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THE WHITE HOUSE

WASHINGTON

May 22, 1990

MEMORANDUM FOR THE ECONOMIC POLjCY COUNCIL
FROM: OLIN L. WETHINGTON, EXECUTIVE SECRETARY

SUBJECT: EPC MEETING - U.S. ECONOMIC POLICY TOWARD
LATIN AMERICA, MAY 24, 1990 - 10:00-11:30 A.M.
THE ROOSEVELT ROOM

The Economic Policy Council will meet on Thursday,
May 24, 1990 at 10:00 A.M. in the Roosevelt Room. The
subject for the meeting is U.S. economic policy toward
Latin America.

Please find enclosed the paper for the meeting. The
paper has been developed as a discussion document through
the sub-cabinet EPC Working Group on Latin America.

You will be receiving tomorrow a separate background
document that contains a lengthy compilation of possible

initiatives examined by the Working Group in the course of
its review.

Enclosure
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U.S. DIRECT INVESTMENT IN LATIN AMERICA
Balance, End of Period ($US Millions)

1970 1975 1980 1985 1988(b)

Latin America (a) 14,760 19,169 32,008 35,644 41,199
(Pct of Total FDI) 18.9% 15.4% 14.8% 15.5% 12.6%
(Pct of FDI in LDCs) 68.8% 73.1% 60.0% 67.6% 53.6%
South America NA NA 16,295 17,623 21,687

Argentina 1,281 1,154 2,494 2,705 2,390
Brazil 1,847 4,579 7,703 8,893 11,810
Chile 748 174 536 88 731
Other S.A. NA NA 5,562 5,937 6,756
Central America 1,875 2,611 4209 4,570 6,925
Panama 1,251 1,907 3,171 3,959 6,140
Other C.A. 624 704 1,038 611 785
Mexico 1,786 3,200 5,989 5,088 5,516
Caribbean (a) NA NA 5,515 8,363 7,071

By Industry: (a) 14,760 19,169 32,008 35,644 41,199
Petroleum 3,938 3,208 4,500 5,199 4,860
Manufacturing 4,621 8,562 14,535 14,739 17,826
Trade NA 2,169 3,856 2,533 2,434
Banking NA NA 2,502 5,362 4,800
Other (c) NA NA 6,615 7,811 11,279

NOTES:

(a) Excludes Bermuda and Netherlands Antilles, exceptin 1 970 and 1975.
(b) IF Latin America’s share of total U.S. Direct Investment in 1988 had
held at 15% instead of declining preci pitously, investment in the
region would have reached $49.0 billion -- some $7.8 billion more
than actually occurred.
(c) Mining was the dominant investment platform in 1 970 and was still of
ma jor im portance in 1975.

SOURCE: U.S. Department of Commerce, "Survey of Current Business"



U.S. TRADE WITH LATIN AMERICA

(Millions of Dollars)
1980 1989
Exports Imports Balance Exports Imports Balance
South America 17,132 14,123 3,009 14,005 23,090 (9,085)
Argentina 2,625 741 1,884 1,037 1,398  (361)
Bolivia 172 182 (10) 148 117 31
Brazil 4344 3,715 629 4,799 8379 (3,580)
Chile 1,354 515 839 1,411 1,308 103
Colombia 1,736 1,248 488 1,916 2,548  (632)
Ecuador 864 862 2 641 1,484  (843)
Paraguay 109 81 28 194 37 157
Peru 1,172 1,385  (213) 690 815  (1295)
Uruguay 183 97 86 133 218 (85)
Venezuela 4,573 5297  (724) 3,036 6,78 (3,750)
Mexico 15,145 12,573 2,572 24969 27,186 (2,217)
Central America 3,757 2240 1,517 3,309 2,543 766
Caribbean 3,546 7,920 (4,374) 5,244 4,010 1,234
TOTAL LATIN AME 39580 36856 2724 47527 56829 -9302

* 1988 data



HH ]

THE UNITED STATES TRADE REPRESENTATIVE p
Executive Office of the President
Washington, D.C. 20506
May 24, 1990 \Cal) b\r,‘:
E7 \

MEMORANBﬁM FOR THE PRESIDENT

\
FROM: Carla A. HillsM \ vjox\?'/ k@ﬁr
SUBJECT: Strategy for Pursuing a Free radb Aefeement wit?
Mexico {;V

