
FOIA Number: 2013-0306-F 

FOIA 
MARKER 

This is not a textual record. This is used as an 
administrative marker by the William J. Clinton 

Presidential Library Staff. 

Collection/Record Group: Clinton Presidential Records 

Subgroup/Office of Origin: National Economic Council 

Series/Staff Member: Gene Sperling 

Subseries: 

OA/ID Number: 19276 

FolderlD: 

Folder Title: 
AFL-CIO : AFL-CIO Briefing Book [2] 

Stack: Row: Section: Shelf: Position: 

S 17 3 1 1 



Withdrawal/Redaction Sheet 
Clinton Library 

DOCUMENT NO. 
AND TVI 'K 

SUBJFXT^riTLE DATE RESTRICTION 

00 L memo re: US Objectives for President Frei's visit (3 pages) 01/24/1997 Pl/b( l ) 

COLLECTION: 
Clinton Presidential Records 
National Economic Council 
Gene Sperling 
OA/Box Number: 19276 

FOLDER TITLE: 
AFL-CIO : AFL-CIO BrieHng Book [2] 

2013-0306-F 

in i l 228 

Presidential Records Act -144 ll.S.C. 2204(a) 
RESTRICTION CODES 

freedom of Information Act -15 tLS.C. S52(b)| 

PI Nalional Security Classinetl Information 1(a)(1) o f lhc PRAj 
P2 Relating to the appointment to Federal office 1(a)(2) of the PRA| 
P3 Relea.sc would violate a Federal statute 1(a)(3) of the PRAj 
P4 Release would disclose trade secrets or conHdential commercial or 

financial information 1(a)(4) of the PRAj 
P5 Release would disclose confidential advice between the Presidenl 

and his advisors, or between such advisors |a)(5) of the PRAj 
P6 Release would constitute a clearly unwarranted invasion of 

personal privacy 1(a)(6) of the PRAj 

C. Closed in accordance with restrictions conlained in donor's deed 
of gift. 

PRM. Personal record misfile defined in accordance with 44 I'.S.C. 
2201(3). 

RR. Documeni wil l be reviewed upon request. 

h( l ) National security classified information 1(b)(1) of the FOIA| 
b(2) Release would disclose internal personnel rules and practices of 

an agency 1(b)(2) of the FOIA] 
b(3) Release would violate a Federal statute 1(b)(3) of the FOIA] 
b(4) Release would disclose trade secrets or confidential or financial 

information 1(b)(4) of the FOIA] 
b(f)) Release would constitute a clearly unwarranted invasion of 

personal privacy 1(b)(6) of the FOIA] 
b(7) Release would disclose information compiled for law enforcement 

purposes 1(b)(7) of the FOIA) 
h(S) Release would disclose information concerning the regulation of 

financial inslilutions 1(b)(8) o f lhc FOIAj 
b(9) Release would disclose geological or geophysical information 

concerning wells 1(b)(9) of the FOIA| 



Overview of Greenhouse Gas Mitigation Options ^ 

Introduction 

Over the next century, impoitant shifts in the global economy would be required 
to address climate change. (See attachments 1 and 2). While many mitigation options 
exist, these policies entail costs, increases in energy prices, or have important budgetary 
implications. Taking no action also involves costs since global wanning can adversely 
a£fect both humans and ecosystems. This p^er lays out the broad policy options 
available for limiting emissions, but does not analyze the costs and benefits of particular 
options. The options fall into three general categories: 

• Those that seek to increase &e rate at which existing energy efficient technologies are 
deployed in the maiketplace by overcoming information and other barriers to tiieir 
use. The Administration's efforts in ttie Climate Change Action Plan were designed 
to use technology diffusion to reduce emissions to 1990 levels and may reduce as 
much as one-fouith ofthe amount of projected growth to the year 2010. 

• Those that create new govemment requirements to internalize the costs of greenhouse 
gas emissions in the marketplace. These could take the form of sidditional standards 
and regulations, changes in other govemment policies that indirectly affect energy 
use, and/or an emissions trading program. Stich programs typically involve 
govemment imposed limits on emissions that increase the costs of energy or restrict 
consumer choice. 

% 

• Research and Development (R&D). R&D can reduce costs in all periods. However, 
it is particularly important in the long term, since controlling warming ultimately 
requires adopting an energy system that does not rely primarily on fossil fuels. This 
would involve stepping up and rcfocusing the federal govemment's R&D program 
and reversing the long-term trend of declining govemment and private R&D 
expenditures. 

Technology Diffusion Programs 

As noted by the National Academy of Sciences (NAS) and the OiScs of 
Technology Assessment, a wide range of energy saving technological options already 
exists, but is not being implemented. The NAS, for example, stated that the total 
diffusion of existing energy efficiency technologies in "reasonable appHcations" could 
reduce current carbon emissions by almost one-fourth. 

For energy efScient technologies to be more fully employed, however, potential 
buyers of products need to know of the technology, as well as its perfonnance and 
economic benefits. Service providers must have the expertise to appropriately design, 
install, and operate the technology. Yet, given the transaction costs associated with 
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obtaining reUable information, potential users may not fully appreciate the potential long-
term net benefits of more energy-efficient technologies. 

A number of technology dif^ion programs to address these problems are 
currently underway. The Administration's CCAP launched over 40 initiatives in 1993. 
Their goal was to retum U.S. greenhouse gas emissions to 1990 levels by the year 2000. 
The Administration currently projects that if funding at current annual levels ($183 
million) continues, these programs will eliminate as much as one-fourth ofthe total 
growth in emissions through the year 2010 and save over $35 billion in energy expenses 
in that year. The Administration proposed higher spending levels years ($305 million) 
for each ofthe past two years. However, Congress cut the requests by 40%. 

The following illustrate the kinds of programs imderway or that could be pursued 
in this category: 

• Fully funding existing CCAP programs, adding initiatives to further reduce emissions 
beyond the year 2000. 

• Establishing additional information and energy labeling programs for buildings (e.g., 
to redress the asymmetry of information between builders and occupants). This 
sector consumes one-third of the nation's energy. 

• Should a domestic emissions trading system be created, setting aside a reserve of 
allowances or a portion of auction revenues to reward new R&D investment and the 
production of efficient and renewable technologies. Alternatively, a voluntary early 
banking program could be designed to encourage early action. 

• Creating a secondary market for energy efficiency financing. 

• Expanding sector-wide compacts in which entire industries could pledge 
improvements in emissions and benefit firom shared information or R&D on 
technologies. 

• Extending govemment procurement efforts for energy efTicicnt technologies to state 
and local levels. 

• Mandating through Executive Order the purchase of "green" power by federal 
facilities where available. 

Standards and Regulations 

Limitations on-greenhouse gas emissions could also take the form of standards 
and regulations. These would have to be imposed on a wide array of consumer goods and 
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energy consuming equipment, involving many government actions in which the tradeoHs 
among costs, emission reductions, and other product attributes would be contested. The 
resulting level of emissions would have to be consistent with the targets established by 
international agreement. Since total national greenhouse gas emissions would not be 
capped, such compliance would have to be projected based on an analysis ofthe impacts 
ofthe standards program. Such standards could include: 

Direct limits on greenhouse gases: Standards could specify allowable greenhouse gas 
emission levels per unit of output (or some other factor). For example, methane fix)m 
some landfills is already controlled due to limits on emissions of volatile organic 
compounds. 

Minimum energy efficiency standards for energy consuming equipment: Historically, 
these have targeted appliances and other residential and commercial equipment, as 
well as personal transportation (i.e., the Corporate Average Fuel Economy (CAFE) 
program). DOE estimates that the federal appliance standards implemented to date 
will reduce carbon emissions by 14 million tons in the year 2000. Further 
developmmt of standards could result in additional reductions, ailthough recent 
bipartisan attacks on implementing new standards under the 1992 Energy Policy Act 
have stalled recent efforts to make progress in the appliance standards area. 

Emissions of greenhouse gases firom the transportation sector account for about one-
third of total U.S. GHG emissions and are expected to grow by about 25% by 2010. 
The overall in-use fiiel economy of the combined new Ught vehicle fleet (i.e., cars and 
light trucks such as minivans, sport utility vehicles, and pickup trucks) has begun to 
decline. In 1994, President Clmton convened a Federal Advisory Committee Policy 
Dialogue to assist in the development of measures to significantly reduce greenhouse 
gas emissions fi-om personal motor vehicles ("CarTalk"). Althotigh CarTalk ended 
without consensus among members ofthe Committee, the process did result in a 
number of proposed policies that could be pursued. 

