to 10 percent. And it is then phased out

2 over the ensuing 10-year period.

3 So you have to look at the totality of all of

4 these provisions. First of all, it actually makes

5 things better with respect to the potential of an

6 export platform from Japan.

7 Secondly, it actually reduces the tariff

8 disparity between the U.S. and Mexico. And thirdly,

9 it makes it possible for us to sell directly to

10 Mexico without meeting these investment

11 restrictions.

12 That is why the estimates are at least a $2

13 billion increase in autos and autos parts in the

14 first year of the agreement.

15 The Chairman. Mr. Shapiro, you are the general

16 counsel.

17 Mr. Shapiro. If I could just add, and

18 obviously Ambassador Yerxa has covered the key

19 points, clearly there are very strong advocates of

20 the auto industry that are on both sides of this

21 agreement.

22 Obviously, Senator Riegle and others have spent

23 a great many years studying these questions. But I

24 do have to emphasize to Senator Roth that the tariff

25 part of this is, I think, the least of it, what many
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1 commentators have referred to as the hated trade

2 balancing requirement which Mr. Yerxa referred to,

3 by which you have to export from Mexico two cars for

4 every one that you import which has been a terrible

5 barrier to us.

6 On day one, that changes so that it is no

7 longer a 2 to 1 ratio. It is .8 to 1 ratio.

8 If I may respond to one point Senator Riegle

9 raised with respect to the used cars, and that is an

10 unusual provision because it is a 25-year provision,

11 in fact, my understanding of the negotiations are

12 that that was done in close consultation with the

13 auto industry because basically they did not want to

14 create a used-car market in Mexico.

15 They far preferred to look at Mexico as an

16 opportunity to sell new cars. And consequently,

17 they did not want us to be selling our junkers when

18 they could be manufacturing new ones.

19 Now, obviously, there are analysts on both

-20 sides of this.

21 The Chairman. Right.

22 Mr. Shapiro. But a number of the recent

23 studies -- and there is a book that came out quite

24 recently by William Orm, Latin American

25 correspondent who has covered Mexico and Latin
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1 American for a long time, who makes the point that

2 this will result immediately in imports, that there

3 will be imports of U.S. automobiles into Mexico.

4 The Chairman. Would you indulge me just one

5 personal question? Years ago, I remember reading

6 that the rise of the rental car activity in the

7 United States had to do with the subsequent export

8 of these cars to Mexico. Is that -- do you know

9 anything about that?

10 Mr. Shapiro. I do not know about that.

11 The Chairman. I know this is part of the

12 economic history. How free it is, I do not know.

13 Mr. Yerxa. Nor I, Mr. Chairman. And I do not

14 know when this embargo on used cars came into being

15 in Mexico. It might have been in response to that

16 situation, but we can find out.

17 The Chairman. If you have a chance. It is not

18 necessary.

19 Senator Roth.

20 Senator Roth. Yes, Mr. Chairman.

21 What I was suggesting was that we ought to

22 begin immediately monitoring the impact on the auto

23 industry rather than wait to 2003.

24 I agree that tariffs is only part of the

25 picture, that the other obstacles are
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1 extraordinarily important.

2 But as I said, the Department of Commerce has

3 come out and said in the first year, this agreement

4 will result in an increase of $2 billion in exports,

5 $1 billion on autos and parts, $1 billion on trucks

6 and other vehicles, that it will result in an

7 increase of 15,000 new employees. I am hoping all

8 of this is true.

9 But I am suggesting that we ought to be

10 monitoring it and be in a position to accelerate

11 negotiations to ensure that our auto industry is

12 favorably impacted.

13 The Chairman. I think that is fair. We have

14 enough time there.

15 Can we not move forward, Ms. Miller?

16 Ms. Miller. To go on to the rules of origin in

17 general, there has been mention of the rules of

18 origin under the NAFTA.

19 Essentially, those goods that are wholly grown

20 or produced in a NAFTA country would be eligible for

21 the preferential tariff treatment or the elimination

22 of tariffs.

23 And those goods that are made partially of

24 components that come from outside non-NAFTA

25 countries would have to meet the rules of origin
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1 which essentially rely on a tariff change, a change

2 in tariff classification. Those rules are spelled

3 out in great detail in the annexes to the agreement.

4 The proposal for implementing legislation would

5 be actually in match with the provisions of the

6 NAFTA that define the rules of origin as statutory

7 provisions.

8 We have left open the issue of -- because those

9 are very important rules. I think that is the

10 reason that you might want to enact them as

11 statutory provisions.

12 We have left open the question of technical

13 changes in the specific rules themselves. The

14 Administration has argued that these rules may need

15 some adjustments, products change.

16 And you could make those subject to the same

17 kind of proclamation, lay over consultation

18 requirements that we discussed on tariff

19 acceleration. That will be one possibility. That

20 is the case with the rules of origin under the

21 Canada Free Trade Agreement. That is the way it is

22 with that.

23 The Chairman. Yes.

24 Ms. Miller. To go to Chapter 5, page 5-1,

25 essentially all of that Chapter 4 enacts those rules
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1 of origin. It makes required changes of law.

2 Chapter 5 speaks to Customs procedures and in

3 particular the enforcement of the rules of origin.

4 The NAFTA requires that parties establish

5 certificates of origin to demonstrate where a

6 product is produced.

7 This chapter, essentially the proposals would

8 be to require exporters to keep and render the

9 certificates of origin as necessary.

10 It establishes penalties for those who violate

11 either the record keeping requirements. It also

12 establishes penalties regarding false certification

13 of origin.

14 The Chairman. Do I take it, Ambassador, that

15 in practice, we do not find this a very large

16 problem? Or do we? Or is it segmented?

17 Mr. Yerxa. Well, Mr. Chairman, as you know --

18 The Chairman. Whether it is the Free Trade

19 Agreement.

20 Mr. Yerxa. Whether it is domestic taxation or

21 trade tariff enforcement, the problem of

22 circumvention, the problem of duty of avoidance, the

23 problem of that sort thing is always there.

24 And it has to be constantly dealt with. And

25 there has to be mechanisms in place to deal with it.
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1 Our experience under previous agreements, and I

2 think this NAFTA reflects our experience because we

3 have perfected these rules to the point where the

4 Customs Service feels that we can enforce it.

5 And on the whole, it has not been a serious

6 problem in other preferential arrangements.

7 The Chairman. Thank you.

8 Ms. Miller.

9 Ms. Miller. Yes. I would move next -- we

10 passed the chapter on energy which --

11 Senator Riegle. Could I raise just one point

12 here, Mr. Chairman?

13 The Chairman. Yes, Senator Riegle.

14 Senator Riegle. I will be very brief on this.

15 And I am mindful of the fact that I am raising a

16 number of issues, but this is relevant.

17 The Chairman. Well, that is what we are here

18 for.

19 Senator Riegle. And I think it is very

20 important we do it.

21 In Chapter 5 and Part 5 here, pages 12-2, in

22 the trucking area, the agreement provides that the

23 parties agree.

24 And I am going to just quote here, To

25 liberalize access to their land transportation

/
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1 sectors. End quote. That, of course, includes

2 trucking.

3 And then, it says, and I am interrupting the

4 quote, The degree of a work program to make their

5 land transportation standards. End quote. And a

6 few words are missing. Quote, compatible. End

7 quote. That is the thrust of it.

8 And there is concern that I have heard

9 expressed by a lot of people that could work in a

10 way that the United States would end up at some

11 later time lowering its own truck safety standards

12 if NAFTA were passed.

13 So I have introduced, Mr. Chairman, Senate

14 Resolution Number 36 which expresses the sense of

15 Congress that the U.S. truck safety standards should

16 not be lowered during any post-NAFTA harmonization

17 discussions.

18 And I will likely offer that as a resolution,

19 offer this resolution as an amendment to the

20 implementing legislation next week.

21 But I think we ought to go on record as

22 opposing any lowering of the safety standards on

23 U.S. roads as a result, not just as it applies to

24 us, but to the Mexican trucks coming in here.

25 Would that be something the Administration
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1 would be prepared to accept in that form?

2 Mr. Yerxa. Senator, I do not see any problem

3 with that. I want to be very clear that under the

4 NAFTA, the U.S. retains full control over its safety

5 laws, both with respect to trucking and with respect

6 to other health and safety standards, but trucking

7 in particular.

8 Nothing in the NAFTA would subject us to future

9 changes because of any discussion on harmonization.

10 And only through legislation, only through action by

11 the Congress could those standards be changed.

12 And both Canadian and Mexican trucks would have

13 to fully comply with U.S. standards with respect to

14 weight, with respect to length, wit h respect to

15 inspection, and the drivers as well.

16 Senator Riegle. In terms of the drivers and

17 licensing?

18 Mr. Yerxa. Yes.

19 Senator Riegle. And age requirements?

20 In other words, we are not going to find a

21 situation where a Mexican truck driver, post-NAFTA,

22 would be able to come across the border driving a

23 Mexican truck if they are under the age that we

24 require here or in fact they have to --

25 Mr. Yerxa. Meet the standards of the local
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1 jurisdiction in which they operate.

2 Senator Riegle. And hours, too, hours of drive

3 time before rest is taken?

4 Mr. Yerxa. That is correct.

5 Senator Riegle. So they are required to

6 operate to our standards?

7 Mr. Yerxa. That is correct.

8 Senator Riegle. And, of course, then, I guess

9 it is our job to enforce that that happens?

10 Mr. Yerxa. That is right. And nothing under

11 NAFTA would in any way create a self executing

12 mechanism that would force those changes.

13 The only way any changes could occur -- and I

14 am not suggesting or proposing that they do occur --

15 is if Congress would legislate changes.

16 Senator Riegle. Well, I think it would be

17 helpful to have this kind of language in here. And

18 I would like to have you consider it and be willing

19 to accept it.

20 The Chairman. Could I make what I believe to

21 be a point? This would be a Commerce Committee

22 restriction. I do not think we could adopt it here.

23 We will find that out.

24 Does counsel have any view on that?

25 Ms. Miller. Mr. Chairman, I am not sure about
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1 that. We will look into it.

2 The Chairman. Check it out. All right.

3 Fifteen minutes.

4 Ms. Miller. I hesitate since Senator Riegle

5 got all the way to Chapter 12 to step back for a

6 second, the emergency action. But I think I must

7 bring it to the committee's attention.

8 The Chairman. Yes.

9 Ms. Miller. So I will do that. I have gone

10 pass the agriculture chapter.

11 The Chairman. Chapter 8.

12 Ms. Miller. And I do not know if there are any

13 questions on agriculture. But in Chapter 8,

14 essentially, the NAFTA provides for safeguards of

15 both in bilateral trade and it also speaks to the

16 question of how imports from Mexico and Canada would

17 be handled in a global action under Section 201 of

18 the 1974 Trade Act which is the U.S. statutory

19 mechanism for the safeguard emergency action kind of

20 provisions.

21 With the proposed implementing legislation

22 here, we again have followed the model of the Canada

23 Free Trade Agreement implementing goal.

24 There is a specific mechanism set out for

25 industries to petition to the International Trade
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1 Commission for relief under the bilateral safeguard

2 mechanism if its import of goods from Mexico or

3 Canada that are harming them.

4 And there are specific provisions on page 8-2

5 and 8-3 that speak to how imports from Mexico and

6 Canada would be treated in the global action.

7 Essentially, both instances would require the

8 ITC and the President to make the determinations

9 that are set forth under the NAFTA.