© e o” Ry
Background /{E? )ﬂ
The Mexican government is pressing for 1mmed1ate fﬁltla on of 47
formal negotiations on a free trade agreement (FTA) with the
United States. Their objective is to maintain the existing v

momentum for economic reform in Mexico, as well as to encourage
continued foreign investment. The government recently completed
a round of private sector and legislative consultations, which
indicated substantial support for an FTA. )
In the U.S. government, an EPC working group has been evaluating
an FTA, and concluded that a comprehensive agreement -- i.e., one
covering the lowering of barriers not only to trade in goods, but
to services and investment as well, and including intellectual
property protection -- would be trade creating, and thus mutually
beneficial.

The "fast track" provision of the 1988 Trade Act, which provides
for a straight up or down vote without amendments, is the only
viable means of securing Congressional approval of an FTA. 1In
order to use the fast track, we must (1) receive a formal request
from Mexico to begin negotiations, and (2) notify Congress of our
intent to negotiate an FTA. This notification triggers a 60
legislative day period (which can be 6-9 calendar months) during
which either the Senate Finance or House Ways and Means Committee
can preclude use of the fast track by simple majority vote.

Before initiating formal negotiations and triggering the 60
legislative day period, there are several key issues to consider:

Timing:

The Mexicans want to jointly announce on June 11 that "we have
decided to initiate negotiations, as soon as possible." (See
attached language.) This would effectively require us
immediately to notify Congress, triggering the 60 legislative day
period.



However, several factors indicate that without more time to
consult and lay the groundwork, we cannot be confident that

congress will approve use of the fast.track:

o Domestic Opposition: Certain U.S. sectors have already
indicated that they will oppose an FTA with Mexico.
Specifically, labor (e.g., Tom Donohue, Secretary-Treasurer
of the AFL-CIO and Chairman of our Labor Advisory
Committee), and Southwestern agricultural interests (e.dq.,
Roger Baccigallupi, CEO of Blue Diamond Growers and a member
of our Advisory Committee on Trade Policy Negotiations) have
stated that their sectors will oppose an FTA. The
automobile, textile, leather, and footwear industries can
also be expected to fight trade liberalization. Further
consultation with these groups might at least minimize their
opposition, while giving us time to build support in other

sectors.

o Confusion with the Urugquay Round: Certain key groups that
in principle would support an FTA, will oppose immediate

negotiations for fear of diverting resources from the
Uruguay Round. For example, the Business Roundtable,
chaired by Jim Robinson of American Express, will shortly
release a report which, while endorsing an FTA, will oppose
initiation of negotiations until after the Uruguay Round.
Several key members of Congress, including Sam Gibbons, who
chairs the Ways and Means Trade Subcommittee, have told me
that they, too, are opposed to initiating formal FTA
negotiations until after the Uruguay Round.

o Congressional Prerogatives: Finally, certain members of
Congress, including Chairmen Bentsen and Rostenkowski, have
warned me that without adequate Congressional consultations
prior to triggering the 60 legislative day period, we may
create unnecessary opposition on the Hill, thereby
imperiling use of the fast track.

Content:

The only FTA which is of benefit to the United States and capable
of garnering broad private sector and Congressional support is
one which covers services, investment and intellectual property,
in addition to trade in manufactured goods. However, our
discussions to date with the Mexicans indicate that they
contemplate a more limited, and thus one-sided, FTA.

Specifically, the Mexicans have proposed language calling for the
elimination of barriers to the "flow of goods and factors of
production" only. (See attached draft.) This language
purposefully excludes services, investment, and intellectual
property because of their "political sensitivity" in Mexico;



however, the Mexicans have indicated that they are willing to
ntalk about"” these issues.

More importantly, our discussions with the Mexicans, as well as
President Salinas’ recent public statements, confirm that the
phrase "factors of production" is meant to encompass the free
movement of labor. The inclusion of free immigration would
almost certainly scuttle the negotiations due to U.S. domestic
opposition.

Finally, the Mexican draft calls for "eliminating unilateral
measures," which is meant to encompass our section 301 authority,
as well as our antidumping and countervailing duty laws. This,
too, would be a domestic non-starter for us.