Other Policies Relevant to Emissions 

In addition to the standards it sets, govemment indirectly affects the levels of 
greenhouse gas emissions through its policies towards transportation and energy market 
regulation. These also offer opportunities to generate reductions in greenhouse gas 
emissions. Most prominent amoug these arc: 

Electricity Restructuring: States are currently adopting retail competition for the 
electricity industry. This trend could be accelerated with federal legislation. Retail 
cornpetition is expected to lower the price of electricity by as much as 20-25% in certain 
regions and change the fuel mix of generation. Preliminary EPA and DOE analysis 
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indicates that utility greenhouse gas emissions could rise by as much as 2-6% as a result. 
To mitigate the environmental impacts of competition and maintain the environmental 
benefits of current state level renewable and demand side management programs, a 
number of options have been adopted at the state level (for states that have already 
adopted competition) or arc under consideration for the rest of the nation. These include: 

• A "portfolio standard" for renewable energy or greenhouse gas emissions: This 
would require that all generators meet a specified level of renewable generation or 
greenhouse gas emission reduction either by undertaking such projects themselves or 
purchasing "credits" fi-om others who have. 

• A social benefit fimd: Revenues from a charge on transmission service are used to 
subsidize energy efficiency projects, renewables, R&D, or low income consumers. 
Califomia has adopted this approach. 

• Information disclosure requirements: Generators could be required to disclose the 
emission profiles of their generation, facilitating the marketing of "green" electricity. 

• Additional air pollutant requirements: Many states are hesitant to adopt retail 
competition because they perceive that differing regional environmental requirements 
put their electric industry at a competitive disadvantage and will result in more 
pollution being transported into their states. Thus, additional environmental 
provisions to "level the playing field" - which could include greenhouse gas emission 
reductions - are currently being debated. 

The Intermodal Surface Transportation Efficiency Act (ISTEA): This Act establishes Uie 
rules for federal transportation fimding to the states. In 1991, ISTEA authorized $140 
billion in transportation projects over fix yeais. The Act expires in 1997 and Congress is 
now considering options for its reauthorization. These could include provisions that 
would indirectly reduce greenhouse gas emissions. Examples include the following: 

Congestion Mitigation and Air Quality Improvement Program: Additional funds 
could be targeted to transportation projects that reduce air emissions and energy 
consumption on a long-term sustainable basis. 

Brownfields Restoration: Successfiil redevelopment of brownfields can help revive 
inner city areas and reduce sprawl, thereby reducing vehicle miles ti-aveled. More 
funds could be made available for these projects. 

Incentive Funds; A new $500 milUon Fuel Efficiency Incentive Fund could be 
established to reward the ten states fliat are able to reduce fiicl consumption, on a per 
capita basis, by the jgreatest amount over the next five years. 
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Emissions Trading 

Emissions trading is a tool for meeting a total quantity limit on emissions. It 
involves allocating or auctiomng emissions aUowanccs, and allowing the trading of 
allowances in a market with sufficient mechanisms to ensure compliance witli targeted 
levels. Since emission ti-ading involves the creation of new, marketable assets that can 
have substantial value, addressing distributional issues will be an important component of 
program desiga AUocation rules or auction revenues ofifer the potential to redress unfair 
burdens resulting firom the imposition of emission limitations. 

Ermssion trading systems can offer both static and dynamic efficiency advantages 
over more traditional forms of regulation. The potential for static efficiency gains exists 
because emitters face different abatement costs. Emissions trading allows those with 
high abatement costs to purchase allowances from those whose costs are lower. Total 
costs would tiierefore be lower than Uvough ti^ditional regulations, which require all 
polluters to comply with a specific standard. However, it should be noted that such a 
program involves people and firms adjusting to higher energy prices. 

Under tiaditional regulation, firms have litUe incentive to investigate ways of 
abating pollution by more flian the minimum requked to comply wifli regulatory 
requirements. Firms under-invest in pollution control R&D since they can capture 
neither the full market benefits from such spendmg (since others benefit from learning of 
their successes), nor the full value of any resulting environmental improvements. Here, 
trading offers efficiency gains because of flie incentive to continuously improve pollution 
abatement technologies in order to create "surplus" allowances for sale. 

Experience in the United States has shown fliai final compliance costs for the 
programs ttiat have incorporated emissions trading have, in general, been lower than 
predicted - often dramatically lower. While emissions tiading is not flie sole cause of 
this phenomenon, it has contributed to lower abatement costs m the acid ram program, 
tiie phase-out of Chlorofluorocarbons (CFCs), ttie "criteria" air pollution program, and 
the phase-out of lead in gasoline. 

An emissions ti-ading program, Uke any program designed to limit greenhouse 
gases, must contain certain elements. First and foremost, ar agreed upon emissions 
budget must be established. A central authority must be given flie domestic responsibiUty 
for verifying compliance and must be provided sufficient information to do so. Fmally, 
noncompliance with allowance Umitations or reporting requirements roust generate real 
consequences, such as penalties or subtraction of allowances. 

A program would have to estabUsh permit lifetimes, monitoring and enforcement 
provisions, as well as rules for permit banking, borrowing, and ti-ading. Consideration 
should also be given to u-ansaction costs, which should be kept as low as possible. 
However, particularly difficult issues involve determining what types of activities require 
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a permit and how permits should be aUocated. The decision for ttie fonner should 
consider the foUowing: 

• Coverage: While it may not be necessary to ensure ttiat every ton of greenhouse gas 
is accounted for within an emission trading regime, ttie scope of coveiage ofthe 
tiading program should be sufficient to ensure compUance with targets set in 
accordance with an intemational agreement. 

• Administrative and compliance feasibility: The iaumbcr of sources involved in the 
trading program should be small enough to be administratively feasible and large 
enough to ensure market competition. In addition, monitoring and verification of 
permit compUance must be possible for ttiosc included in the program. 

• Potential to Diffuse Low Greenhouse Gas Technologies: Altemative pomts of 
intervention should be evaluated for their abiUty to provide incentives for research, 
development, adoption and diffusion of low greenhouse gas technologies. 

• Market Impacts: Any program that Umits emissions will affect the bottom line of 
firms. The permit program will have economic impacts that vary depending on 
program design. For example, exempting certain sizes or categories of sources from 
permit requirements because of administiative or equity concems (e.g., small boilers 
or home heating oil) has competitive implications within the energy market. 

Since virtually all of the carbon contained in fossil fuel extiracted from ttie ground 
(with the possible exception of certain feedstocks) is eventiially released to the 
atmosphere, a tiading program need not focus uniquely on direct emitters, but can be 
unplernented tiuough oflier points in ttie energy market. These include fuel imports, fuel 
extinction, processing, refining, distiibution, and secondary conversion (e.g., coal to 
electricity). In addition, these points could vary by sector. For example, an emission 
hiding program could focus on ttie point of final combustion for coal, but on refining for 
oil, or distribution for natural gas. 

In an emission tiading system, some mechanism must be provided for allocating 
permits to sources. This could be done on ttie basis of baseline/historical emissions 
(where permits are given to ttiose currentiy emitting) or through an auction (where 
revenues accrue to the govemment). These two mechanisms might also be combined: 
some portion of permits could be allocated on the basis of historical emissions while ttie 
rest are auctioned. In any case, ttie value of ttiese assets co'old be large depending on ttie 
permit price, which is determined by flie emissions target and ttie costs of substimtes. 
Given that an auction could produce substantial revenues, some decision would have tc 
be made with respect to what to do with tiie proceeds. 

Research and Development (R&D) 

One of flie key issues in developing a domestic climatc change policy will be ttie 
emphasis placed on potentially expanding the Federal R&D effort into technologies ttiat 
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reduce future greenhouse gas emissions and/or lower the cost of achieving a given 
greenhouse gas reduction target. Achieving greenhouse gas emission reductions that 
woittd stabiUze atmospheric concentiations at "safe" levels wiU reqube major advances in 
technology in virtuaUy every sector ofthe economy. These goals wiU be difficult to 
achieve during a time of constiained federal spending and sharp reductions in long-term 
private sector R&D. Since 1978, federal investment m energy R&D has declined 75%. 
Investment by industry fell 33% from 1983 to 1993. 

The President's Fiscal Year 1998 budget requests an increase of $200 to $300 
milUon in relevant R&D over ttic current level of approximately $1.3 billion. Such an 
increase was rejected by Congress last year, and achieving it may retpiire raising the issue 
to a higher level in budget negotiations. In ttie Fiscal Year 1999 budget and beyond, 
further increases will be needed, as will a more coordinated effort to target the R&D on 
the biggest opportunities for C02 mitigation. 