10 Mr. Shapiro. Mr. Chairman, it might just be

11 worth noting --

12 The Chairman. Mr. Shapiro.

13 Mr. Shapiro. -- both with respect to the

14 bilateral and the global safeguards, this provision

15 goes beyond the CFTA in terms of how you would apply

16 the safeguards and the length to which it could

17 apply in sensitive product areas.

18 Moreover, it goes beyond the CFTA by requiring

19 Mexico and Canada to adopt very detailed procedures

20 by which they engage in safeguards, which at the

21 present time, they do not come up to our levels in

22 terms of procedural protections.

23 And we have tried to upgrade them in that

24 regard in this provision.

25 The Chairman. Thank you, counsel.
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1 Whether or not to go through the same committee

2 process, the lay over requirements and such, we left

3 open, not so much because that mechanism is

4 controversial, but just because we know the general

5 issue of panel selection is something that there are

6 members in the committee have had an interest in

7 that.

8 The Chairman. Well, you are a little beyond me

9 because it states here that Annex 1901.2, "Provides

10 for the establishment of binational panels and the

11 selection of individuals to serve as panelists."

12 Now, what are you trying to --

13 Ms. Miller. Correct. Well, what I was

14 speaking to is what we put in the implementing bill

15 as far as how that happens, how the U.S. goes about

16 selecting those panelists.

17 We included a procedure in the Canada bill, the

18 Canada implementing bill, that requires lists of

19 candidates to be submitted to the Finance Ways and

20 Means Committee.

21 Only those on the list could be used for the

22 panels. And they had to lay over here between

23 January 1 and essentially March 31 of each year.

24 At the time and when this was discussed in the

25 Canada agreement, there was much sensitivity to this
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1 because these panelists basically substitute for the

2 judgment of judges who are --

3 The Chairman. I am a little lost because it

4 says here that it, "Provides panels shall be

5 comprised to the fullest extent practicable of

6 judges and former judges."

7 Ms. Miller. Correct. And that is one proposal

8 that we left. And the question is, does the

9 committee want the same process of submitting the

10 list to the committees before anybody can be

11 selected.

12 The Chairman. I see.

13 Ms. Miller. Or is there anything else that the

14 committee wants to raise with regard to the

15 selection of panelists.

16 The Chairman. Senator Riegle.

17 Senator Riegle. Just a brief comment in answer

18 to your question, and that is, I think judges,

19 former judges are fine. I would be a little

20 concerned if a former judge, who then goes back into

21 the practice of law and sort of has trade clients,

22 would then be draw upon for it.

23 I think if we are using judges, they ought to

24 be out of the practice of law in the trade area,

25 singled out. That may be a fine point, but I just -
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1 - I do not think we want to --

2 The Chairman. What does the Ambassador -- what

3 does the Administration have to say here? We would

4 like to hear what you want.

5 Mr. Yerxa. Let me ask Mr. Shapiro to take it.

6 The Chairman. Sure.

7 Mr. Shapiro, as counsel.

8 Mr. Shapiro. Mr. Chairman, in response to

9 Senator Riegle, part of the preferences for judges

10 and former judges stem from the fact that

11 ordinarily, we would be able to avoid some of the

12 conflicts of interest that frankly have made it hard

13 to find qualified panelists because they are all out

14 practicing law.

15 [Laughter]

16 Mr. Shapiro. However, in the case of a former

17 judge, as you have described it, there would still

18 be conflict of interest rules that would pertain so

19 that there would be that protection.

20 But in general, I think judges would have fewer

21 conflicts.

22 The other reason that we have preferred and

23 moved in a direction of judges is quite frankly that

24 we have not always been satisfied with the standard

25 of review that the panels have used.
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1 It is important here to recognize that we are

2 asking these panels to review the application of

3 U.S. antidumping and countervailing duty law. And

4 there have been times when they have not adhered to

5 that standard in the way that we would like.

6 And part of what we are doing in this exercise

7 is trying to adhere -- strengthen the adherence to

8 the proper standard of review.

9 The Chairman. Ambassador Yerxa.

10 Mr. Yerxa. The Administration certainly, Mr.

11 Chairman, is prepared to work with you in crafting

12 provisions in the NAFTA implementing bill, such as

13 the provisions in the Canada bill and to discuss

14 improvements in that selection procedure that would

15 be of interest to this committee.

16 The Chairman. And this can be done by tomorrow

17 night? Let it pass.

18 Senator Danforth.

19 Senator Danforth. Mr. Chairman, there are

20 three areas under Chapter 19 that we would like

21 addressed, I would like addressed between now and

22 Wednesday. One is the use of judges as panelists

23 questions which we have already discussed.

24 The second is the extraordinary challenge

25 procedures and the ability of U.S. authorities to
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1 avail themselves of those procedures.

2 And the final one would be the provision in

3 Section 409 of the Canadian Free Trade Agreement

4 that Senator Baucus and I offered with respect to

5 subsidies in the general application of that

6 provision.

7 The Chairman. Do you have any -- do you expect

8 to offer language? Do you wish to offer language?

9 Senator Danforth. Yes. We would like to

10 conduct discussions between now and Wednesday as to

11 the specifics.

12 Mr. Yerxa. We would be glad to do that.

13 The Chairman. Thank you, Ambassador.

14 The hour of 1:00 o'clock is approaching.

15 You are doing very well. You are on Chapter

16 19.

17 Ms. Miller. Right.

18 The Chairman. That is about it, isn't it?

19 Ms. Miller. There is not much more. There are

20 provisions relating to the settlement of disputes.

21 There is not much in the way of implementing

22 legislation here. So I would not propose to discuss

23 them.

24 At page 22-1, we have the issue of amendments

25 in the NAFTA and how those would be considered by
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1 Congress if this bill should include anything.

2 One thing I would point out to you is that the

3 Canada Free Trade Agreement did grant to the

4 Administration 30 months of fast track authority for

5 amendments to the NAFTA that required statutory

6 changes. There is no proposal to do anything

7 similar in this bill.

8 We also discussed earlier the consultation and

9 lay over requirements which relate to things like

10 rules of origin and proclamation authority which I

11 think there has been some discussion on.

12 On page 22-2, the entry into force provision --

13 Senator Riegle. Could I just stop it here for

14 just one moment as long as we are pass that?

15 The Chairman. Sure.

16 Senator Riegle. I would like to just express

17 the view that I think we ought not to provide any

18 continuing fast track authority. As you point out,

19 it is not in there now.

20 And I would like just for a moment to back up

21 to Chapter 20 which we did not touch on, on the

22 remedies that would still be available under Section

23 301.

24 That really originated in this committee in

25 years past. And there is a question as to what kind
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1 of 301 actions would be still be permitted after the

2 adoption of NAFTA.

3 The Administration has said that NAFTA would

4 not undermine 301.

5 What I would like for the record, what

6 remedies, specific remedies other than reverting to

7 current tariff levels, would be available to us

8 under Section 301 after NAFTA would go into effect?

9 And I would like to have the list of remedies

10 available actually included in the statement of

11 administrative action. I would like to make that

12 suggestion.

13 In any event, I would like your response to

14 that. I do not want to hold us up here now, but I

15 want to cover that.

16 The Chairman. Ambassador.

17 Mr. Yerxa. Well, I would want to reiterate the

18 point that Section 301 will remain available. In

19 fact, notwithstanding the Canada Free Trade

20 Agreement, we have continued to apply Section 301.

21 There have been Section 301 cases against

22 Canada. And the remedies which would be available

23 under that statute would remain the remedies that

24 are set forth in the statute itself, that is

25 including --
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1 The Chairman. 301 remains in force.

2 Mr. Yerxa. In force.

3 The Chairman. It applies to the other two

4 parties?

5 Mr. Yerxa. Correct.

6 The Chairman. We are now at one final

7 provision, the entry into force is January 1, 1994.

8 Ms. Miller. Right.

9 The Chairman. A party may withdraw from the

10 NAFTA six months after he provides written notice.

11 Ms. Miller. The only --

12 The Chairman. What is the CFTA on withdrawal?

13 Ms. Miller. The CFTA provision, I believe, was

14 the same, six-month withdrawal provision.

15 The only other provision I might note here is

16 the accession provision since that has been of some

17 interest to members on page 22-3.

18 The Chairman. Yes. 204.

19 Ms. Miller. Exactly.

20 The proposal is that the bill specifically say

21 that Congressional approval of the NAFTA may not be

22 construed as conferring Congressional approval of

23 entry into force of the NAFTA with respect to any

24 other countries, any other country that would be

25 interested in exceeding or agree to exceed to the
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1 NAFTA would be subject to Congressional approval

2 separately.

3 The Chairman. And the hour of --

4 Senator Danforth.

5 Senator Danforth. The hour of 1:00 o'clock

6 having arrived, I would just like to say that with

7 respect to Chapter 20, I will have suggestions on

8 the method of selecting experts for dispute,

9 settlement panels.

10 And with respect to the question of exception,,

11 I will also have suggestions on that with respect to

12 the standards to be applied. And I think also

13 Senator Baucus has an interest.

14 The Chairman. Which you will bring up?

15 Senator Baucus. Yes, I will in Wednesday's

16 session.

17 The Chairman. All right. I am going to ask

18 that Mr. Figel's suggestion that staff of the

19 committee members meet quickly now to clear up

20 matters that can be cleared up and agreed to. And

21 if not, those which cannot or those which are too

22 important to be done informally, we will take up on

23 Wednesday. We have to expect Wednesday to be a long

24 day.

25 I thank our capable staff. You have a long
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week ahead of you.

Ambassador Yerxa, tomorrow is Friday.

Mr. Yerxa. I have a long night ahead of me.

The Chairman. Yes, sir.

Thank you, Mr. Shapiro. Thank you, Ambassador.

Mr. Shapiro. Thank you, Mr. Chairman.

The Chairman. I thank our Recorder.

The committee will now go into executive

session in the committee room.

(Whereupon, at 1:01 p.m., the meeting was

concluded.]
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C E R T I F I C A T E

This is to certify that the foregoing

proceedings of an Executive Committee Meeting before

the Committee on Finance, held on October 14, 1993,

were held as herein appears and that this is the

original transcript thereof.

U /U~~

WILLIAM J. MOFFITT

Official Court Reporter

My Commission expires April 14, 1994.
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I. To consider S.J. Res. 110, a resolution approving the
extension of nondiscriminatory treatment (most-favored-%
nation treatment) to the products of Romania (Staff
Document A)

II. To consider budget authorizations for the following
agencies (Staff Document B):

A. United States Customs Service

B. Office of the United States Trade Representative

C. United States International Trade Commission

III. To consider a request for the United States Interna-
tional Trade Commission to conduct a section 332
study on environmental technology industries (Staff
Document C)

IV. To consider recommendations for legislation to
implement the North American Free Trade Agreement
(Staff Document D)



STAFF DOCUMENT A

S.J. RES. 110, A RESOLUTION APPROVING THE EXTENSION
OF MOST-FAVORED-NATION (MYN) TREATMENT TO ROMANIA

(Prepared by the Staff of the Senate Committee on Finance)

Thursday, October 14, 1993

S.J. Res. 110 would approve the extension of non-discrimina-
tory treatment with respect to the products of Romania, as well
as the 1992 U.S.-Romanian trade agreement.