Evaluation and Recommendation

The benefits of a comprehensive FTA would be immense, and I
believe we should enthusiastically pursue one. None of the
foregoing problems -- on timing or content -- are insurmountable,
if we properly lay the groundwork. I would recommend the
following strategy. N
When you meet President Salinas on June 10-11, we should issue a
joint statement, which says in relevant part:

"The two Presidents have determined that the United States
and Mexico would each benefit from a comprehensive bilateral
free trade agreement ... [and they have directed their trade
ministers] to initiate immediately the preparatory work and
consultations needed before beginning negotiations ... and
to report back to the two Presidents no later than their
next meeting in December."

This language includes an unequivocal endorsement of an FTA, thus
giving Salinas the political impetus and certainty he desires to
continue reform and attract investment. In turn, it provides us
with an opportunity to minimize domestic opposition, build
supportive constituencies, and consult thoroughly with Congress.
During this period, we would also pursue intensive discussions
with the Mexicans in order to obtain agreement on the coverage of
an FTA. We could also do an enormous amount of necessary
technical work, particularly on tariffs.

Moreover, we would not necessarily wait until December to
initiate formal negotiations. Rather, we would intend to notify
Congress as soon as we are confident that the relevant groundwork
has been laid.

In short, we should persuade Salinas that showing some prudence
now will help both to ensure success, and perhaps accelerate it,
later.
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DRAFT OF THEX JOINT COMNUNIQUE BY TEE PRESIDINT OF MEXICO AND
THE PRESIDENT OF THE UNITED STATES OF AMERICA REGARDING

BILATERAL TRADE RELATIONS @ o [d

f”j("

@ * ' (ﬂvg/((g,

We have dacided to~ initiate nagotiations, as soen as £9-de

Cloc £
possible, to establish a free trada agraeament betwaen Mexico

and the United States of America. The negotiations will be

abida by the <internal procedures raquired in our <two

countries and by the principles laid down in our respective
constitutions,

@ Ce/’;

Tha objectiva of the negotiations will be to achieve a a~d
gradual and comprehensive elimination of tariff and non LLW
tariff barriers in the flow of goods and factets of
production betweesn both countries, taking into consideraticn

the different levels offconomic develcpment between Mexico

United states and with due respect to the national

sovaraignty of both nations. @— Iz df.rcv::/cw o7
Seruces, iwvestnenT, TPA

The agreement will seek ths largest rossible tariff reducé;;n(2£3’_
€ [1n/a

for the exports c? koth countries; the minimization ¢f nron-

tariff barriers ta bilateral trada; the agsurance of a stabla

accass To markaetss and the establishment of a fair and

impartial settlement mechanism for the resolution of disputas

2
between both partias, Clininatinq ilateral mauures]

— O SecTior 301 AD, coun

RN Caue/q;e>
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The agrsement should astablish a climata of gxeatar-
prndictabi}ity and confidencs for trads and for the economic
ralaﬁions batween both countries, so that larger trades and

investment flows translate inte highar walfare for the people

of both nations, especially for those who most nead i%t.

Wa reconfirm our ccnmitmaﬁt to the General Agrement on
Tariffs and Trade and we will work to increase Iits
affactiveness. @ W(Q'TL qgov+ COﬁ/“o'\"heﬁf' To
e Urogeay Rovad ?

We have charged Dr. Jaime Serra Puche, the Maxican Minister-
4o£ Commerce and Industrial Davelopment, and Ambassador carla
Hills, the United Statas Trade Representative, to immediately
establish a bilateral mechanism to initiate the negotiaticns

of the agreement and to report to us pariocdically.
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Canada & Mexico

Mexico Eyes Pacts With UTS—., Canada

Pre&ideiit Sali(;as Rules Out Any European-Style Common Market

E \ By William Branigin
. Washington Post Poreign Service

MEXICO CITY, May 23—Presi-
dent Carlos Salinas de Gortari de-
clared today that Mexico will seek to
negotiate free-trade agreements
with the United States and Canada,
but he ruled out entry into any Euro-
pean-style common market in North
America.

In a meeting with Mexican sena-
tors, Salinas said that Mexico want-
ed to take advantage of trade oppor-
tunities in a changing world, but it
would insist on maintaining political

and economic sovereignty. He -de-
scribed a-common market as “incom-
patible with the national objectives
of sovereignty that we have always
defended.”