Achieving greenhouse gas levels that are not harmful to hrnnans or the environment 
will require major advances in technology as can be seen from the foUowing equation: 

Emissions - Population x Affluence (GDP/capita) x Technology (Emissions/GDP) 

From 1990 to 2060, we may well see global population double and affluence increase 
by a factor of four. At the same time, tiic world may ultimately need to lower emissions from 
1990 levels, requiring the average emissions-related technology to improve by more than a 
factor often during the next few decades and be rapidly deployed throughout the world. 
The benefits could be enormous, in part because of these technologies serve a number of 
other national goals, including reducing the emission of ttie criteria air pollutants and 
decreasing dependence on foreign oil. 

Because ofthe high risk nature of R&D, a number of pattiways could be pm-sued 
simultaneously: 

Clean Power 

• The next generation of natural gas technologies, including gas tmbines and fuel cells, 
could achieve energy conversion efficiencies of 70% or more by 2005. 

• The next generation of high efficiency coal-fueled power plants, such as integrated 
gasification combined cycle perhaps combined with a fuel cell, could achieve efficiency 
exceeding 55%, witti half the C02 emission of cunrent plants. 

• Renewable technologies—wind power, photovoltaics, biomass power, solar thermal, and 
geothermal—have seen sharp cost reductions in ttie past two decades, some by a factor of 
ten. Further R&D,-coupIed with expanded deployment to achieve economies of scale and 
improvements in manufacturing, would likely make one of more ttiese technologies 
competitive with fossil fuels in a large number of areas in the next two decades. 
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• Nuclear fission and fusion remain options that could benefit fixnn further R&D, though 
ttiese raise significant envfronmental issues regarding waste handling and disposal. 

Energy Efficiency 

Transportation 

The Partnership for a New Generation of Vehicles (PNGV) is a pubUc-private 
partnership to design and build a tiiple-efificiency clean car by 2004, Multiple technology 
pattis are being pursued to build a hybrid vehicle tfiat has botti an advanced engine (such as a 
clean diesel, Stirling or gas turbine) and an energy storage device (such as a battery, fly­
wheel or ultracapacitor). Supporting R&D includes Ughtwcight, super-sti-ong materials such 
as composites; high-temperature ceramics; regenerative breakmg; and advanced power 
electronics. Proton-exchange membane (PEM) fuel cells have periiaps the greatest long-term 
potential for reducing transportation C02. 

Biofiiels also lower transportation C02. Continued R&D in bio-engineered 
organisms and fast-growing crops is expected to produce ethanol from waste paper, crop 
waste, and dedicated crops for under 70 cents a gallon by 2005, competitive wifli oil at $25 a 
barrel. 

Industry 

The seven most energy-intensive industiies—steel, aluminum, petroleum refining, 
chemicals, pulp and paper products, glass, and metal casting—account for about 80% of tiie 
energy consumed in U.S. manufacturing and more than 90% of ttie hazardous waste. They 
represent ttie largest opporhinity for reducing industrial C02 emissions, and the Encr^-
Depaitment is partnering witti them because they significantly underinvest in R&D compared 
to the industry average. Key areas ttiat would benefit from expanded R&D include advanced 
materials development; separation technology; catalysis; bioprocessing, biocatalysis, and 
renewable feedstocks; sensors and contixals; and industiial cogeneration of electiicity and 
heat, which can achieve overall efficiencies of more ttian 80% and uUimately utilize biomass. 

flu//flfiV7gii 

The buildings sector consumes one-tturd of ttie nation's energy and two-tturds ofits 
electiicity. Key near-temi R&D opportunities include improvements in Ughting, windows, 
design software, high-efficiency applicances. gas heat pumps, insulation and duct systems,' 
cooling including gas cooling, solar heating and cooling, daylighting, and urban heat island 
mitigation (reflective roofuig and road materials). Longer temi R&D needs include 
electrochromic glazings for windows, building-integrated PV systems, and PEM fiiel cells. 
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Capture and Sequestration 

If major reductions in C02 emissions arc necessary, and global reUance on fossil 
fuels continues beyond ttie middle of ttie next centuiy, ttien some form of C02 sequestration 
(i.e. capture and disposal) will be needed, A long-term R&D strategy would include 
demonstration of a number of sequestiation options and research into theur possible 
environmental impacts; converting C02 into industrial chemical feedstocks; selectively 
permeable membranes for C02 capture; processes for converting fossil ftrels and biomass 
into C02 and hydrogen; development of hydrogen infrastnichire technology, including 
tinnsportation and storage; and PEM fuel cells. Capture and sequestiation has received only 
limited funding to date. 

Advanced Research 

A number of areas of advanced research could prove cmcial to responding to climate 
change, including photosynthetic mechanisms, biotechnology, fermentation microbiology, 
combustion research, polymer and ceramic science, process engineering, supercritical C02. 
new materials synthesis, and nanotechnology. One essential area for expanded basic and 
appUed R&D is superconductivity, which offers ttie possibility of nearly loss-less energy 
storage and transmission and of highly efficient superconducting motors. 

Conclusion 
A niunber of mitigation options exist for contiolUng greenhouse gas emissions. 

In considering which are most appropriate, it is usefiil to consider the time scale in which 
they operate. In the near term, priority could be pjacec? on diffusing currently 
underutiUzed energy efficiency technologies. This could be best accomplished through 
programs to address current infomiation and oflirr market barriers, Bofli the programs of 
the current Climate Change Action Plan, current energy labelmg programs, as well as 
DOE'S appliance standards are targeted at tius problem. In ttie medium term, new 
goverrunent interventions, eittier in ttic form of emissions trading and/or expanded 
regulatory programs could be put into place to limit greenhouse gas emissions. However, 
in ttie long run, it is only ttirough ttie adoption cf now, non-fossil technologies, that 
stabiUzation of atmospheric concentiations of greenhouse gases can be accomplished. 
Thus, it is important for any program to consider ttie incentives it provides for both 
private and govemment research and development. 
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Flfun 1: OtaM AMIirapaouk M a n M u l o r N 

Attachment 1: Global Trends In Emissions and Concentrations 

Growing emissions of greenhouse gases (GHGs) firom industrial activity and.land-
use changes are rapidly raising the concentrations of these gases in the atmosphere, 
making some degree of climate change virtually certain. Although greenhouse gases 
come from many sources, carbon dioxide (CO,) from fossil fuel use is the source of 

greatest concern because ofits rapid 
historical and projected growth.' 
Atmospheric carbon concentrations are 
already over 30% higher than their pre­
industrial levels and rising at about 4% 
per decade. The fiirther potential for 
human activities to disrupt the natural 
balance is enormous because hundreds 
of years' worth of carbon (at cuirent 
rates of use) are ciUTently available in 
proved fossil fuel reserves that could be 
exploited under current economic and 
technological conditions - and even 

larger "ultimately recoverable" reserves. In the absence of controls, emissions are 
projected to grow quickly as the developing countries experience rapid population growth 
and industrial development. These trends are expected to lead to ongoing atmospheric 
accumulation and climate change into the indefinite future, with a doubling of 
atmospheric carbon concentrations sometime during the second half of the next century 
and a resulting long-run increase in average global temperatures by an estimated 1,5" to 
4,5°C, Even stabilizing global emissions at 1990 levels permanently will lead to a near 
doubling of atmospheric carbon concentiations by the end of the next century. 

V 

__ , " T - . ^ ^ T F . -

Climate change is truly a global problem in the sense that emissions from 
anywhere will affect everyone everywhere. As a consequence, concerted intemational 
action will be needed to induce all coimtries tc cooperate in reducing emissions. 
Nevertheless, cooperation will be hampered by the uneven distribution of past and future 
emissions. Simply put, the developed industrial nations have relatively high levels of per 
c^ita emissions and are largely responsible for past emissions, while the developing 
nations, whose per capita emissions are currently very low, wiU be responsible for the 

' In total, human activltiet have ahrady resulted in roughly 250 billion toni ofcarbon (gigatont ofcarbon or GtC) 
emittions from foifil fuel combiution and perhap« 200 OlC from net deforettitlon tince 1700. In termi of cart>on equivalent, 
cumulative anthropogenic grecnhoun got cmiwiont lince the beginning ofthe Industrial Elevolution have been roughly 570 billion 
metric torn ofcarbon equivalent (OlCe), ot which about 430 OtC have been carbon. (Deforei ution and other changes In land use 
have reduced the amount ofcarbon itoted in biota and iolh by perhapt 275 OtC, or around 10%, iMce the beginning of agTicultUTv.) 
More than 75% of all foeiil emission* in hiatory have occurred lince 1945, and J0% have occurred lince 1970. About 40y. of total 
coibon emiiiiona have accumulated in the atnxMphcrc, railing the itock of atmoipherlc carbon by nearly 30% fixjm 280 ppm (parts 
per fnillion) to over 360 ppm. Somewhat left than half of current emittioni are accumulating in the atmosphere, while the rest it 
absorbed in natural ainki (the oceaiu and biosphctv) through proceatea thai are as yet only poorly underetood. Although most of the 
incrcued carbon will ultimately be absorbed by the oceans, the increased atmospheric concentrations ofcarbon dioxide and other 
greenhouse gases will affect the climate for centuries to come. 
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bulk of emissions in the future.* Since the developed countries have enjoyed high levels 
of emissions now and bear the greatest responsibility for current atmospheric 
concentrations, the developing countries have been reluctant to undertsjce any emissions 
reductions at aU in the absence of significant errtission controls on the part ofthe 
developed countries. 