The U.S.-Romanian trade agreement was signed on April 3, 1992,
and originally forwarded to the Congress for its approval on June
23, 1992. The resolution that would have approved MFN and the
trade agreement failed, however, in the House of Representatives.
President Clinton, by letter of July 2, 1993, forwarded the
agreement to the 103rd Congress. The trade agreement and the
accompanying resolution would restore MFN to Romania, which ceased
receiving MFN treatment on July 3, 1988. On July 20, 1993,
Chairman Moynihan issued a press release requesting public comments
on the agreement by August 3, 1993. In response, the Committee
received 87 comments, all but three in favor of approving MFN for
Romania. The House Ways and Means Committee, on October 6, 1993,
ordered the companion resolution, H.J. Res. 228, favorably
reported. The full House of Representatives is expected to
consider the resolution on October 12, 1993.

Background.--In 1951, Congress enacted the Trade Agreements
Extension Act which required the President to suspend MFN status
for countries under the control of international communism,
including Romania. Under Title IV of the Trade Act of 1974 (1974
Trade Act), the President may restore MFN treatment to imports
from Romania if: (1) the President certifies that the freedom-
of-emigration provisions of the 1974 Trade Act, commonly known as
the Jackson-Vanik amendment, have been met, or waives those
requirements; and (2) Romania has entered into a bilateral
commercial agreement with the United States that contains the
specific provisions identified in section 405 of the 1974 Trade
Act.

The Jackson-Vanik requirements for Romania were first waived
on April 24, 1975 and extended annually from 1976 through 1987.
In 1988, after Romania renounced MFN status from the United
States, then-President Reagan announced that he would not seek
renewal of MFN for Romania and did not, therefore, renew the
Jackson-Vanik waiver. On August 17, 1991, President Bush once
again waived thei Jackson-Vanik requirements and renewed the
waiver on June 3, 1992. President Clinton renewed the waiver on
June 3, 1993. In his report to the Congress, the President
stated that the right to emigrate is constitutionally protected
in Romania, and, except in rare cases involving national security
or criminal charges, is not limited in practice. The President
noted that no exit visa is required to leave Romania and that
thousands of Romanians have left in recent years in search of
economic opportunities in the West.
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A trade agreement meeting the Title IV requirements entered
into force August 3, 1975. The agreement's MFN provisions have-
been suspended since 1988, but the remainder of the agreement
remains in force. In June 1992, a new U.S.-Romanian trade
agreement was sent to the Congress by former President Bush, and
resubmitted by President Clinton July 2, 1993. If approved by
Congress, the new agreement would supersede the 1975 agreement.
The agreement provides for the reciprocal extension of MFN
treatment and contains a number of additional provisions designed
to facilitate trade between the two countries. Included in the
agreement are measures to encourage the mounting of trade
promotion events; ease the establishment of business offices and
the direct hire of employees; and improve the transparency of
laws and regulations affecting trade and commercial matters.
Additional provisions require that trade be conducted in
convertible currencies and require the parties to provide nov-
discriminatory treatment with respect to a range of financial
transactions. In addition, hard currency earnings from trade may
be immediately repatriated. Further, Romania agreed to provide
strong protection for intellectual property.

Procedures for Congressional consideration of the trade
agreement.--The 1974 Trade Act, as amended by the Customs and
Trade Act of 1990, provides expedited ("fast-track") legislative
procedures for Congress to consider bilateral commercial
agreements and Presidential declarations proclaiming MFN status
for those countries which have entered into commercial agreements
which meet the Title IV requirements. Thus, no amendments to
S.J. Res. 110 are in order, floor debate will be limited, and
final Congressional action on it must occur within 90 session
days after its introduction.



STAFF DOCUMENT B

TRADE AGENCY BUDGET AUTHORIZATIONS

(Prepared by the Staff of the Senate Committee on Finance)

Thursday, October 14, 1993

This document provides background information on the fiscal
year (FY) 1994 budget requests and, where applicable, the FY 1995
budget requests of the U.S. Customs Service, the U.S. Trade
Representative (USTR), and the U.S. International Trade
Commission (ITC). Each of these agencies sent detailed
supporting documents to each Member's office before the June 28,
1993 International Trade Subcommittee hearing. The supporting
documents are also available in the Finance Committee.

A. U.S. Customs Service

U.S. Customs Service Proposed Budget
(Dollars in Thousands)

Authority

FY 1993 FY 1994
l______________ (Request)

Salaries and Expenses $1,315,917 $1,311,819

Air and Marine Interdiction

Operations & Maintenance $ 83,242 $ 46,063
P-3 Program $ 28,000 $ 28,000
Procurement $ 21,174 $ 21,093

SUBTOTAL $ 132,416 $ 95,156

Facilities, Construction, $ 4,600 $ 0
and Improvements

Forfeiture Fund-' $ 15,000 $ 0

Small Airports!' $ 1,500 $ 1,406

TOTAL $1,469,433 $1,408,381

11 Does not require annual authorization.

(1) Salaries and Expenses.--The President's budget requests
$1.312 billion for the salaries and expenses of the Customs
Service for FY 1994, covering 17,199 full time equivalent (FTE)
positions. These amounts represent a decrease of $4.1 million
and 365 FTE positions below the levels appropriated for FY 1993.

The President's budget request for FY 1994 reflects
reductions of 265 positions to implement the President's directive
on personnel reduction and of 200 positions which, according to
Customs' budget submission, represents a "technical adjustment"
that will "more accurately reflect the actual FTE supported by
Customs funding." One hundred new positions are proposed to
implement the FY 1993 Mexican Border Initiative. Thus, the
proposed net reduction in FTE positions in FY 1994 is 365.
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The President's proposal also reflects an $8.49 million reduction
in administrative costs in response to the President's Executive
Order mandating a Government-wide 14 percent reduction in
administrative costs between FY 1994 and FY 1997. The proposed
budget includes one new initiative: $2.5 million to fund the
first part of the redesign of the Customs Service Automated
Commercial System. The goal is to improve Customs' revenue
collection and accounting systems.

The Omnibus Budget Reconciliation Act of 1986 requires that
the salaries and expenses portion of the Customs Service
authorization specify separate amounts for non-commercial and
commercial operations. The President's requested authorization
for salaries and expenses for FY 1994 is $771,036,000 for
commercial operations and $540,783,000 for non-commercial
operations.

(2) Air and Marine Interdiction Programs.--The FY 1993
total appropriation for operation and maintenance of the air and
marine interdiction programs was $132.4 million.

In the past, operation and maintenance of the interdiction
programs had been covered by one appropriation. The FY 1993
Treasury Appropriation Act split the account into three separate
accounts: operation and maintenance of the air and marine inter-
diction programs; P-3 surveillance aircraft drug interdiction
operations and maintenance; and procurement.

The total FY 1994 budget request for the air and marine
interdiction programs is $95.2 million. For the operations and
maintenance account, the budget proposes appropriations of $46.1
million, compared with FY 1993 appropriations of $83.2 million.
The reduction reflects the Administration's decision to liquidate
unobligated balances in the account (money appropriated in prior
years but not spent), amounting to $37 million, and apply that
amount toward FY 1994 operations and maintenance. While this
reduces the requested appropriation to $46 million, the operating
level for the operations and maintenance program will be $83.2
million, and $132.2 million for the entire air and marine
interdiction program.

The Administration's request for FY 1994 does not propose
any new interdiction initiatives.

(3) Facilities. Construction, and Improvements.--The FY
1993 appropriation included funds to complete construction at the
Customs Canine Training Facility. Customs has not requested
additional funds for FY 1994.
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(4) Forfeiture Fund.--Pursuant to Public Law 102-393, the
Customs Forfeiture Fund (consisting of currency and the proceeds
from sales of assets seized in the course of Customs' law
enforcement activities) was transferred to the Department of the
Treasury and merged into a Treasury-wide asset forfeiture fund.
The law provides a $50 million permanent authorization for
discretionary uses of the Treasury Forfeiture Fund. Thus, no
authorization is requested for a separate Customs Forfeiture
Fund.

(5) Small Airports.--The Customs Service is authorized to
charge user fees for services at certain small airports and other
facilities where the volume of business is insufficient to
justify the establishment of a port of entry. The user fees
collected at these sites fund the salaries and expenses of the
Customs employees who provide the services. The President's
budget proposal requests a funding level of $1.4 million for 30
positions, a decrease of two positions from the FY 1993 level.
There is a permanent authorization for this account.

B. USTR

The President's budget requests $20,143,000 and 157 FTE for
USTR for FY 1994. The request represents an increase of $151,000
(0.8 percent) over the original FY 1993 appropriation level of
$19,992,000. USTR also sought a $750,000 supplemental
appropriation for FY 1993, primarily to cover costs associated
with the NAFTA and Uruguay Round negotiations. The supplemental
appropriations bill passed by the Congress in early July provided
$500,000 for USTR, making USTR's total FY 1993 appropriation
$20,492,000. USTR's FY 1995 budget request is $20,419,000, a 1.4
percent increase over the FY 1994 request level.

U.S. Trade Representative Proposed Budget Authority

FY 1993 FY 1994 FY 1995
APPROPRIATION REQUEST REQUEST

Original $19,992,000
Supplemental $ 500,000

TOTAL $20,492,000 $20,143,000 $20,419,000
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According to USTR, the requested $151,000 increase for FY
1994 is attributable to inflation increases and higher personnel
costs (compensation and benefits), less cuts in administrative
expenses to meet the targets of President Clinton's Executive
Order directing a three percent cut in such expenses. Several
other expenses, including the travel and communications accounts,
also are reduced from the FY 1993 levels. The budget request
also assumes a reduction in USTR's full-time equivalent (FTE)
positions from 162 to 157.

C. ITC

The ITC's budget request for FY 1994 is $45,888,000, an
increase of $1,036,000 (2.3 percent) over the FY 1993
appropriation level of $44,852,000. The FY 1995 budget request
is $47,041,000, a $1,153,000 (2.5 percent) increase over the FY
1994 request level.

U.S. International Trade Commission Proposed Budget

FY 1993 FY 1994 FY 1995
APPROPRIATION REQUEST REQUEST

$44,852,000 $45,888,000 $47,041,000

On April 8, subsequent to the ITC's formal budget
submission, Chairman Newquist sent Chairman Moynihan a letter
setting out the ITC's budget without the general, cost-of-living
pay increases. Without these increases (2.2 percent in FY 1994
and 2.0 percent in FY 1995), the budget level proposed for FY
1994 would be $45,416,000 (1.3 percent higher than the current
appropriation level), and the FY 1995 level would be $45,974,000.

According to the ITC, the increases in the budget requests
are necessary to cover non-discretionary increases in costs for
personnel (compensation and benefits), rental of space, and
replacement of equipment. These will be offset in part by
reductions in travel and communications expenses. The FY 1994
budget request funds 474 FTE positions, 12 fewer than the current
appropriation level.