Salinas_also insisted that a pro-
posed free-trade pact include provi-
sions guaranteeing Méexicans certain

rights to work in the Unnted
States—a subject regarded by U.S.
analysts as a potential obstacle to a
frade treaty. In effect, Salinas put
U.S. political and business leaders on
notice that if they want greater ac-
cess to Mexico’'s markets and cheao
labor pool, they will have to huip

Mexico economically and politically
by giving Mexicans job opportunirics
in the United States as well.

Mexican officials did not specify
what kind of provisions on labor
flows they would propose, nor when
negotiations on an agreement would
begin. They ruled out signing a pre-
liminary accord when Salinas visits
Washington June 10-12 for talks
with President Bush.

A free-trade agreement between
the United States and Canada took
effect in January 1989, shifting the
focus in the North American trade

zone to the U.S.-Mexican relation-
ship.

Currently, more than two-thirds
of Mexico’s foreign trade is with the
United States, by far the country’s
largest trading partner. For the
United States, Mexico ranks as the
third-largest foreign market. In
1989, trade between the two coun-
tries exceeded $52 billion.

When he took office in December
1988, Salinas opposed Mexican en-
try in a free-trade pact or common
market with the United States and
Canada on grounds that Mexico
would suffer serious disadvantages
as the junior partner. Since then, he
has become convinced that a lesser-
developed country can reap a much
larger share of the benefits from a
free-trade agreement, including new
investment, technology transfers
and wage increases for Mexican
workers, economic analysts said.

In addition, they said, Salinas re-
turned somewhat disappointed from
a recent tour of Western Europe,
whose trade focus he perceived as
having shifted markedly toward its
eastern neighbors. With the ap-

proach of Western European inte-
gration in 1992, one economist said,
Salinas sees the world evolving in-
Creasingly into economic blocs and
“does not want Mexico to be left
out.”

Salinas made the remarks after
accepting a Mexican Senate recom-
mendation Tuesday that his govern-
ment negotiate a free-trade agree-_
ment with the United States. The
recommendation was contained in a
60-page report that resulted from
three weeks of national debate on
the subject.

The report cited “Mexico’s geo-
graphical location, history of trade
relations and the complementary re-
lation of the U.S. economy” as rea-
sons for a free-trade agreement.

The leftist opposition Democratic
Revolutionary Party, which holds
only four of the 64 seats in a Senate
dominated by the long-ruling Institu-
tional Revolutionary Party, com-
plained that a free-trade pact with
Washington would increase Mexican
“dependence” on the United States.
It urged instead that the govern-
ment join a Latin American trading
bloc.
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THROUGH : TIMOTHY E. DEAL/WILLIAM T. PRYCE
FROM: Erzc DBY/DONALD JOHNSON )} N«Nads.c%
SUBJECT: Mexico FTA

At Tab I is an information memo for the President on the Mexico
FTA. The paper has been cleared in draft with State, USTR,
Treasury, Commerce, Agriculture and Labor.

We have asked John Negroponte to see President Salinas early next
week to discuss his political needs for going forward quickly
with an FTA and to explain our requirements.

Upon receipt of Negroponte’s views, we will prepare an options
paper for the President.

RECOMMENDATION

That you sign the memorandum to the President at Tab I.

DECLASSIFIED
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MEMORANDUM FOR THE PRESIDENT (422
FROM: BRENT SCOWCROFT
SUBJECT: Mexico FTA

President Salinas wishes, at his June 10 meeting with you, to
have a joint announcement that the U.S. and Mexico will begin
negotiating a free trade agreement.

All your advisers endorse the goal of negotiating an FTA with
Mexico. However, opinion is divided on procedures and timing.

An immediate start, as preferred by Salinas, would be an
important, visible symbol of our political support for him. It
would require us immediately to notify Congress before laying the
groundwork with domestic constituencies, giving the Ways and
Means and Finance Committees 60 legislative days (i.e., ©6-9
calendar months) in which either committee could reject
fast-track negotiating authority, which means that the final bill
is voted up or down with no amendment permitted.

A more measured approach, endorsing the goal of an FTA but
delaying formal start to negotiations, would provide additional
time to consult with Congress and domestic constituencies before
beginning negotiations.