Yet, actions taken by the developed 
coimtries alone are Ukely to have Uttie 
effect on cumulative global emissions or 
on atmospheric concentrations. Based on 
the projections shown in Figures 1 and 2, 
StabiUzation of Annex I country* emissions 
at 1990 levels from 2000 ttirough 2100 
would reduce cumulative carbon emissions 
by around 8%, and would reduce 
atmospheric CO2 concentiations in 2100 
by less than 5%, In other words, Aimex I 
emissions stabiUzation wiU still lead to 

well more ttian a doubling of atinospheric COj concentiations by 2100. Even stabilizing 
total global emissions - which, given anticipated population growth, would require 
dramatic reductions in global per capita emissions - will not lead to stabilized 
concentrations. Stabilization of concentrations requires global emissions to fall well 
below current levels, and ultimately to decline to near zero. 

TabI* 1: Altematlv* Cartoon Targets and Budoeta 
Targat Carbon Budgtt 

1991.2100 (OtC) 
Reduction from 

1500 OtC 
450 ppm 
S93 ppm 
660 ppm 
750 ppm 

630 - 650 
e?0 - 890 

1030- 1160 
1200-1300 

-57% to -58% 
-34% to -42% 
-21% to-31% 
•13% to-20% 

Researchers have examined in some 
detail the armual emissions paths required 
to meet atmospheric carbon concentration 
targets cf 450 to 750 ppm.* As shown in 
Table 1, all of these targets require 
significant reductions in cumulative 

' Historically, fossil carbon emissions have come mainly from the U.S. (27% ofthe postwar total), the rest ofthe OECD 
(22%), and the Ibnrer Soviet Bloc (24%). The rest ofthe worid, with neariy 80% ofthe population. Is responsible for a mere 27% 
of cumulative emissions. On a per eapiu basis, US. emissions are over 5 tons per person per year; the industrial notions of Westrm 
Europe and Japan emit about 2 to 2.5 tons per person; and Ibe nalioni ofthe former Soviet Bloc, whose per capita emissions used to 
bo very nigh due to Uie inefficiencies of central planning, have ftllen to about 2.5 ton* per person. At fhe oUier end ofthe spectrum, 
the developing countries ofthe Americas, Africa and Asia have emissions on the order of 0.2 to 0.6 tons per person. 

Despite their relatively low emission levels, developing countries' emissions are growing very rapidly. (Developing 
county emissions grew by 21% between 1990 and 1995. and global fossil fuel cmissioni have been roughly stable during this period 
only because ofthe 30% reduction in former Soviet Bloc emissions associated with the collapse ofthe centrally planned 
economies.) Given current projections of population growth and economic activity, developing countries' share of annual global 
fossil emissions should surpass that of the developed countries during the second quarter of the next csntuiy. However, Iheir share 
ot cumulallv fossil emissions will remain below that ofthe developed countries for many years to come, as will their perrapiu 
emissions. 

' The OECD nations plus the former Soviet Bloc. 

* The lower target would limit the projected avwage global temperature increase to roughly between 0.6'C to 1.75'C; 'he 
higher target would limit the increase to between 1.4'C to 3.3*C. 
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projected global carbon emissions; and as shown in Figures 3 and 4, all of them require 
dramatic reductions in armual emissions rates sometime during the next century. To 
achieve a 450 ppm target - which stiU represents a two-thirds increase in atinospheric 
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concentrations over preindustrial levels - armual emissions must begin declining steeply 
within the next quarter-century and must fall to less than half the ciurent rate by 2100. 
To achieve a 550 ppm concentiation target - which represents more than a doubling in 
atmospheric concentrations - annual emissions must begin decUning steeply during the 
second quarter of the century. Furthermore, these budgets must be distiibuted both across 
countries and across time. And while emissions can increase in the near term, higher 
growth in emissions in the near term must be offset by increasingly dramatic reductions 
later on. 
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Attachment 2: U.S. Emission Trends 

Total U.S. greenhouse gas emissions in 1995 were about 1,557 MMTCe (million 
metiic tons of carbon equivalent), with gross emissions of 1,674 MMTCe offset by 117 
MMTC of carbon sequestered by the nation's forests. Tliis total represents an increase of 
J 00 MMTCe, or nearly 7%, in just five years. Of the total, methane accoimted for 176 
MMTCe. mainly from landfiUs and agricultural activities, nitious oxides about 40 
MMTCe, and the various halocarbons 37 MMTCe. The remaining buUc of U,S. 
emissions were carbon emissions from fossil fuel combustion and non-fossil industrial 
activities. 

Aimual U.S. fossil-related carbon emissions have grown from around 620 MMTC 
(milUon metric tons ofcarbon) in 1950 to about 1430 MMTC in 1996, and are projected 
to rise to around 1800 MMTC over the next twenty years. Coal's share of the total has 
faUen from 50% in 1950 to 35% in 1996; while oil's share has risen from 36% to 42% 
and natural gas' share has risen from 14% to 23%. These shares are expected to remain 
fairly steady over the next quarter century. 

The electric utility sector's share has grown from 12% in 1950 to 35% in 1996 
(500 MMTC), as the American economy has steadily increased its use of electricity. 
Over 85% of electric utility sector carbon emissions come from bunung coal. Similarly, 
the tiansportation sector's share of fossil-related carbon emissions has grown from 28% 

in 1950 to 33% in 1996 (470 MMTC). 
witti oil accoimting for practically all of 
the fuel use in the tiansportation sector. 
Thus, the transportation and utiUty sectors 
together currently account for 68% of U.S, 
fossil-related carbon emissions. 

rioa'* S: U.S. Inirgv4UUM« POHU mt\emIwiMi Br Siour 

In contiast, carbon emissions from 
the reaidential and commercial sectors' 
direct energy use have fallen from 22% of 
ttie total in 1950 to 12% in 1996; while 
entissions from industrial direct energy use 

have fallen from 38% to 20%. However, if electricity-related carbon emissions are 
attributed to the sectors that consume the electricity (rather than to ttie utility sector which 
produces it), the residential and commercial sectors' share has risen from 28% in 1950 to 
35% in 1996. In contrast, the industrial sector's share has fallen from 44% in 1950 to 
32% in 1996, as industry's share of economic activity has declined and services' share 
has risen. 
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Attributing electricity-related 
emissions to end-use sectors, then, 35% of 
carbon emissions are related to households 
and commercial businesses; 33% are 
related to tiansportation, and 32% are 
related to industry. These shares arc 
projected to remain fairly constant over the 
next twenty to twenty-five years, although 
transportation's share ofcarbon emissions 
will increase slightty, while electricity 
generation will account for a slightly 
increasing share of primary energy 
consumption. 

Figinii u.B.aiu>«r.nai>MrowanMis<>i»atmara<cu> 
MIB»rtcsl I I I W H S I t M F f n t M m |1 iS*M1S) 
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PRIVATE MEETING: w / l//c*. - l ^ r e t^dU^r 
RICH TRUMKA 

SECRETARY TREASURER, AFL-CIO 

[* ] 

3:50 pm - 4:05 pm, Tuesday, February 18, 1997 
Meeting requested by David Strauss 
Briefing prepared by Michael Burton 

EVENT 

vr 
*• ¥otrwill be meeting with Richard Trumka, past-president of the United Mine Workers 

and curreiit Secretary-Treasurer of the AFL-CIO, to discuss his strong concems about the 
Administration's position on climate change. 

YOUR ROLE AND CONTRIBUTION 
l /P 

• YCu will have the opportunity to let Rich know that you are ready to listen to his concerns 
that you intend to ensure his full participation in the decision-making process. 