The ITC's budget is not subject to review or control by the
Executive Branch. To preserve the ITC's independence, by law the
Office of Management and Budget must submit its budget directly
to Congress without change. The ITC has indicated, however, that
it voluntarily has reduced its budget requests (from higher
levels approved earlier by the commissioners) in order to comply
with the President's budget reduction directives for the
Executive Branch.
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October 14, 1993

Dear Mr. Chairman:

As part of its policymaking process, the Senate Committee on
Finance anticipates a need for impartial and detailed information
on the competitiveness of environmental technology manufacturing
and service industries in the United States. Recent reports
prepared by the Office of Technology Assessment (OTA) at the
request of the Committee have highlighted the emerging market
opportunities for U.S. exporters of these goods and services.
The OTA reports have also underscored the need for better data
about the extent to which U.S. competitors are involved in e,'ort
promotion of their environmental technology goods and services.

Accordingly, the Committee hereby requests, pursuant to
section 332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)),
the Commission to collect and analyze information on the
competitiveness of U.S. industries producing environmental goods
and services. Specifically, the Committee requests that the
Commission provide two reports. These should be comparative in
nature, reviewing the export promotion/technical assistance
policies of the United States' top competitors in the
environmental technology field, including but not limited to
Japan and Germany.

The first report should focus on the industry providing
goods and services for municipal and industrial water supply and
for municipal and industrial wastewater treatment and disposal.
The second report should focus on the industry providing goods
and services for air pollution prevention and abatement. The
first report should be delivered within 12 months of the release
of OTA's final report in its series on American Industry and the
Environment, which is anticipated before the end of this year;
the second report should be delivered not later than 12 months
after delivery of the first report.

In defining the scope of its investigations, the Commission
should focus on:

(1) those industries that provide such conventional
environmental goods and services as pollution abatement,
pollution prevention, or environmental remediation; or goods and
services that have as a central component the reduction of energy
or materials consumption or the reduction of environmental impact
during use or upon disposal; and
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(2) those industries that would benefit in foreign markets
from greater coordination among export promotion and market
development, environmental regulation, technology transfer,
technical development assistance, economic development or other
financial assistance, and intellectual property protection
policies.

Thank you for your attention to this request.

Sincerely,

Daniel Patrick Moynihan
Chairman

The Honorable Don E. Newquist
Chairman
U.S. International Trade Commission
500 "E" Street, S.W.
Washington, D.C. 20436



COMMITTEE ON FINANCE NORTH AMERICAN FREE TRADE AGREEMENT
(NAFTA) DRAFT IMPLEMENTING PROPOSAL

Staff Recommendations

Wednesday, October 20, 1993

1. Consultations with State Governments (Article 105, p. 1-3)

Replace the bracketed language in the third paragraph on p.
1-3 with the following:

"In order to conform, to the greatest extent practicable,
state laws and practices with the NAFTA, and to improve
the federal-state consultative process:

"(1) the President shall consult through the
Intergovernmental Policy Advisory Committee for Trade
(IGPAC); and

"(2) the USTR shall establish an expanded consultative
process to address particular issues that arise under
the NAFTA, which shall include:

"(a) assisting the states in identifying state
measures that are inconsistent with the
NAFTA;

"(b) informing the states concerning any matter
arising under the NAFTA that directly relates
to, or may have a direct impact on, them;

"(c) providing the opportunity for the states to
submit information and advice with regard to
such matters, and taking into account such
information and advice in formulating U.S.
positions; and

!'(d) involving the states, to the greatest extent
practicable, at each stage of the development
of U.S. positions with respect to such
matters (whether they are before a committee,
subcommittee, or working group established by
the NAFTA or are to be decided by a dispute
settlement panel).

"This federal-state consultative process does not create
an 'advisory committee' subject to the requirements of the
Federal Advisory Committee Act.

"Statement of Administrative Action to elaborate on this
consultative process, including the designation by USTR
and the states of a coordinator ('single point of
contact') for state-related matters under the NAFTA."
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2. Initial Imnlementing Regulations (Article 10S, p. 1-3)

Replace the bracketed language in the sixth paragraph on p.
1-3 with the following:

"except that, at a minimum, interim regulations on rules
of origin reflecting the Uniform Regulations required by
Article 511 shall be issued as soon as possible and no
later than the date of entry into force of the Agreement."

3. GSP Status of Mexico (Article 302, p. 3-1)

At the end of the first paragraph on p. 3-1, insert the
following:

"The President shall withdraw beneficiary status under the
Generalized System of Preferences program from Mexico on
the effective date of the proclamation to carry out the
schedule of duty reductions with Mexico."

4. Amendments to the NAFTA (Article 302, p. 3-1; Annexes 401,
403.1, 403.2, p. 4-1; Article 2202, p. 22-1)

Replace the bracketed language at the bottom of p. 3-1 with
the following:

"The President is authorized, subject to consultation and
layover requirements, to proclaim tariff modifications,
including any acceleration of tariff staging, as may be
agreed by the Parties."

Replace the bracketed language at the bottom of p. 4-1 with
the following:

"The President is authorized, subject to consultation and
layover requirements, to proclaim modifications to
specific rules of origin in Annex 401 and to the
automotive tracing requirements in Annexes 403.1 and
403.2."

Replace the bracketed language on p. 22-1 with the following:

"Changes in statutes to implement a requirement.
amendment, or recommendation.

"Normal legislative procedures will apply to any changes
in statutes needed for future amendments to the NAFTA.

"Proclamation authority subject to consultation and
layover requirements.
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"The President is authorized to proclaim --

"tariff modifications, including any acceleration of
tariff staging agreed to by the Parties;

"modifications to specific rules of origin in Annex
401, and the automotive 'tracing' requirements in
Annexes 403.1, and 403.2;

"modifications in provisions of the bill that enact
Article 415 (rule of origin definitions) agreed by the
Parties during the first year after enactment of the
NAFTA Act;

"only if --

"(1) the President has obtained advice regarding the
proposed action from appropriate private sector
advisory committees and from the ITC;

"(2) the President has submitted a report to the House
Ways and Means and Senate Finance Committees
setting forth the proposed action and reasons
therefor and the advice obtained; and

"(3) at least 60 calendar days have expired since
submission of the report and the President has
consulted the committees during this period.

"Initial proclamations authorized in the NAFTA Act (tariff
modifications to implement schedules of duty reductions,
basic and specific rules of origin, various customs
provisions) may take effect no earlier than 15 days after
the proclamation is published in the Federal Register."

5. Restrictions on Accelerated Tariff Elimination (Article 302,
p. 3-2)

At the top of p. 3-2, insert the following:

"For those tariff items for which the U.S. tariff phaseout
period under the NAFTA is more than 10 years, the
Administration may consider a request for acceleration of
the phaseout schedule only if such acceleration is not
opposed by U.S. producers. If a request for acceleration
has been previously denied, a new request cannot be
considered (1) unless it includes new information
indicating changed circumstances, and (2) if the previous
request was denied in any of the preceding three calendar
years or three acceleration reviews, whichever is longer.
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"Statement of Administrative Action to provide additional
details on the Administration's plans for implementing
tariff acceleration procedures.

"Committee report to urge the Administration to press
Mexico for accelerated removal of its tariffs on certain
U.S. products, particularly those for which reciprocal
concessions were not obtained from Mexico in the NAFTA."

6. Drawback Authority (Article 303, p. 3-4)

After the third paragraph on p. 3-4, add the following:

"Provides that any person claiming drawback must disclose
to Customs whether that person has prepared or intends to
prepare a NAFTA Certificate of Origin. If a Certificate
is prepared after a drawback claim is filed, the drawback
claimant must disclose to Customs the existence of the
Certificate within 30 days, and any amount of drawback
paid must be adjusted accordingly."

7. Marking Requirements for Certain Pipes and Fittings.
Compressed Gas Cylinders, and Manhole Rings and Covers
(Article 311, p. 3-7)

Strike the last sentence in the paragraph on p. 3-7, and
replace with the following:

"Also amends section 304 to provide that certain pipes and
fittings may be marked by means of continuous paint
stenciling in addition to the methods provided in section
304(c)(1) and that certain manhole rings or frames may be
marked with 'an equally permanent method of marking' in
addition to the methods provided in section 304(e). Makes
conforming changes to section 304(c)(2)."

8. Report on Automotive Trade (Annex 300-A, p. 3-9)

At the bottom of p. 3-9, insert the following:

"Findings.--The Congress finds that automotive trade is
one of the most restricted areas of trade between the
United States and Mexico; and that the NAFTA's elimination
of Mexican barriers to such trade should increase
substantially U.S. automotive exports (as reflected in
estimates by the U.S. Department of Commerce and the U.S.
auto industry).
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"Reports.--For each of the first five years of the NAFTA,
USTR shall report to the Senate Finance and House Ways and
Means Committees on the effectiveness of the NAFTA's
automotive trade provisions. These reports shall include
information on current bilateral automotive trade levels;
remaining barriers; the amount U.S. exports have increased
over the previous year; whether such increases meet the
anticipated levels of new exports; and if not, what
actions USTR is prepared to take (including, but not
limited to, possible additional negotiations with Mexico)
to realize the expected benefits."

9. Proclamation Authority for Definitions Relating to Rules of
Origin (Article 415, p. 4-6)

After the paragraph on p. 406, add the following:

"The President is authorized to proclaim, subject to
consultation and layover requirements, modifications to
the definitions that may be agreed to by the Parties
during the first year after enactment of the NAFTA."

10. Changes to Procedures for "Snapback" of Tariffs on Canadian
Agricultural Products (Article 703/Annex 703.3, p. 7-3)

At the middle of p. 7-3, insert the following:

"Special Tariff Provisions for Fresh Fruits and
Vegetables:

"Section 301(a) of the United States-Canada Free-Trade
Agreement Implementation Act of 1988 (CFTA Act) is amended
to provide that the Secretary of Agriculture may impose a
temporary duty on any Canadian fresh fruit or vegetable
(as defined in the statute) entered into the United States
if:

"1(1) The'Secretary, or his designee, determines that both
of the conditions set forth at section 301(a)(1)(A)
and (B) of the CFTA Act (relating to the import price
of the fresh fruit or vegetable and the planted U.S.
acreage for the like product) exist at the time that
imposition of the duty is recommended, and notice of
such determination is published in the Federal
Register; and

"(2) Not later than seven days after publication of such
notice, and having considered whether the conditions
in subparagraphs (A) and (B) have led to a distortion
in U.S.-Canada trade in the relevant product, the
Secretary determines to impose the temporary duty.
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"The Commissioner of Customs and Director of the Census
Bureau shall provide the Secretary with timely information
concerning the importation of Canadian fresh fruits or
vegetables, and importers shall be required to report such
information as soon as practicable to the Commissioner of
Customs."

11. Monitoring Imports of Broomcorn Brooms (Article 801; Annex
801.1, p. 8-1)

At the bottom of p. 8-1, insert the following:

"Statement of Administrative Action to provide that the
Executive Branch will take the following actions: (1) it
will carefully monitor U.S. imports of broomcorn brooms
from Mexico once the NAFTA enters into force; (2) if the
NAFTA's elimination of tariffs on these products results
in increased imports from Mexico and causes or threatens
to cause serious injury to U.S. producers, it will take
action consistent with the NAFTA and U.S. law to rectify
the situation; and (3) it will consult with the Congress
concerning any developments with respect to imports of
broomcorn brooms from Mexico."