Ambassador Hills reports that key Members of Congress favor an
FTA, but only after completion of the Uruguay Round. The
Business Roundtable is of the same opinion. The AFL-CIO opposes
an FTA.

You are also likely to get a request from Brian Mulroney for
consultations and maybe even a seat at the table during any
exploratory talks. Opinion is divided on how to respond to such
a request.

State is sending instructions to Ambassador Negroponte, asking
him to meet with Salinas early next week to get a better idea of
his political imperative for starting negotiations now and to
explain our consultative process with Congress and needs of our
domestic constituencies. Once we receive Negroponte’s report, we
will forward a options paper for your decision.

cc: Vice President
Chief of staff

CONFIDENTIAL
Declassify on: OADR it
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Three possible options are described below. We have indicated
where agencies currently stand, although Cabinet officers have
not yet been consulted formally.

Option A -- June Announcement of Initiation of Negotiations

On June 10, you would respond favorably to President Salinas’
formal request for negotiation of an FTA. The Administration
would notify Congress, starting the 60 legislative day clock.
(Favored by: )

-— Responsive to President Salinas’ desires; visible sign
of U.S. support for Mexico;

- Lessens possible adverse effect of FTA announcement on
Mexico’s 1991 congressional/gubernatorial elections.

- Allows Congressional notification to be completed by
May 1991, i.e., as early as the legislative calendar
would permit.

—— Leaves little time for consultation on content of FTA
with Mexico, and for building positive coalition with
Congress, business and labor;

—— May create excessive Mexican expectations on our (and
their) ability to conclude negotiations rapidly;

-— May interfere with completion of Uruguay Round because
of diversion of resources. Business prefers to
complete Round first.

Option B -- June Announcement of Intent to Negotiate FTA with
December Initiation

On June 10, both you and President Salinas would endorse
negotiation of an FTA and ask your Trade Ministers to report back
by early December on the scope and content of the FTA. Formal
initiation of FTA negotiation would come at December Bush/Salinas
meeting. (Favored by: USTR, USDA, Labor)

= Allows U.S. to commit to FTA without beginning
Congressional clock;

-- Allows time to build affirmative domestic coalition;

= Responsive to Congressional and business desires to
complete Uruguay Round first;

CONFIDENTIAL




-- Allows more time to get agreement with Mexico on
content of FTA, avoiding potential political
misunderstandings later.

(@]
O
3

o Would probably not satisfy Salinas’ domestic political
requirements;

-= Postpones completion of Congressional notification
until July 1991;

- Risks missing window of opportunity and allowing
opponents of FTA more time to develop their arguments.

Option C -- June Announcement of Intent to Negotiate FTA with
August Initiation

On June 10, you and President Salinas would announce that we will
negotiate an FTA, and ask your Trade Ministers immediately to
work out the scope and content of the FTA (and allow us to
consult with Congress). Formal initiation of FTA would come in
August, perhaps in connection with the Binational Committee
meeting. (Favored by: State, possibly Treasury)

Pro:

i Allows U.S. to commit to FTA without beginning
Congressional clock immediately;

= Allows more time to get agreement with Mexico on
content of FTA, avoiding potential political
misunderstandings later.

Con

- May not satisfy Salinas’ domestic political
requirements;

= Postpones completion of Congressional notification.
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; ; . has seen

SUBJECT: G-24 Coordinating Group for Central America and

the Caribbean

We would like to meet with you to discuss Secretary Baker’s idea
for a G-24 coordinating group for Central America and the
Caribbean. Zoellick and Aronson claim that Baker already has
obtained the President’s approval for this initiative and urge
that we move ahead with a broad proposal for a new U.S.-led
mechanism. State proposes that this include creation of an
official Secretariat, more elaborate and formally structured than
the staff the EC Commission has set up in the case of Eastern
Europe. We will ask Florence for time on your schedule early
next week to discuss this matter.

Background

Baker raised this idea with EC Commission President Delors

during the U.S.-EC Ministerial in April. State subsequently sent
out an uncleared message to G-24, Central American and Caribbean
capitals, describing the initiative.