BACKGROUND 

Trumka has been a strong critic of our climate change policies In the past year, be has 
met with Katie McGinty, Tim Wirth, and other administration officials, to voice his 
concerns. He has not found these meetings to be satisfactory and believes that he has not 
been sufficiently consulted about a policy tnat he takes to be detrimental to his core 
constituency. 

»• As you know, the UMW has drafted a climate change resolution for submission to the 
AFL-CIO Executive Council. (A recent version is attached.) The resolution is sharply 
critical ofthe Administration's policies, focusing on "the exclusion of new commitments 
for developing countries under the Berlin Mandate." The resolution calls on the 
Administration to "renegotiate the Berlin Mandate" and to "refrain.... U.S. jobs." 

Trumka believes he has the votes to pass the resolution. 

•• In the past week, the environmental community has been working hard with several 
unions in the AFL-CIO to make sure the resolution is not adopted. These groups report 
good conversations with the Steelworkers, service unions, and others. In addition, Tim 
Wirth spoke this week with Bob Wages, head of Oil, Chemical and Atomic Workers, 
who has responsibility for this resolution within the Executive Council. 



CEQ is concemed that, if the AFL-CIO gets too far out in front, that our opponents on the 
Hill will form an alliance with the unions on this issue. 

Trumka has said that the resolution we have seen was not finalized, that it was not 
directed at you personally, and that he had no intention of overstating its importance 
before the Executive Committee. He was very much concerned that you or others wotild 
try to dissuade him from introducing the resolution. 

Some of Trumka's concerns can be assuaged by making clear that we want to make him 
an integral part of the decision-making process. 

There are at least three points in the process where Trumka can be helpful, including the 
following decision-making events: (1) Preparation for an intemational meeting early-
March in Bonn, (2) preparation for mid-April submission of additional text, and (3) 
preparation for the Third Conference of Parties of the Climate Change Convention in 
Kyoto this December. 

As you may know. Dirk Forister has been named as Chair of the White House Climate 
Change Task Force. He will work with closely with Katie McGinty and Dan Tarullo. 

TALKING POINTS 

I know you are concerned about our climate change policies. 1 wanted to meet with you 
today to hear those concerns in more detail. 

Piesident Clinton and 1 are deeply committed to pursuing policies that nrotec* the 
environment and promote economic growth. 1 simply do not accept that policies to 
protect us from global warming must hurt U.S. competitiveness. 

We need to work together closely in the next year, and beyond, to make sure our policies 
serve all our goals ~ on the environment and on jobs. If it means seeking assistance for 
the families that are affected by whatever climate change policy we formulate, that is 
what we do. 

It's critical that we listen to your concerns. I want you to be an active participant in the 
decision-making process this year ~ as we preparation for an international meeting early-
March in Bonn, (2) as we prepare for mid-April submission of additional text, and (3) as 
we prepare for the Third Conference of Parties of the Climate Change Convention in 
Kyoto this December. 

We don't want to Just listen to you; we want you to help us craft the Agreement. 

Next week you will get a phone call from Dirk Forister, Chair, White House Climate 
Change Task Force. 



Also, I'm going to ask Dirk Forister, who will chair the White House efforts on the 
Climate Change plan to give you a call this week. 

If you don't think you're being heard, please let me know. 
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Climate Change 

Background 

An international scientific consensus has emerged that htiman activities have had a "discernible 
impact" on climate. The Administration has accepted that consensus as the basis for 
developing a proposal for international action to stabilize, and ultimately reduce, greenhouse 
gas emissions (primarily carbon dioxide from fossil fuel combustion). If left unaddressed, 
continuing increases in greenhouse gas emissions could produce significant economic and 
environmental harm, although there is considerable uncertainty regarding the distribution and 
timing of those effects. 

In the 1992 Framework Convention on Climate Change, the major industrialized nations 
agreed to an international treaty calling for returning greenhouse gas emissions to 1990 levels 
in the year 2000. The President's Climate Change Action Plan, announced in 1993, was based 
largely on voluntary energy savings measures. In July 1996, however, the State Department 
announced the Administration's conclusions that the 1990 goals would not be met, and that 
voluntary targets would not be sufficient to assure dependable progress toward stabilizing the 
atmosphere. Accordingly, the U.S. has proposed a new approach: 

• Binding targets and timetables: Emission-reduction targets should be binding. 
Timetables for reaching the targets should be realistic and achievable. 

• Flexible implementation measures: Countries will design their own policies for 
achieving the targets; the U.S. has rejected proposals for uniform international 
strategies for reducing emissions. In recent submissions to the Climate Change 
Secretariat, the USG has suggested several ways to maximize efficiency and 
flexibility: 

- An international emissions-trading regime among developed countries; 
— Multi-year emissions "budgets," with borrowing permitted between periods. 
~ Opportunity for developed countries to earn credits through "joint implementation" 

projects, i.e., assisting developing countries in reducing their emissions. 

• Developing-country obligations: Developing countries must commit to measurable 
progress in limiting Lheir emissions as they develop. Over time, they should 
"graduate" to full participation in the developed-country framework 

These elements are the foundation of the U.S. position in treaty negotiations that are to be 
concluded in a December, 1997 meeting in Kyoto, Japan. The Administration anticipates that 
whatever agreement it signs in Kyoto will be submitted to the U.S. Senate for treaty 
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ratification. 
Status 

During his recent visit to Australia, the President emphasized the need for intemational action 
on the climate change issue. 

An NEC/CEQ-led deputies group has begun discussing the options for appropriate targets and 
timetables, and will be reviewing domestic policy options for achieving those goals. 

AFL-CIO 

The United Mine Workers (coal miners), the Oil, Chemical and Atomic Workers (refinery 
workers), and possibly the United Auto Workers are likely to be the most concemed about 
the outcome of the Administration's climate change activities. The UMW recently armounced 
a joint effort with coal companies to oppose action on climate change, fearing that the likely 
outcome of any agreement will be new restrictions against the use of coal. 

Talking Points 

• The Administration has accepted the international scientific consensus that human 
activities are generating measurable, climate-affecting accumulations of greenhouse 
gases. If no action is taken, we believe there may be severe economic and 
environmental consequences. 

• The Administration believes that the voluntary approach to reducing greenhouse gas 
emissions has been tried, and it failed. 

• We are committed, however, to avoiding the economic consequences of acting 
precipitously. For that reason, we want to design a flexible, long-term approach, 
which provides plenty of opportunity for reassessment and non-disruptive economic 
adjustment. 

• Timetables have not been proposed, but when they are, they will be realistic and 
achievable. 

• We will not support policies that put U.S. industries at a competitive disadvantage. 

• We will demand that developing countries carry their fair share of the burden of 
reducing worldwide emissions. 

• We are committing to working with industry to: 

design cost-effective approaches; 
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address competitiveness issues; 

identify and develop promising new emissions-reducing technologies and 
policies. 

We want substantive consultation and interaction with industry. The Administration is 
developing the analytical tools, including computer models, to inform our 
decision-making. We intend to make those tools'fully open to scrutiny by unions and 
other interested parties. 



Mexican trucks 
gain US access 
BY T I M SHORROCK 
& CHRIS ISIDORE 
l O D R N A L OF COMMERCE STAFF 

WASHINGTON — The Clin­
ton administration has decided 
to open U.S. border states to 
Mexican trucldng companies 
and is expected to make a for­
mal aimouncement within a 
week, labor and tmcking indus­
try. oGBdals said Tuesday. 

The. long-awaited decision 
wlU allow Mexican-owned 
tmcking companies carrying in­
ternational freight to serve U.S. 
points outside the narrow com-

. mercial strip along the border. 
It's a major defeat for labor 
and consumer groups that suc-
cessfiilly fought to stop the 
opening originally set for De­
cember 1995. 

V .Hie border opening was a key 
element,of the North American 
Free Trade Agreement and was 

; luteaided to improve the free 
flcfw^fbf goods between the Unit­
ed Ŝtates and Mexico. 

' "It certainly loote like Clin­
ton'is about to end the delay, 
and we're d'sappolnted," said 
Stevie Trossman, a spokesman 
for the Teamsters union. 

"This will hurt highway safe­
ty and put U.S. tmcking com­
panies in the position where 
they can exploit the low wages 
of Mexican tmck drivers," Mr. 
Trossman added. 

Officials with the American 
Tmcking Associations said they 
have not been given a date for 
an {innoimcement but they be­
lieve prospects are good 

"We have been working on 
this day in and day out." said 
Thomas Donohue, president of 
the ATA. "We are very much 
encouraged that there is a phi­
losophy in the White House 
and Department of Tntnsporta-
tion that this border opening 
should happen." 