12. Establishment of Rosters of Panelists (Annex 1901.2, p. 19-1)

Replace the' bracketed language on p. 19-1 with the following:

"Identical provisions regarding the establishment and
functions of the interagency group. With regard to the
selection of panelists, identical provisions, with
conforming amendments, and with the added requirement
that, at the time the USTR submits candidate lists, it
shall submit to the Senate Finance and House Ways and
Means Committees a written report that contains: (1) such
information regarding the individuals on the lists as the
Committees may require; and (2) if the preliminary
candidate lists include individuals who are not judges or
former judges, a description of the efforts USTR has taken
to include judges and former judges, the reasons the list
is not comprised solely of judges or former judges, and
the efforts the USTR has made to ensure that the non-
judges included on the list have the appropriate
qualifications.

"Committee report to expand on information to be required
of individuals on preliminary candidate lists, taking into
.account that federal judges are subject to confirmation.
Report to clarify that the request for information is not
intended to discourage judges and former judges from
serving on binational panels, but to encourage the
selection of qualified panelists."
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13. Standard of Review in Binational Panel Cases (Article 1904,
p. 19-8)

After "Existing U.S. law applies," on p. 19-8, add the
following:

"Statement of Administrative Action and committee report
to emphasize that NAFTA requires binational panels to
apply the same standard of review as domestic courts."

14. Grounds for Invoking Extraordinary Challenge Procedure
(Annex 1904.13, p. 19-9)

Opposite Annex 1904.13 on p. 19-9, insert the following:

"Express the sense of the Congress that the failure of a
panel to apply the appropriate standard of review, if such
failure materially affected the outcome of the panel
process, would, in the great majority of cases, in and of
itself threaten the integrity of the binational panel
review process. Provide further that the term
'manifestly' means only that the error is clearly evident
and does not mean that the error itself must be of great
magnitude."

15. Procedures for Invoking Extraordinary Challenge Procedure
(Annex 1904.13, p. 19-9)

After the paragraph added pursuant to item 14 above on p. 19-
9, add the following new paragraph:

"Statement of Administrative Action to elaborate on
procedures by which interested parties can request that an
extraordinary challenge committee be convened. Committee
report to emphasize need for such procedures."

16. Import Monitoring (Annex 1904.15, p. 19-11)

Strike "No change to existing U.S. law" in the paragraph on
p. 19-11, and replace with the following:

"Identical provision, with conforming amendments.

"Statement of Administrative Action and committee report
to set forth the intention to monitor vigilantly foreign
government actions in cases where there is the potential
for subsidization (with particular attention to the
provision of capital, loans, or loan guarantees on terms
inconsistent with commercial considerations); as, for
example, was stated in USTR's recent announcement of its
intention to do so in response to the section 409(b)
petition filed by Vista Chemical Company concerning linear
alkylbenzene (LAB) production in Canada."
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17. Subsidy Negotiations (Article 1907, p. 19-14)

Strike the third full paragraph on p. 19-14, and replace with
the following:

"(a) Negotiating obiectives.--The negotiating objectives
of the United States with respect to subsidies, for
any trade agreement entered into by the President
(including any agreement to amend or permit accession
to the NAFTA), include, but are not limited to:

"(1) achievement of increased discipline on domestic
subsidies provided by a foreign government,
including (A) the provision of capital, loans,
or loan guarantees on terms inconsistent with
commercial considerations; (B) the provision of
goods or services at preferential rates; (C)
the grant of funds or forgiveness of debt to
cover operating losses sustained by a specific
industry; and (D) the assumption of any costs or
expenses of manufacture, production, or
distribution;

"(2) achievement of increased discipline on export
subsidies provided by a foreign government,
particularly with respect to agricultural
products; and

"(3) maintenance of an effective countervailing duty
(CVD) remedy against all subsidized imports that
materially injure or threaten to materially
injure U.S. industries, and achievement of
effective discipline on circumvention of CVD
orders."

18. GAO Report on Chapter 19 Panel Decisions (Chapter 19, p. 19-
16)

At the end of the description of Chapter 19 provisions on p.
19-16, add the following new paragraph:

"Require GAO to report on CFTA Chapter 19 panel decisions
to date, analyzing each decision, the panel's application
of the appropriate standard of review, and the volume of
trade affected by the decision, and comparing the panel
decision with CIT rulings on similar issues. Require
similar annual reports on NAFTA Chapter 19 panel
decisions."
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19. Clarification of the "Effects Test" (Chapter 19, p. 19-16)

After the paragraph added in item 18 above on page 19-16, add
the following new paragraph:

"Statement of Administrative Action and committee report
to clarify that, once the Department of Commerce has found
that a subsidy has been provided, it does not have to show
that the subsidy affected the price or output of the
subject merchandise. Statement of Administrative Action
to provide that Administration will be willing to seek a
legislative change if panels continue to misapply the
test."

20. Clarification of "Specificity Test" (Chapter 19, p. 19-16)

After the paragraph added in item 19 above on page 19-16, add
the following new paragraph:

"Statement of Administrative Action and committee report
to clarify that the Department of Commerce may find that a
subsidy is provided to a specific industry based on such
factor or factors as it determines relevant, including one
or more of those set out in its proposed regulations.
Statement of Administrative Action to provide that
Administration will be willing to support legislation to
correct the problem if panels continue to misapply the
test."

21. Allocation of Subsidies Over Time (Chapter 19, p. 19-16)

After the paragraph added in item 20 above, add the following
new paragraph:

"Statement of Administrative Action and committee report
to clarify that the.Commerce Department has the discretion
to allocate subsidies over a reasonable period of time
such as the average useful life of an industry's renewable
physical assets as established by the IRS. Statement of
Administrative Action to provide that Administration will
be willing to support legislation to correct the problem
if panels continue to misapply the provision."

22. Authorization of Appropriations for Secretariat. Chapters 19
and 20 Panels and Committees (Article 2002, pp. 20-1 and
20-2)

Strike the second paragraph on p. 20-1 and the bracketed
language at the top of p. 20-2, and replace with the
following:
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"Authorizes appropriations to the department or agency
within which the U.S. Secretariat is established
(Department of Commerce) of the lesser of such sums as may
be necessary or $2,000,000 for each fiscal year after
fiscal year 1993 for the establishment and operations of
the U.S. Secretariat and for payment of the U.S. share of
expenses of binational panels and extraordinary challenge
committees convened pursuant to Chapter 19 and dispute
settlement proceedings under Chapter 20. The U.S.
Secretariat may retain and use funds provided by the
Canadian and Mexican Secretariats for payment of their
share of such expenses."

23. Selection of Candidates for Chapter 20 Panel Roster
(Articles 2008-2017, p. 20-5)

At the top of p. 20-5 add the following:

"The USTR is required to consult with the Ways and Means
and Finance Committees regarding the selection of
candidates for the Chapter 20 roster."

24. Cultural Industries (Article 2106/Annex 2106, p. 21-3)

Opposite Article 2106 on p. 21-3, insert the following:

"The Trade Act of 1974 is amended to add a new section 183
('Identification of a Country that Denies National
Treatment, Market Access, or Adequate and Effective
Intellectual Property Rights Protection for Cultural
Industries') providing that:

"(1) By no later than 30 days after submission to Congress
of the annual National Trade Estimates report, USTR
shall identify any act, policy, or practice of Canada
adopted or expanded after December 17, 1992 affecting
cultural industries, and which would violate or be
inconsistent with the NAFTA but for Article 2106.
Any act, policy, or practice so identified should be
treated, for purposes of section 301, as the basis
for Canada's identification under the special 301 law
as a 'priority foreign country', unless the United
States has already taken action under Article 2106 in
response to it.

"(2) In determining whether to make such an
identification, USTR shall consult with and take into
account the views of the relevant U.S. industries,
appropriate advisory committees, and appropriate
federal government officials."
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CHAIRMAN'S PROPOSAL

UNITED STATES CUSTOMS SERVICE
FISCAL YEARS (FY) 1994 AND 1995 BUDGET AUTHORIZATIONS

Thursday, October 14, 1993

A. FY 1994 and FY 1995 Budget Authorizations

FY 1993 FY 1994 FY 1995

lAppropriation Request Chairman's Chairman' 8
I. I j Proposal Proposal

Salaries & Expenses

Non-Commercial
Operations $ 540,783,000 $ 540,783,000 S 527,000,000

Commercial
Operations $ 771,036,000 $ 771,036,000 S 748,000,000

TOTAL $1,315,917,000 $1,311,819,000 $1,311,819,000 $1,275,000,000

Air & Marine
Interdiction 5 132,416,000 $ 95,156,000 $ 95,156,000 $ 128,000,000

Explanat on.--The FY 1994 authorizations reflect the
President's budget request. The FY 1995 authorizations extend
the FY 1994 authorizations, with adjustments to maintain current
operating levels and to reflect the next installments of the
President's directives mandating cuts in administrative costs and
personnel reductions. The FY 1995 authorization for salaries and
expenses assumes no pay increase in FY 1995.

B. Reporting Requirements Regarding Proposed Customs Actions

Amend 19 U.S.C. 2075(g) to repeal two provisions: (1) a
provision prohibiting a reduction in the number of Customs
personnel assigned to the headquarters office of any Customs
district designated by statute before April 7, 1986; and (2) a
provision requiring that the total number of Customs employees be
equivalent to at least 17,174 full-time employees. Further amend
19 U.S.C. 2075(g) by providing for a 90-day review period (rather
than 180-day review) of certain proposed actions of the Customs
Service. These review requirements would continue to apply to
any action that would: (1) result in any significant reduction
in force of employees other than by means of attrition; (2)
result in any significant reduction in hours of operation or
services rendered at any Customs office; (3) eliminate or
relocate any Customs office; (4) eliminate any port of entry; or
(5) significantly reduce the number of employees assigned to any
Customs office or port of entry.
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Specifically, the Chairman's proposal would strike
paragraphs (1) and (3) of 19 U.S.C. 2075(g) and amend paragraph
(2) by substituting "90 days" for "180 days."

Explanation.--The Chairman's proposal eliminates
restrictions that unnecessarily hamper Customs' ability to
allocate its resources most effectively. The change in the lay-
over period, from 180 days to 90 days, should permit Customs to
implement any reorganization plans more promptly while still
providing the Committee with a meaningful period in which to
review proposed organizational or personnel changes.



CHAIRMAN'S PROPOSAL

OFFICE OF THE UNITED STATES TRADE REPRESENTATIVE (USTR)
FISCAL YEARS (FY) 1994 AND 1995 BUDGET AUTHORIZATIONS

Thursday, October 14, 1993

Explanation.--The Chairman's proposal increases USTR's
funding by $550,000 over the levels requested for both FY 1994
and FY 1995. Those request levels represented increases of
$151,000 and $427,000, respectively, over the original FY 1993
appropriation, but were below the final FY 1993 appropriation
level (including the $500,000 supplemental appropriation passed
in July).

The increase in the Chairman's proposal has two components:
(1) restoration of $250,000 for the five full-time equivalent
(FTE) positions cut in the FY 1994 request (which reduced the FTE
level from 162 to 157); and (2) restoration of $300,000 to cover
Foreign Administrative Assistance Support (FAAS) expenses. These
are costs historically paid by USTR to the State Department for
services such as worldwide cable traffic, security at the Geneva
office, and interpreters. The FY 1993 appropriation required the
State Department to absorb these expenses, but in FY 1994 USTR
again has to reimburse the State Department for them.