Our concerns center on the efforts now nearing completion to
develop a cohesive, comprehensive strategy for our economic
policy in the Latin American region. These include the Andean
Trade Initiative, the EPC proposals focusing on aid, trade,
investment and debt, as well as the Mexican FTA. We fear that
State’s rapid movement on the G-24 idea could dilute and distract
from what should be a broader program for Latin America under
development in the EPC exercise. State has no clear idea how to
secure additional U.S. financial resources, which would seem
essential if we are to take the lead on such an initiative. For
example, OMB is just now being consulted about this proposal,
which, as yet, has no price tag. There is a proposal in the EPC
paper for $100 million for investment in Central America and the
Caribbean. Perhaps this initiative could be used to put some
flesh on the bare bones of the G-24 idea.

We have additional concerns we wish to raise with you.

Concurrence by: Adrian Basor}Q( DECLASSIFIED
e PER NSC WAIVER, 1500 20R1-0&
By_%5 NARA, Date 3[1/2Y
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MEMORANDUM FOR THE PRESIDENT By_S8% NARA, Date
FROM: carla A. Hills(ﬁé/
SUBJECT: My Trip to South America

My trip to South America as your representative to the 100th
Anniversary of the Organization of American States (0As), and
subsequently to Brazil and Argentina, was quite productive:

OAS: The OAS meeting in Asuncion, Paraguay, was energized by the
economic and political reforms sweeping the region. In my speech
to the General Assembly, I urged Latin American leaders to
capitalize on this reform movement and forge with us a new
partnership Based upon a balance of benefits and obligations,
wherein the United States would respond constructively to Latin
American economic reforms. Specifically, I urged that we work
together to open markets and: °

o Expand trade within the:region, looking toward a
hemispheric zone of open markets; and

o Expand trade globally by successfully completing the
Uruguay Round, thus making the Latins world class
competitors.

The response to this message was uniformly positive. 1In a series

of bilateral meetings, Chile, Uruguay, Brazil, Argentina, and

others expressed interest in negotiating with us new commercial
gree ' the trade and.inyestment agreements we

Tt “Eastern Europe, 'and bilateral framework

As the one we recently signed with Bolivia, to

Brazil: 1In Brazil, President Collor promised a written
commitment to introduce legislation within 12 months to provide
product patent protection. This commitment, which we have agreed
to keep confidential until the Brazilians announce it on July 23,
will enable us to eliminate the retaliation we have had in place
pursuant to a 1988 301 action, and to increase Brazil’s benefits
under the GSP program. Most importantly, this action will help
Create a climate in Brazil conducive to the foreign investment

Classified by: CH/—

Declassify on: OADR

CONFHBENTAL




CONFBENTH

Memorandum for the President
June 11, 1990
Page -2-

that Collor is trying to attract. cCollor also agreed to direct
his Uruquay Round negotiators to take a more constructive stance
in Geneva. Finally, we made progress on a series of bilateral
issues, ranging from telecommunications to computer software.
Your telephone call to Collor was reportedly quite well received,
and the timing could not have been better.

Overall, Collor and his team strike me as extremely able and
firmly committed to bringing about dramatic, market-oriented
reforms. The crucial issue is whether they can maintain domestic
support for what are often painful steps in the near term.
Happily, the United States is very ably served by our Ambassador,
Richard Melton, who is first rate in every regard.

Argentina: 1In Argentina, I had productive meetings with
President Menem and his foreign affairs and economics ministers,
who have moved to liberalize trade and investment, and lower
tariffs. I emphasized the need for us to cooperate together in
the Uruguay Round, where we agree on the crucial need for
fundamental agricultural reform, and to improve further the
investment climate by strengthening intellectual property
protection.

conclusjon: In sum, when you visit the region later this year,
you will find a political and economic revolution underway. As a
result, you will be urged by many, both here and abroad, to "do
something” for Latin America; and, indeed, there is much to be
done. However, whereas in the past Latin leaders talked most
about what we could do for them, today you may find them talking
more about what they can do for themselves. This is a positive
development that we should encourage by treating them as
increasingly mature trading partners.

Thus, I would suggest that the best thing we can do for the
Latins is to urge a successful conclusion to the Uruguay Round,
which will geometrically increase their global trading
opportunities, especially in the all-important agricultural
sector.

Bilaterally, we should stand ready to negotiate new trade and
investment agreements conditioned on the Latins first undertaking
concrete and lasting reforms. I am confident that the 0.8,
private sector, and businesses worldwide, will then respond
enthusiastically with the capital, technology, and trade these
countries seek.
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