Some DOT ofGcials said they 
expect a border-opening an­
nouncement any day, but ttie 
department's official position 
was more evasive. '.'l 

US. and Mexican goverhmenit 
officials "continue to have disr. 
cussions about the issues," saidj 
Bin Shultz, a DOT spokesman-'̂ J 

Under the Nafta, ̂ e U.S. and̂  
Mexican govemments agreed to 
allow Meidcan tmckers to apply 
for U,S. trucking licenses by Dec 
19, 1995. The pact allows U,S, 
and Mexican tmckers to move' 
freely throu^out eadi country 
bv 2000. 

Michele Kayal tn Washington contrfb- i 
uted to this report ' ' . 
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February 3, 1997 

Erskine B. Bowles 
Chief of Staff to the President 
The White House 
1600 Pennsylvania Avenue, N.W. 
Washington, D. C. 

Dear Mr. Bowles: 

One year ago the Administration postponed the land transportation provisions of NAFTA. That 
decision was rooted in your serious concems about the adequacy of mechanisms to insure the enforcement of 
safety, security and other vital standards. Recently, we have met with your staff to discuss the pending 
decision to implement the provision. Based on what we have leamed in those meetings, those matters which 
you correctly identified as cmcial, if implementation was to go forward, have not yet fully been addressed. 
In this light, I strongly urge that the postponement be continued. 

Even if agreement is someday reached with the Mexican govemment on the broad elements of the 
transportation program outlined to us—roadside vehicle inspection capability, data exchange, and safety 
management oversight—it appears that adequate implementation of an agreement will take the investment of 
considerable resources and years to accomplish. 

Major problems that remain unaddressed include: 

• Hazardous Materials 

In general, less than 2 percent of all Mexican tmcks crossing the border are inspected, regardless of 
what they are carrying. Depending on the border crossing, approximately 25 percent of all Mexican 
trucks carry hazardous material. When a random inspection does happen to be conducted, less than 
one in 14 of the trucks carrying hazardous material are property placarded. Up to 90 percent of 
inspected shipments of hazardous material don't coincide with shipping papers carried by the driver. 
Put simply, the flow of hazardous material from Mexico is so substantial and unregulated that you 
could increase the number of enforcement personnel at the border tenfold and not even make a dent 
in solving the problem. 



Erskine B. Bowles 

Accessibility of Data 

The driving and criminal records of U.S. drivers are computerized and readify available to law 
enforcement oflScers in the U.S. Mexico isn't even close to having this information computerized and 
available to UJS. law enforcement officials. 

U.S. Wage and Hour Laws 

Even Administration oflBcials admit that resources do not exist to insure that Mexican drivers are 
protected by appropriate U.S. laws and regulations. With the proposed border opening, a Mexican 
driver could work-flill time in this country, yet not even receive the U.S. minimum wage. NAFTA's 
impact on workers' wages is already severe, but under this circumstance would have the effect of 
undermining legally mandated wages. 

Insurance Coverage 

Studies by the National Association of Independent Insurers and others have shown that Mexican 
carriers are chronically under insured. The legitimacy of insurance papers are also questionable. 
Insurance forms are often altered or duplicated. Inadequate or illegitimate policies can often be 
purchased for $50 or less at many border crossing locations. 

Hours of Service 

Mexico currently has no hoi;rs of service regulations. Even if hours of service regulations were 
adopted, there is absolutely no track record for enforcing such regulations. The entire burden would 
fall on U.S. officials with no credible enforcement program in place. 

Inspection Capacity 

Texas alone had 1.9 million total Mexican tmck crossings in 1995 at 15 different border crossing sites. 
OflBcial figures for 1996 are expected to increase. The current level of enforcement personnel allows 
for the inspection of only one-half of one percent of all these trucks. When you add Arizona, Califomia 
and New Mexico into this mix, it is clear that adequate enforcement programs do not exist and cannot 
be developed at the border. 

Market Access 

Reciprocal market access for scheduled bus service has not been achieved. Mexico continues to 
restrict service to multiple destinations and prohibits bus terminal ownership and operation by non-
Mexican companies, thereby effectively denying market access to U.S. carriers. 
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Other unresolved issues include differential air emission guidelines, the inability to enforce existing 
prohibitions against cabotage, the ability of Mexican tmckmg companies to interfere with U S industrî  
relations disputes, and differential drug and alcohol testing programs. 

Laws and regulations addressing minimum employment standards, hours of work, job and highway 
ŝ ê , and envu-onmental quality are enacted by govemmental authorities to enhance and protect the quality 
of Ufe for the citizens of this countiy. It is a serious mistake to beUeve that any presumed benefit from 
premature market opening outweighs the public good. Current policy should be maintained and 
unplementation ofthe land transportation provisions of NAFTA be suspended indefinitely. 

Sincerely, 

J. Swi 
President 
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U.S. DEPARTMENT OF 
TRANSPORTATION 

OFFICE OF INTERNATIONAL 
TRANSPORTATION AND TRADE 

MARITIME AND SURFACE DIVISION 
P-24 

TO: 

FAX SHEET 

December 17,1996 

PROM: Susan Gorsky 
International Policy Analyst 
tel: 202-366-9532 
fax: 202-366-7417 

Lael Brainard, NEC 
fax: 395-68S3 

PAGES: 12 (including cover) 

Here is a revised paper on implementation of NAFTA's transportation provisions for 
tomorrow's NEC meeting. It is mtich more detaUed than the paper we provided for the 
Monday meeting. 

I understand that you had suggested tliat the paper address safety issues that were rmsed 
through the NEC last Duetnber when the decision was made to delay implementation. If 
issues were raised that are not addressed in the paper, please caU me or Dave DeCarme sc 
that we can include them before tomorrow. 

Tliank you for all your assistance on this issue. 
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Issues Related to Implemeutation of NAFTA's 
Truck and Bus Transportation Provisions 

Background 

NAFTA created a timetable for the phased removal of barriers to the provision of motor carrier 
service among the NAFTA countries for the carriage of passengers and mtemational cargo. All 
Umits on access wiU be phased out by January 1,2000; limits on mvestment in motor carriers 
established In the NAFTA countries will be gone by January 1,2004. 

Cai^o Implementation Delay 

A m ôr knplementatlon milestone was to have occurred on December 18,1995, the date 
by v/bich the United States and Mexico agreed to permit access to each other's border 
states for motor carriers ofthe other cotmtry for the delivery and backhaul of cargo. By 
this date, NAFTA also obligated the United States to remove restrictions on Mexican 
investment in motor carriers established in the United States for Ae transportation of 
international cargo. 

On December 18, 1995, Secretary Pcfia announced a delay in the NAFTA 
impleinentation schedule. Because of safety and security concerns, DOT has been 
accepting applications from Mexican tmcking companies for operations itt the U.S. 
border states, but final disposition of pending applications is being held xmtil 
consultations with Mexico to resolve safety concerns are completed. Implementation of 
the investment provision has also been delayed. 

Progress in Resolving Safety Concents 

Since last December, the Department of Transportation has been working to resolve our safety 
concerns on a number of levels, enhancing federal enforcement efforts, for example, and working 
with tiic states to upgrade state enforcement programs. All ofthe issues raised by labor 
organizations and safety advocacy groups and by members of Congress in connection wifli tiie 
operations of Mexican tiuoks iu the United States are addressed below. 

^ Truck Requirements. Tho Uucc NAFTA countries have adopted a basic commeicial 
vehicle safety standard as the minimum level of mechanical fitness to be sustained by all 
commercial motor vehicles operating m international commerce. This standard is based 
on regulations currentiy in effect In flic United States and Canada. 

Driver Age and Language Requirements. The tiiree NAFTA countries have agreed to 
require tiiat drivers operating in international commerce be at least 21 years old and be 
able to communicate in tiic language of the country in which tiiey are operating. Thus, 
even tiiough Mexico permits drivers to obtain a commerdal license at age 18, only 
drivers who arc at least 21 years old will be permitted to operate across the border into 
the United States. Moreover, those drivers yfnll have to have at least a basic 
understanding of English. 
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Hazardous MateriaU Rcquirexneats. Mexico rx̂ juircs drivers of trucks canyinc 
hazardous matenals to obtain an endorsement to tiieir drivers licenses indicatingAat tiiev 
have received specialized tiBining for handlmg shipments of hazardous ^ i ^ f o r ^ ^ ^ 
tank trucks contommg bulk shipments of hazardous materials, and for emereJncy 
response. Moreover, Mexico has promulgated regulations applicable to ha^dous 
matenals transportation tiiat arc based on tiie UN recommendations on tiic Transnort of 
^R^^n^S '."^"u" international consensus standard. Mexico h ^ ^ W e d 
280 trained irjspectow who are conducting inspections of individual hazardous matJals 
toicks. In addition, tiie tiiree NAFTA countries have pubUshed a Nortii Ameri^ 
Emergency Response Guidebook in EngUsh. Spanish, and FrencL 

Hours-of-Service and Driver Logs. The United States, Canada, and Mexico have 
b f r . l S r " ^ '̂ eaged in cmss-boider transportation will 
be recorded and accounted for. Meodco has already begun to take tiie steps necessaxT^ 
miplement a logbook requirement for hazardous materials and bus driverT 

" ^ , P*?^'^"°^'»a^<i«v«lopinfi a Nortii American logbook tiiat will be 
modeled on logbooks currentiy used in tiie United Stales and Canada. We believe tiiat 
tiie tiiree countnes wUl agree on a North American logbook by early January 1997. 