FY 1993 FY 1994 FY 1995

Chairman's Chairman's
Appropriation Request Proposal Request Proposal

$20,492,0001 [ $20,143,000 $20,693,000 J $20,419,000 $20,969,000

U The original FY 1993 appropriation was $19,992,000;
an additional $500,000 was provided in July 1993
through a supplemental appropriation.



CHAIRMAN'S PROPOSAL

UNITED STATES INTERNATIONAL TRADE COMMISSION (ITC)
FISCAL YEARS (FY) 1994 AND 1995 BUDGET AUTHORIZATIONS

Thursday, October 14, 1993

Explanation.--The Chairman's proposal reduces the ITC's FY
1994 budget request by $472,000 and its FY 1995 budget request by
$1,067,000. These reductions provide the ITC with the full
funding levels requested less general, cost-of-living pay
increases of 2.2 percent in FY 1994 and 2.0 percent in FY 1995.
Subsequent to the ITC's formal budget submission, ITC Chairman
Newquist sent Chairman Moynihan a letter setting out the ITC's
budget with these pay increases omitted, conforming the ITC with
the Administration's budget reduction directives for Executive
Branch agencies. The Chairman's proposal is consistent with the
budget figures provided by the ITC in that letter.

The Chairman's proposal also repeals section 410 of the
Trade Act of 1974, which established the East-West Trade
Statistics Monitoring System. This required the International
Trade Commission to monitor U.S. imports to, and exports from,
non-market economy' countries and publish and transmit such data
to Congress on a quarterly basis.



REPORT LANGUAGE OFFERED BY SENATOR PACKWOOD TO
ACCOMPANY THE AMENDMENT OF 19 U.S.C. SECTION 2075(q)

The Committee on Finance understands that the
United States Customs Service is undertaking an
extensive nationwide reorganization study, in which it
will examine the distribution of its resources. The
purpose of the study is to determine the most efficient
way in which Customs can distribute its resources in
the face of declining budgets and deficit reduction.
The Committee further understands that based on this
study, Customs may have to close or relocate offices or
facilities and/or may have to reduce significantly
personnel at Customs Service offices. However, as,
Customs undertakes this reorganization, the Committee
urges Customs to take into consideration the impact on
communities in which offices slated for closure,
relocation, or significant reductions in personnel are
located.

The Committee expects, therefore, that before
Customs takes action to move or relocate a Customs
office or reduce significantly the personnel of a
Customs office, it will first consult with Members of
the United States House of Representatives and Senate
representing1 the impacted community. Additionally,
Customs should notify and seek comments from state and
municipal law enforcement officials, port authorities,
importers, and customs brokers in the impacted
community as appropriate and practicable under the
circumstances. Finally, in the event the Commissioner
of Customs decides that closure or relocation of a
Customs office is warranted, Customs should include in
the required notification to the Committees on Ways and
Means and Finance an explanation of the reasons for the
closure or relocation.

(



-HE UNITED STATES TRADE REPRESENTATIVE
Execurive Office oi the I'esiaent

Wasnington. D.C. 20506

_ecreiar, o: z3mmerce _-.a -.. austriai _evecisprien:
..4;:* .s *e S ,D. e D -_

Dear Dr. Serra:

I have the honor to confirm the following understanding reached
between the delegations of the United States of America and
Mexico, in the course of negotiation of the North American Free
Trade Agreement (hereinafter referred to as the "NAFTA"):

1. The NAFTA shall not apply in respect of Guam, the
Commonwealth of the Northern Mariana Islands,
American Samoa and the U.S. Virgin Islands.

2. References in the NAFTA to a state of the United
States shall be deemed to refer also to the
District of Columbia and the Commonwealth of
Puerto Rico.

I have the further honor to propose that this letter, and your
letter of confirmation in reply, constitute an agreement between
our two governments, to enter into effect upon the entry into
force of the NAFTA.

Carla A. Hills

I -_ �_ -



HE UNITED STATES 7RAOE REPRESENTATIVE
Executive Office ot tne Presacent

Wasnington . C. 20506

The Honorable Jaime Serra Puche
Secretary of Commerce and Industrial Deveiopment
Alfonso Reyes 30, Piso 10
Colonia Condesa
06140 Mexico D.F.

Dear Cr. Serra:

_ have the honor to confirm the following understanding reacned
between the delegations of the United States of Ameriza and the
United States-of Mexico in the course of negotiations regarding
Chapter 7 (Agriculture and Sanitary and Phytosanitar, Measures)
of the North American Free Trade Agreement (.1AFTA).

In recognition that our two Governments have reached a
satisfactory agreement in the NAFTA on concessions O:r
agricultural goods relating to market access and
"tariffication," neither Government will request the other
to improve the terms or conditions of those czncessizns .n
the Uruguav Round of Multilateral Trade Negotia:izns under
':te General Agreement on Tariffs and Trade.

wouid be graceful if you would confirm that this .,aers:an:..-
:s snared >y our government.

S inc e re-i-st,

,a A. Hi --l _

Carla A. Hills



-- E UNITED STATES TRADE -PFRESENTATIVE
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Nasnington. 0.C. 20506
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Dear Minister Wilson:

I have the honor to confirm the following understanding reached
between the delegations of the United States of America and
Canada in the course of negotiation of the North American Free
Trade Agreement (hereinafter referred to as the "NAFTA"):

1. The NAFTA shall not apply in respect of Guam, the
Commonwealth of the Northern Mariana Islands,
American Samoa and the U.S. Virgin Islands.

2. References in the NAFTA to a state of the United
States shall be deemed to refer also to the
District of Columbia and the Commonwealth of
Puerto Rico.

I have the further honor to propose that this letter, and your
letter of confirmation in reply, constitute an agreement between
our two governments, to enter into effect upon the entry into
force of the NAFTA.

Sincer-ey,

/Carla A. Hills
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-HE UNITED STATES TRADE REPRESENTATIVE

Executive Office of the President
Washington. D.C. 20506

-he oncracie :: c-_-. U i.In

flnis -1r -r:,a-- .a ce
Ottawa, Ontario KiA 0H5

-Dear Minister Wilson:

I have the honor to confirm the following understanding reached
between the delegations of the United States of America and
Canada in the course of negotiation of the North American Free
Trade Agreement (hereinafter referred to as the "NAFTA")
regarding the continuing application, as between our two
governments, of certain provisions of Article 708 of the United
States-Canada Free Trade Agreement (hereinafter referred to as
the "FTA")-that are not incorporated into the NAFTA.

Subject to such arrangements regarding the transition from the
FTA to the NAFTA as might be agreed by the United States and
Canada:

1. The United States and Canada shall act in accordance
with paragraphs 1 and 4 of Article 708, and with Annex
708.1 and the Schedules thereto.

2. The bilateral technical working groups established in
accordance with paragraph 4 of Article 708 shall
continue to meet and work towards the implementation of
these provisions. These groups shall take full account
of activities already undertaken by them, and any
reports and recommendations made to date.

3. The Joint Monitoring Committee established under
paragraph 4(c) of Article 708 shall continue to perform
its functions as provided for in that paragraph. Any
reports or recommendations of the Joint Monitoring
Committee that have been adopted by the two governments
shall continue to be operative.

4. The Technical Working Group on Fish and Fishery Product
Inspection shall continue to meet in accordance with
the Terms of Reference adopted at the meeting of the
United States - Canada Trade Commission held on
December 30, 1989.

mmawaw��11
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Any issues arising out of :he _mpiemzenta- n c:
paragraphs 1 and 4 of Article 708, and Annex 708.1 and
the Schedules thereto, that would have been subject to
dispute settlement procedures under Chapter 18 of the
FTA shall be deemed to be matters "that might affect
the operation of this Agreement" under Article 2006 of
the NAFTA, in respect of which Canada and the United
States may have recourse to dispute settlement
procedures under Chapter Twenty of the NAFTA. It is
understood that the Government of the United Mexican
States has concurred with this arrangement.

I have the honor to propose that this letter, and your letter of
confirmation in reply, which is authentic in English and French,
constitute an agreement between our two governments, to enter
into force on the date of entry into force of the NAFTA for the
United States and Canada and to remain in effect for such time as
they remain parties to the NAFTA.

Yours sincerely,

Carla A. Hills



-'E _'IITEn STATES T RA0E =--m=cENTA7!iVE
:Aec_:;/e Cffice or try -e-s-aent

.'Jasnington. C.C. :-5G6
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06140 tlexico D.r.

Dear Dr. Serra:

Enclosed is an exchange of letters between Minister Wilson and me

regarding certain matters currently covered by Chapter 7 of the

United States - Canada Free Trade Agreement (FTA). I would be

grateful for your confirmation of our understanding, recorded in

point six of the attached letters, that issues arising out of the

implementation of Article 708 of the FTA shall be deemed matters

"that might affect the operation of this Agreement" under Article

2006 of the North American Free Trade Agreement (NAFTA), in

respect of which the United States and Canada may have recourse

to dispute settlement procedures under Chapter Twenty of the

NAFTA.

SincerelIy,

Carla A. Hills

Enclosure
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Dear Ambassador Hills:

I have the honour to confirm the following
understanding reached between the delegations of Canada
and the United States of America in the course of
negotiation of the North American Free Trade Agreement
(hereinafter referred to as the "NAFTA"):

1. The NAFTA shall not apply in respect of Guam,
the Commonwealth of the Northern Mariana
Islands, American Samoa and the U.S. Virgin
Islands.

2. References in the NAFTA to a state of the
United States shall be deemed to refer also
to the District of Columbia and the
Commonwealth of Puerto Rico.

I have the honour to propose that this
letter, which is authentic in E1nglish and French, and
your letter of confirmation in reply, constitute an
agreement between our two Governments, to enter into
effect upon the entry into force of the NAFTA.

Yours cincerely,

Michael H. Wilson

:::aura -- aca -;A
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Vinister or Irnustrv. Ministre de I ruStrie ces
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Minister for :riernarionai Trace ministre au Coimmerce exterleur

mibassaacr- ~-ar i ls
ni' 2n _as - - --e .. cresentazv-e
'00 Sevenreentr'. 'er- ' .I.
Washington, D.C. 20506

Dear Ambassador Hills:

I have the honour to confirm the following
understanding reached between the delegations of Canada
and the United States of America in the course of
negotiation of the North American Free Trade Agreement
(hereinafter referred to as the "NAFTA") regarding the
continuing application, as between our two Governments,
of certain provisions of Article 708 of the Canada-
United States Free Trade Agreement (hereinafter
referred to as the "FTA") that are not incorporated
into the NAFTA.

Subject to such arrangements regarding the
transition from the FTA to the NAFTA as might be agreed
by Canada and the United States:

1. Canada and the United States shall act in
accordance with paragraphs 1 and 4 of Article
708, and with Annex 708.1 and the Schedules
thereto.

2. The bilateral technical working groups
established in accordance with paragraph 4 of
Article 708 shall continue to meet and work
towards the implementation of these
provisions. These groups shall take full
account of activities already undertaken by
them, and any reports and recommendations
made to date.

3. The Joint Monitoring Committee established
under paragraph 4(c) of Article 708 shall
continue to perform its functions as provided
for in that paragraph. Any reports or

./2
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5. In order to avoid unnecessary duplication of
efforts, the working groups and committee
referred to in paragraphs 2-4 shall
coordinate their work, where appropriate,
with that of the Committee on S&P Measures
established under Chapter 7 of the NAFTA.