Federal Actions to Enhance Enforcement Over tiie past Xbrcc ycaî . DOT has 
M J S ^ ^ ."̂  " ^ ^ " ^ ^ addressing safety issues related to implementation of 
. i ^ i ' trauspottation pi-ovision̂ j. Since last December, DOT has focussed mcî ased 
attention on tiie Soutiiwest border in px̂ aration for NAFTA Our safety e n f o ^ S T 
activities arc ongomg; however, over tiic last year we have: 

U <? rn^c^-^ ^ ^ J f it^tt^T^ who are conducting inspection activities witiiin tiie 
U.S Customs miport lots at all tiie major commercial crossings and assigned 7 inspector, 
to tiie border area who arc engaged in outiuach and compliance review activities. Insum 
over the last year, DOT has moved 20 PTEs to tiie border to work on NAFTA Sfe^ 

- ^̂ cluded checks on die validity ofcoramercial drivers licenses as part cf tiic 
rca^ide msp t̂ion process. Inspection personnel can access to federal and state 

U^se is'I^S'' "̂̂ "̂  "̂ "̂  ^"^"^ ^"^^ driver's 

Blitzed tiie border witii safety brochures and Public Service Announcement 
messages regardmg DOT requirements to operate a tmck or bus m tiie United States For 
example, over 1,400 posters and 5.000 brochures have been distributed on tiic southem 
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border regarding dmg and alcohol requirements tills past year. In addition border 
mspectors continue to disseminate otiier safety brochures and information on a regular 
basis to Mexican drivers entering the United States. 

Drug and Alcohol Testing. The final draft of an agreement between the United States 
and Mexico on dmg and alcohol testing for commercial drivers is now being reviewed bv 
the State Department - ^ 

Mexico's Actions to Enhance Safety Enforcement Mexico has also taken steps 
domcsticaUy to address tiie safety problems tiiat led to our decision to postpone 
unplementation of tiie December 18,1995, access Uberalization provisions of NAFTA. 

Mexico is working witii DOT to train and deploy truck inspectors tiuoughout 
Mexico and particularly along tiie U.S.-Mexdco border. 

Mexico believes tiiat tiic training of tiie Mexican Federal Highway Police wiU 
provide a stable and continual presence upon which to build a pcraianent compliance and 
enforcement presence along die U.S.-Mexico border. Mexico is completing a detailed 
trahiLig and implementation plan tiiat wiU mclude infomiation on where and when Mexico 
WiU beghi to conduct commercial vehicle hispection along die boitler. DOT has agreed to 
continue to provide Mexico witii tiie help it needs once tiiis plan is finalized. 

- Fiirtiier, Mexico has developed a driver infomiation exchange system tiiat has tiie 
abihty to interface witii tiie U.S. driver Uocnse data base. Mtaico plans to expand tiiis 
system to mclude aU Mexican drivers. In addition, Mexico plans to develop a motor 
earner data base tiiat wUl include information on a company's safety and compUance 
record. 

State Enforcement Programs. Tue border states have taken steps to upgrade tiieu 
enforcement programs m anticipation of increased ti^c fiom Mexico once NAFTA is 
miplcmcntcd. 

- The four border states received nearly $1 miUion m extra Motor Carrier Safety 
Assistance Program (MCSAP) grant funds in FY 1995 and $1.1 miUion m FY 1996 for 
enhanced enforcement activities. In FY 1997. DOT wUl provide an additional $1.5 
mllUon to tiie border states m MCSAP funds. The states are usmg tiiese grants to fund 
uutiatives tiiat wiU provide a more sustained enforcement presence along tiie border 
unprove tiic compUance level of Mexican operations wifli U.S. reqmrements, and use 
technology to facilitate tiie inspection process and hnprove tiie quaUty of tiie'mspcction 
data. 

- Specific state enforcement activities fiinded by MCSAP include: (1) use of local 
ofliccrs to mcrease tiie level of enforcement of Mexican commeix;ial vehicles- (2) strike 
force operations to focus on brake and hours-of-service violations; (3) Spanish language 
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trammg for mspecUon officer*; (4) tmining and education activities; (5) purchase of roUer 
brake dynamometer systems to improve tiie efficiency of tiie mspcction process; and 
(6) purchase of laptop computers for roadside inspectors to improve access to state and 
federal data bases. 

- In FY 1996, tiie four border states were give& priority in tiic allocation of Dmg 
Interdiction Assistance Program fimds. MCSAP fiiUy fimded tiiree border states' dmg 
hxterdiction assistance program (DIAP) proposals totaUng $255,032. 

The State of Texas is hiring additional enforcement personnel, and expects to add 
a total of 150 now officers. A total of 82 officers have alr^y been hired; Texas plans to 
add 16 more by January 1997 and anotiier 11 by June 1997. Tha wanamdcr are officials 
tiiat have been hired by local govemments. TTie state also plans to consttuct several new 
weigh stations throughout the state. 

The State of CaUfomia has made a major conraiitinent to enforce fixicral and state 
motor carrier safety and operating requirements as NAFTA is implemented, sî potting 
its commitincnt witii substantial mvcstments In infiastiucuire and personnel. One 
example are tiie new dedicated inspection facUitics tiiat CaUfomia has mstalled at Its 
busiest border crossings, Otay Mesa and Calexico. 

Hie State of Arizona has assigned two fiill time officer? to NAFTA outiwoh. 
Smce December 1995, tiiese officers have trained 781 Mexicans in U.S. commercial 
motor vehicle safety requirements. Traiiung has been conducted in Spanish hi Mexico. 

The State of New Mexico has mstalled new mspcction faoiUties at Antfiony on I-
10, just north of El Paso, Texas. 

Economic Implications 

Border Congestion. Implementation of NAFTA's UberaUzed access provisions could 
significantiy reduce congestion at major U.S.-Mexico border crossmgs. Most oftiiese 
crossings experience serious traffic backups tiiat are oflcn tiic result of archaic drayagc 
and ouitoms broker practices tiiat have grown under the existing access restrictions. 
Smcc Mexican tmcks may not access tiie United States beyond tiic limited border 
commercial zones, and U.S. tmcks art virtuaUy excluded fixim entering Mexico, cargoes 
must bo transfened to carriers who do have broader access on eiflier side ofthe border. 
This practice should graduaUy be reduced once tmcks can cany their cargow directiy 
across tiic border to tiieir destinations in the border states, tiius eliminating tiic multiple 
transfers of cargo and the delays they cause. 

Labor Issues, Implementing tiie NAFTA provisions applicable to cross-border 
transportation of cargo should not displace U.S. commercial drivers. 
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nn5t^ If^^ ̂ ""^"^ companies will not be pennitted to transport domestic cargo in tiie 
Umted States, so none of tiiose jobs is at risk. " m me 

- Second, because most shipper decisions on canier choice depend lareclv on 
customer service factors ratiier tiian rate factors, it appears likely tiiat U.S. cmicrs wUl 
cany a fau- percentage of cross-border cargo. Tniok rates are very high in Mexico and 
tiie sê cê offered is not on tiie level of tiiat provided by US. ti^kin| o o m S ^ For 
example, total transit time, reliabiUty of on-time piok-up and deliva^respo^ta 

L v ^ f f ^ ' L ^ ' " ^ "'^^^^^ '̂ P'̂ ^^* '̂ c^erTauciJTstabiUty give U.S. compames a material advantage. owvumiy 

Applicant Information. It is important to note tiiat implementation of tiie NAFTA 
acc^shbcrahzation provisions wiU pmbably not result in large numbers of Mexican 
tmcto operatmg m tiie four border stiites. Based on our infomiation, we estimate tiuil tiic 
160 Mexican apphcants for autiionty to operate in tiie U.S. border states have about 1 100 
power umts among tiiem. ^ wuui i , i w 

By comparison, at Laredo alone approxunately 1,000 power units now cross tiic 
^ t i o n ' r ^ the United states and Mexico each day. •meiTare primarily dray^e 
operations pcrformmg multiple operations on a daUy basis. 