6. Any issues arising out of the implementation
of paragraphs 1 and 4 of Article 708, and
Annex 708.1 and the Schedules thereto, that
would have been subject to dispute settlement
procedures under Chapter 18 of the FTA shall
be deemed to be matters "that might affect
the operation of this Agreement" under
Article 2006 of the NAFTA, in respect of
which Canada and the United States may have
recourse to dispute settlement procedures
under Chapter Twenty of the NAFTA. It is
understood that the Government of the United
Mexican States has concurred with this
arrangement.

I have the honour to propose that this
letter, which is authentic in English and French, and
your letter of confirmation in reply, constitute an
agreement between our two Governments, to enter into
force on the date of entry into force of the NAFTA for
Canada and the United States and to remain in effect
for such time as they remain parties to the NAFTA.

Yours sincerely,

Michael H. Wilson
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Ambassador Carla A. Hills
United States Trade Representative
600 Seventeenth Street, N. W.
Washington, D. C. 20506

Dear Ambassador Hills:

I am pleased to receive your letter dated January 19,
1993, which reads as follows:

"I have the honor to confirm the following
understanding reached. between the delegations of
Mexico and the United States of America in the course
of negotiation of the North American Free Trade
Agreement (hereinafter referred to as the "NAFTA")

1. The NAFTA shall not apply in respect of Guam,
the Commonwealth of the Northern Mariana
Islands, American Samoa and the U. S. Virgin
Islands.

2. References in the NAFTA to a state of the United
States shall be deemed to refer also to the
District of Columbia and to the Commonwealth of
Puerto Rico.
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into effect upon zne entry into force of the NAFTA".

I have the honor to confirm that the understanding
expressed in your letter is shared by my Government,
and that your letter and this reply shall constitute
an agreement between our respective Governments, to
enter into effect upon the entry into force of the
NAFTA.

Yours sincerely
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Ambassador Carla A. Hills
United States Trade Representative
600 Seventeenth Street, N. W.
Washington, D. C. 20506

Dear Ambassador Hills:

I am pleased to receive your letter of today's date,
containing the following text:

"I have the honor to confirm the following
understanding reached between the delegations of the
United States of. America and the United States of
Mexico in the course of negotiations regarding
Chapter 7 (Agriculture and Sanitary and Phytosanitary
Measures) of the North Americ an Free Trade Agreement
(NAFTA).

In recognition that our two Governments have
reached a satisfactory agreement in the NAFTA on
concessions for agricultural goods relating to
market access and 'tariffication", neither
Government will request the other to improve the
terms or conditions of those concessions in the
Uruguay Round of Multilateral Trade Negotiations
under the General Agreement on Tariffs and
Trade.
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I have the honor to confirm that the understandingexpressed in your letter is shared by my Government,and that your letter and this reply shall constitutean agreement between our respective Governments.

Yours sincerely

''R. -TAIM\E -ERP.%
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Ambassador Carla A. Hills
United States Trade Representative
600 Seventeenth Street, N. W.Washington, D. C. 20506

Dear Ambassador Hills:

I am pleased to receive your letter of today's date,which reads as follows:

"Attached is an exchange of letters betweenMinister Wilson and me regarding certain matterscurrently covered by Chapter 7 of the Canada -U.S. Free Trade Agreement (FTA). I would begrateful for your confirmation of ourunderstanding, recorded in point six of theattached letters, that issues arising out of theimplementation of Article 708 of the FTA shallbe deemed matters "that might affect theoperation of this Agreement" under Article 2006,of the North Americanr Free Trade Agreement(NAFTA), in respect of which Canada and theUnited States may have recourse to dispute,settlement procedures under Chapter Twenty ofthe NAFTA".

I have the honor to confirm that the understandingexpressed in your letter is shared by my Government,and that your letter and this reply shall constitutean agreement between our respective Governments, toenter into effect upon the entry into force of theNAFTA.

tours sincerely
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The Embassy of the United States of America

presents its compliments to the Department of
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United States that :hLe Goverrnments oa :ne CIle:a

States and Canada intend to make arrangements 
for the

suspension of the operation of the Untted States -

Canada Pree Trade Agreement (PTA) upon the entry into

force of the NAFTA for our two Governments, the

suspension to remain in effect for such time as our

two Governments are Parties to the NAFTA.

It is also the understanding of the Government of

the united States that our two Governments intend to

make appropriate transitional arrangements 
to take

effect at the time of the suspension of the FTA.

It is the further understanding of the Government

of the United states that officials of the two

Governments will consult to reach and record 
an

agreement on these arrangements before the 
entry into

force of the NAPTA.

The Embassy would be grateful if the Department

of External Affairs and International Trade 
would



confirm that this understanding is shared by the

Government of Canada.

-he UTID3SSV -?news -< 7ne -Oearctent - xzernai
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Embassy of the United States of America,

Ottawa, January 19, 1992.
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'Torth American Free :rade 1greemenz NAFTA) zetween Canada,

the United Mexican States and the United States of America.

It is the understanding of the Government of Canada

that the Governments of Canada and the United States intend

to make arrangements for the suspension of the operation of

the Canada-U.S. Free Trade Agreement (FTA) upon the entry

into force of the NAFTA for our two Governments, the

suspension to remain in effect for such time as the two

Governments are Parties to the NAFTA.

It is also the understanding of the Government of

Canada that our two Governments intend to make appropriate

transitional arrangements to take effect at the time of the

suspension of the FTA.

It is the further understanding of the Government of

Canada that officials of the two Governments will consult to

reach and record an agreement on these arrangements before

the entry into force of the NAFTA.
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The Embassy of Canada avails itself of this opportunity

to renew to the Department of State the assurance of its

highest consideration.

Washington, D.C.

January 19, 1993
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DEPUTY UNITED STATES TRADE REPRESENTATIVE
EXECUTIVE OFFICE OF THE PRESIDENT

WASHINGTON, D.C. 20506

December 15, 1992

The Honorable Donald W. Campbell
Deputy Minister
International Trade
External Affairs and

International Trade Canada
125 Sussex Drive
Ottawa, XiA OG2
CANADA

Dear Deputy Minister Campbell:

You are familiar with the difficulties we have encountered in
reaching agreed interpretations of certain provisions in the

rules of origin in the Canada - U.S. Free Trade Agreement (FTA)

relating to the importation of certain automobiles into the

United States. Representatives of our two Governments have met

on several occasions to discuss these differences, and have

reviewed the matter carefully in the context of the North

American Free Trade Agreement ("NAFTA') negotiations. Most
recently, you and I met on November 10 to discuss the matter.

As we both understood in the NAFTA negotiations, and as I

reaffirmed to you in our November 10 discussions, the U.S. view

is that, no later than the entry into force of the NAFTA, the

NAFTA rule of origin for automotive products will be applied by

both the United States and Canada to all entries of automobiles

and light trucks that remain unliquidated or that have not been

finally liquidated. I am enclosing a copy of the statement to
this effect that we provided some months ago to the United States

Senate Committee on Finance in response to a question from
Senator Riegle. All subsequent customs entries for automobiles
and light trucks imported into the United States would then be

subject to the new NAFTA rules of origin. Entries of goods that

meet the NAFTA rules of origin would then receive preferential
tariff treatment. Those that do not meet the new rules would not

receive such preferential treatment.

To the extent that legislation is necessary to ensure that the

new NAFTA rules apply to unliquidated entries, we will include
such a provision as part of the NAFTA implementing legislation to

be submitted to the Congress. In this regard, we would consider

an entry not to'be finally liquidated if liquidation has been

protested under U.S. Customs procedures and the U.S. Customs
Service has not denied the protest. Therefore, entries that have
been protested under Customs procedures and that the U.S. Customs

fi=39 7%
. ~~~~~~~~~~~~~~10-08-93 04: 16PM P002 #0E6
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To the extent that legislation is necessary to ensure that the
new NAFTA rules apply to unliquidated entries, we will include
such a provision as part of the NAFTA implementing legislation to
be submitted tothe Congress. In this regard, we would consider
an entry not to'be finally liquidated if liquidation has been
protested under'U.S. Customs procedures and the U.S. Customs
Service has not'denied the protest. Therefore, entries that have
been protested under customs procedures and that the U.S. Customs

R=97%
10-08-93 04:16PM P002 #06 I
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The Honorable Donald W. Campbell
Page Two

Service has not denied by the time the NAFTA rules of origin are

enacted would be considered to be not finally liquidated.

I believe that this clarifies our intentions with respect to the
application of the NAFTA rules of origin for automotive products.

Enclosure

10-08-93 04:16PM P003 #06
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January 19, 1993

Mhe eonourable Julius L. Ratz
Wputy Tnitd States Trade Repreaentative
lffice of the United Btates Trads
ftpr"entativo
100 17th Street, NW.
Wahington, D.C. 20506

aar Ambausador tz:

Thankc you for your letter dated December 15
.992, concerning the application of the rules of oriqin
if the North American Pros Trade Agrea=nt (NAFTA) to
ertain entries of motor vehicles made under the
!anaadaw-U&S Fred Trade Agreement (tA).

Sn addition to those points raised in your
.etter, it Ls ou understanding that Govexnent of
lanada and U.S. Department of the TroUary officials
tiscusted last sumer an part of the NAFTA negotiations

lhe ranner in which the MAT rules of origin would
med to be applied in order to take account of the
ircumstancee surrounding these A entries.

Fiat, 1the negotiators noted that there are
to traCing requirements currently applicable, and
therefor,, that the producers old inportars of the
roods subject to the FTA entries probably could not
Masonbly be.expeated to have available the
LoOumAntaion necessary to comply with the most
Cteng ive NAPTA tracing rules for passger automobiles

Mnd light trucks for entries prior to enactment of the
mplemontinq legislation. In order to improve the
aoouracy of the calculation of U... and Canadian
i6ntent to the greatest extent possible, the
tagotiators discussed the application to the entries of
FNFrA Article 403(2) tracing reqp rements.
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second, they noted that a cOaMPMy whose
,isoal year began later than Janruary 1, 1989 should be

10e to include the period between that "to and the
gminnn9 of its fiscal year as a part of its .989-90
usc4a year for the purpose of averaging, just as a

Many Vould be abale to do in the first year after the
I&FIA c=s into force.

7inally, the negotiators doiaused the
foerrial of reviwi of any protest regarding such

mtriis under Custons procedurea untl l.isilation
bp1lying the NAT ruls of origin to such entries of
otorzvehicles has been enacted, amawuing that

hOO.3erated disposition of a protest is not requested
nd that legiglation is enacted prior to the exKpiration.
it the two-year protest per ld for any such entry. The
ieferral ot ruview of such proteots would avoid
lisputee over the iplementation of the FTA rules of

It in our understanding that Canadian Custcnu
mnd u.S. Treasury Dpartment offioials have stated they
save no difficulty in applying these aspects of the
ules of origin in the manner dlaUssed.
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DR. HERMINIO BLANCO MENOOZA
.igt OR LA NEGOCIACION cL
rRATAoc oc &ORC COmCRCiO

Mexico, D.Y., DiCiemre 14, 1992

ftbajador Julius Katz
Represontaute Comercial Adjunto
de Estados Unidos

Estimado rabajador Ratz:

Para efectos del Anexo 300-A, incluido el

Apdrndice 300-A.2, del propuesto Tratado de Libre

Cobmrcio de- mdrica d&1 -Norte, so consideraran

empresas productoras de "'vehiculos automotores",

existentes en H4xico con anterioridad a los vehiculos

modelo 1992, a las siguientes companias: Ford Motor

Company S.A. de C.V., Chrysler de Mexico S.A.,

General Motors de Mdxico S.A. de C.V., Volkswagen de

Mdxico S.A. de C.V. y Nissan Mexicana S.A. de C.V.

A t e n t am e n t a

95:91 66, 8 130
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HEADHigh-Tech, Low-Wage Lure; Hughes's Move t e
C lustae a Thorny NAFTA Issue

SERIES: Occasional

BYLINE: Tod Robberson, Washington Post Foreign Service

DATELINE: TIJUANA, Mexico

BODY: When former Hughes Aircraft Co. project manager William Lewis
was assigned the task in 1988 of defending a company decision to transfer
high-technology U.S. defense work from Newport Beach, Calif., to a Hughes
plant here in Mexico, he was suspicious.

"I had to live the lie," Lewis said in a telephone interview, referring to
claims that jobs wouldn't be lost. "I knew that somewhere down the line,
people would lose their jobs because of this."

What Lewis didn't anticipate was that his job would be among them.

He was one of several hundred laid-off Hughes employees who are
confronting the harsh reality that their skilled jobs are just as vulnerable to
competition from Mexico's low-cost labor force as are the assembly line jobs
of U.S. auto workers or other blue-collar employees. They are finding that not
even government contract work, supported by taxpayer dollars, is immune to
the lure of cost efficiency offered here in Mexico.

As Mexico joins the Clinton administration in the battle for U.S.
congressional approval of the proposed North American Free Trade
Agreement ( NAFTA) , it is finding that cheap labor and cost efficiency -- two
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of this country's strongest economic selling points -- are turning into political
hand grenades in the NAFTA debate.

Labor groups and other critics say that the United States, having already
lost thousands of manufacturing jobs to Mexico, would be foolish to ratify an
accord that could encourage even more U.S. companies to move south.

Proponents argue that NAFTA will open up Mexico's market for the
first time to a host of U.S. products and services, thus expanding employment
north of the border. In addition, the agreement's defenders say the pact will
help the United States to compete better against other world trading blocs,
also stimulating U.S. employment.

Hughes's experience illustrates some of the economic pressures central to
the debate over NAFTA.

Lewis and other former Hughes employees said that only a few years ago,
the U.S. defense industry had seemed immune to the southbound trend of
lower technology industries. The precision work performed by defense
contractors was regarded as too sensitive to delegate to workers in a
developing country such as Mexico.

But all that changed in April 1989. That's when the Air Force broke new
ground by authorizing Hughes's missile systems group to transfer some
production of microcircuits -- for missiles, jet fighters and other
defense-related products -- to a maquiladora plant in Tijuana.

Maquiladora facilities are foreign-owned factories, based in Mexico, that
make goods strictly for export. Hundreds of U.S. companies have used
maquiladoras to lower their labor costs by shifting jobs south, and NAFTA's
critics say the pact would open the door for more job losses.

'We recognize this move [to Tijuana] improves your competitiveness and
ultimately benefits the government," wrote Air Force contracting officer
Robert C. Smith in an April 1989 letter to Hughes.

Now, high-tech companies such as Hughes are finding that with proper
training and supervision, Mexican workers are just as capable as their U.S.
counterparts in manufacturing the complex microchips that go into aerospace
and defense products. And the savings is significant in an industry where
labor makes up 30 percent to 50 percent of production costs.

Ron E. Shaver, operations manager for Hughes's microelectronic circuits



division, said the cost savings in Mexico are critical to Hughes's remaining
competitive -- and preserving some related jobs in the United States.

.'Yes, we are taking work from the United States, but we wouldn't have the
business at all if we didn't have the plant here," Shaver said. "If we can save
five jobs [in the United-States] by having this operation here, blending work
[with U.S. plants] and holding onto a contract, then we're saving jobs. If we
lose the contract, more jobs are lost."

The starting wage in Tijuana for line operators -- the people manning the
microscopes and chip assembly lines -- is 20 Mexican pesos per day, or about $
6.40, according to plant manager Jose L. Gaitan. A more highly trained
technician has a starting wage of 35 pesos per day, or less than $ 1.50 per
hour. By comparison, a newly hired technician at the Newport Beach plant
earns about $ 17 per hour, a former Hughes technician said.

Inside dust-free production rooms here at Hughes's Circuitos Binacionales
de Tijuana maquiladora, Mexicans from nearby dirt-poor neighborhoods don
smocks and surgical masks each day to operate $ 100,000 machines. They
produce and test tiny microcircuits whose construction is so intricate that
microscopes are required to examine wiring one-eighth the thickness of a
human hair.

According to former Hughes employees and government documents, the
finished microchips are sent back to the United States, where at least some
are assembled inside weapons such as the Air Force's advanced medium-range
air-to-air missile, or AMRAAM.

Until 1989, AMRAAM microcircuits were produced almost exclusively at
Hughes's Newport Beach plant. But Hughes officials said that as federal
defense spending dropped with the end of the Cold War, the company began
seeking ways of cutting production costs to remain competitive.

"The government placed upon us the necessity to get into competitive
bidding. [The move to Tijuana] was a sure-fire way of containing costs and
maintaining competitiveness," Lewis said. A "direct cause and effect," he said,
was that 300 to 400 employees were laid off in Newport Beach.

Hughes spokesman William Herrman said instead that layoffs at Newport
Beach were part of an across-the-board "downsizing" plan, and even jobs at
the Tijuana plant have been slashed from a 1988 high of 225 employees to the
current level of 120 workers. Worldwide, Hughes has dropped from a high of
83,000 employees in the mid-1980s -- when roughly 80 percent of its contracts



were defense-related -- to around 57,000 now.

Former Hughes employees, including some who support NAFTA, argued
that the Air Force's acceptance of Hughes's move to Tijuana sent the wrong
signal to defense contractors that U.S. jobs should be regarded as expendable.

"I don't begrudge the Mexicans who want to work," said Robert Dingman, a
former Hughes technician who helped manage the expansion of the Tijuana
plant. "But how can [Hughes and the government] justify using U.S. tax
dollars to take away American jobs?"

GRAPHIC: ILLUSTRATION, MADE IN MEXICO (GRAPHIC WAS
UNAVAILABLE.), JACKSON DYKMAN

October 14, 1993
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Mr. Chairman, I admit that I am sorry to see that this day

had hoped that during the NAFTA debate over the past several years, we

would mutually agree that a free trade agreement with Mexico does not make

sense. Since 1990, I have argued that a free trade agreement with Mexico at

this time would hurt U.S. workers, the U.S. economy, and the U.S.

environment -- in short, NAFTA would be detrimental to the interests of the

American people.

As everyone in this room knows, I strongly oppose the North American

Free Trade Agreement. My views have not changed -- in fact, as more

information has come to light, and as I have learned more about the text of

the agreement actually negotiated, the strength of my belief that this

agreement would be a disaster has only grown stronger.

For some time, I held out hope that the side agreements being

negotiated by the Clinton Administration would resolve the problems. Now

that these negotiations have been completed, I have concluded that the side

agreements did little -- if anything -- to deal with the threat to the U.S. job

base and the environment.
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I am pleased to work with the growing opposition to this agreement.

At this time, a majority of the House of Representatives opposes NAFTA.

The votes in the Senate are less clear -- although it is certain that there is

more opposition in the Senate now to the agreement than there was six

months ago. It is possible that NAFTA could fail in a vote in the Senate -- I

don't know. I believe this agreement should be defeated.

Yet, we find ourselves here today to consider implementing legislation

which will not -- indeed cannot -- deal with the real issues presented by

NAFTA. Will the implementing legislation eliminate "El Pacto" and ensure

that Mexican wages rise with productivity? Will the implementing legislation

close the wage gap that exists between U.S. and Mexican workers? How will

the implementing legislation integrate an additional 50 million Mexican

workers into the U.S. work force, particularly since'those workers are willing

to accept wages, of as little as a dollar an hour.

In fact, the implementing legislation will not deal with any of these

concerns. All we are offered is vague promises that NAFTA will result in

more jobs, even though common sense says that NAFTA will cost U.S. jobs.

I have recently been struck by a line of argument begun by my

colleague, Bill Bradley. Senator Bradley has argued that we need to provide

American workers with a security package to allow them to accept the

changes that occur in a global economy. We must provide secure pensions,
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health care, lifetime education and other services to allow our workers to

adapt and grown in a changing environment. In his speech in North Carolina

earlier this week, the President adopted a similar theme.

I agree that there is a compelling need to enact an economic security

package. But I think it is wrong to increase the risks for American workers

while holding out "pie-in-the-sky" ideas about such a program. I think that

we should enact an economic security program before we take steps like

NAFTA, that are likely to hurt the most vulnerable workers in our society

the most.

To that end, I will oppose NAFTA in every way that I can. We must

begin to adopt policies that help the working people of this country, and

NAFTA is clearly a step in the wrong direction.
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C)hapter§ (p.5-", 5-3, ariick 5OW

LACK OF STRONG ENFORCEMENT. We have been

NAFTA is subject to strict implementation provisions that will prevent fraud.

Yet, that is not how I read the agreement. Let us-suppose that the U.S.

believes that a Mexican exporter has not complied with the rules of origin for

NAFTA. You would assume that the U.S. could immediately suspend imports

from this Mexican exporter until an investigation could be completed. But

that is not how the agreement works. In fact, the steps are so bureaucratic

that no effective remedy is truly available. Let me describe the process.

First, the U.S. can verify the origin of goods through a written

questionnaire or visits to the premises of the exporter or producer. Now, a

written questionnaire seems like a absurd way of determining whether there

has been fraud, so let's pursue the idea of a visit to the premises. Before

conducting a verification visit, and the rest is a direct quote from the staff

document summarizing the agreement,

"a Party must provide written notification to the exporter or

producer whose premises are to be visited, the customs

administrator of the country in which the verification will be

conducted, and if requested, the appropriate Embassy in the

country conducting the verification, and must obtain the written

consent of the exnorter or producer."
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Could you imagine enforcing any U.S. law in this manner? For instance,

would it work to require the U.S. government to provide written notification

prior to inspecting the books of a securities firm. This provision is designed

to prevent effective enforcement of the rules of origin -- which are already too

weak.

Chapter 7

AGRICULTURE. Senator Conrad will take the lead on this chapter.



RULES OF ORIGIN FOR AUTOMO WE GOODS. I

emphasize how NAFTA allows Mexico to become an export platform into the

U.S. for automotive goods. If I understand correctly, article 403 provides that

for the first 4 years of NAFTA, passenger motor vehicles, light trucks and

their engines and transmissions are required to have only 50 percent regional

content. Logically, that means that 50 percent of the content of passenger

motor vehicles, light trucks and their engines and transmissions may come

from outside the U.S., Mexico and Canada -- for instance, a Japanese

manufacturer could ship parts from Japan. After 4 years, the required

content moves to an unacceptably low 56 percent -- by the year 2002, the

content requirement goes to 62.5 percent, which I still think is too low.

The slow phase in of these content requirements allows, in fact

encourages, foreign manufacturers to set up operations in Mexico to gain duty

free en.-cess to the U.S. market. None of this seems to be in the best interest

of the U.S. auto worker.

/