- Altliough tiia physical characteristics among power units arc sinular, tiie age and 
operational charactenstics of tiie units tiiat wiU operate into tiie interior of tiie borlr 
s t ^ should make it more lUcely tiiat tiiey will meet U.S. safety and operating standards. 
Actual comphance wrtii tiie standards wUl be accomplished tiirough exchange of 
mfoimalion, vehicle mspcctions. and on-site inspections of earners' tenninal feciUties as 
appropriate. 

Rtsuits of Enhanced Federal and State Programs 

ft,«'r1^,3!*^' ̂  '"^r ' ^ . ^ o ' ^ to «>h^cc safety enforcement activities directed at 
tite U.S..Mexico border area by aU leveb of government The out-of service rate for 
Mexican vehicles mspeaed in tiie commercial zones has decreased fiom a high of 59 
percent to 43 percent It should be noted tiiat tiicsc statistics relate solely to drayage 

" t i " ""^^ " ^ " ^ ^ ^ ^ 

T J n " ^ T ' ^'''T''^'" '̂ '̂  ^tistics to compare tiie situation 
fiprn last December to die situation of today. First tiie inspections on which tiie statistics 
arc based arc not random; raUicr, inspectors target for inspection tiiose vehicles and 
dnvers that appear to have safety deficiencies. Second, we have moved bom a relatively 
small umverse of vehicles and drivers inspected to a relatively large universe of 
inspections pcrfomied over the past 12 montiis. Thus, tiie statistics arc somewhat 
skewed. 
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However, we have seen tiiat the condition of vehicles crossing tiic border from Mexico 
has improved smce we hicreased our enforcement activities. For example, inspectors 
report tiiat most vehicles now have better tires, new lug nuts, and otiier new vehicle 
components Irispcctore report tiiat drivers are even returning to show inspectors tiieir 
unproved vehicles. Inspectors also report a decrease m tiic numbers of underage or non-
licensed drivers crossmg tiie border, e^wiuuu 

In El Paso. Tcxas. one large hazardous materials canicr retrofitted its entire fleet of tirnk 
tiuc^ after border safety inspectors discovered a design problem in one ofits vehicle's 
marmoles. 

We have alao seen significant changes in tmckers' attitiides and behavior. Cairicrs and 
drivers arê now more knowledgeable and concemed about safety. Moreover, tiiere has 
been a mariccd mcrease in tiie number of companies, drivers, and even mechanics 
requesting safety trainmg and participating in om: grassrootis, outreach meetings. 

Thiotigh the Land Transport Standards Subcommittee, we have reached an important 
mUestone hi tiie foUowing policy area: FVi*«ui 

Safety Assessment Process. The United States believes tiiat we must have a process in 
place by which safety officials can evaluate tiic safety perfonnance of Mexican appUcants 
to operate m flie United Stiites m advance of flieir receiving operating autiiority, 

- The United States. Mexico, and Canada are currentiy discussing development of 
a safety assessment process tiiat could be appUed to new appUcants fbr autiiority to 
operate in international commerce pursuant to NAFTA's transportation provistons. These 
discussioî  are takmg place in tiic Land Transport Stimdards Subcommittee, which was 
estftoilshed by NAFTA to address development of compatible safety and operating 
standards for fruck, bus, and rail tiansportation and for the tiansportation of hazardous 
raatenals. 

Our discussions have resulted in an agreement among tiie tiiree countries on 
critical safety areas tiiat would be reviewed and approved by each counti/s aufliorities 
before a earner could begin cross-border operations, mduding: (1) safety management 
systems, (2) driver quaUfications, (3) hours of service compliance. (4) dmg and alcohol 
testing, (5) condition of vehides, (6) accident monitoring programs, and (7) compUance 
witii regulations governing tiic ti-ansportation of hazardous materials. 

III addition, wc have agreed on several elements tiiat arc essential to 
unplementation of a successfiil cooperative and coordinated compUance and enforcement 
program, such as dear communications between govemments and witii motor earners' 
development of electionic data bases and exchange of safety infonnation for companies, 
dnvers, and vehides; and mvolvement of state and local officials. 
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' tL. . « - T ^ '̂̂ î ^ng how to unplcment a safety assessment system based on 
t T ^'^''Pl"'- t̂ep in tiiis process is for tiie US. and Mcxicau govemmente 
to exchange data on ̂ ecific motor earners as a test to asccrtam whetiier sufficient 
iirformation is available on mdividual earners to enable govemment officials to expedite 

iTaT? r99r • ^ "^"^ ̂ ^̂ -̂̂^ - ™ " -
The tiiree countiies also have agreed to develop a procedure to exchange 

! f n l Z f °^'''''I^'''"'^f " " ^ ^ r ^ (̂ '̂ '̂  i»« decided toprocess apphcauor̂ ). THe procedure wUl be based on our assessment of tiie data excLge test 
pro-am. As a longer-range project, tiie data base experts in each country arc 
meeting mmid-Fcbniary to begm to consider development of an electronic date 
cxcnangc program. 

J J ^ ^ n ^ ^ ^ T x ' " ' Stetes con begm to process 
^phortions fiom Mexican motor earners to operate in tiie border states ptusuant to 
S^e c ^ v T S ^.P^T'° independentiy verify tiie safety compliance of 
fliese earners. Thus, Mexico must miplement tiiree basic compUance/enforcement 
program elements for motor earners granted autiiority to operate in tiie United States and 
for tiiose earners who tiansit tiie United States on tiie way to Canada: 

~ Mexico must deploy roadside commercial vehicle mspectors tiained m 

^ ^ T . ^ ^ - ' ^ ^ ^ ^ ' ^ P ^ ^ ^ in its northem stetes and 
S o ^ ^ l ^ ? ' i r ^ ° ° i ^ °^^^ie^ P ^ ^ - Roadside enforcement is key to an effective and visible enforcement program. 

mntnr . ^ ^ ^ ^ "̂ ^̂ '̂ ^̂  ! """̂ ^̂  ^̂"̂  ̂ atitering Safety infijmiation &om individual 
motor earners and providing tiut infomiation to tiie United States. Adequate and 

T r ^ t ^ T ^ T °° " " " J '^"^ "PP "̂̂ *" ^ to tiie process of assessbg a earner's safety perfonnance during tiie appUcation process. 

-- Mexico must implement a motor canier safety management oveisieht svstem for 

safety officials. Such a program is hnportant to establishment of a pemianent monitoring 

^ l l t ' - ^ r i ^ ^ r ^ ^ ^'P^^^^^t to tiie^velopment of 
effective North American motor carrier safety program. 
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Progress in Resolving Security Concems 

The U.S. Customs Service has been engaged in an intensive process to improve the metiiods by 
which it poUces flie countiy's borders against drag traffickers. Customs has had to work smarter 
by wedding new technologies witii conventional mvcstigative techniques. Its workload along tiic 
soutiiwest border is staggering. For example, last fiscal year, 3.5 miUion tmcks, 74 milUon oars 
and 254 miUion people crossed tiie U.S.-Mexico border. FoUowing arc dctaUs of tiie Customs ' 
Service programs.' 

" Operation HARD LINE, launched two years ago, is designed to peraianentiy harden tiie 
soutiiwest ports of enhy agamst drug smugglers. Since its unplementation, tiie number of 
vehicles specdmg tiuough border crossmgs witiiout stopping, known as port running, has 
decreased over 56 percent 

Under Operation HARD LINE, nearly 165 ojqjeriencod special agents and intdUgencc 
analysts have been reassigned to tiie soutiiwest border. In FY 1997. an additional 650 
positions and $65 million wiU be aUocated to Operation HARD LINE efforts on tiie 
southwest border and the soutiiem tier of tiie United Slates. 

»• Port uifrastructure has been fortified and hispectors have been equipped witii better tools 
to perform more intensive narcotics exammations. Customs plans to deploy new tiiick 
x-ray systems by October 1997 at El Paso and Phan m Texas and at Calexico, CaUfomia. 
Customs has also hicreased overtime paid, purchased over 1,700 sets of body armor, 
fimded integrity tiaining, deployed t26 new vehicles, and purchased radios and otiier 
cqtupmcnt 

Under tiie Land Border Carrier hiltiative Program, Customs has also received pledges 
fhjm more tiian 836 tmckmg companies on tiie soutiiwest border to better poUce tiieir 
vehicles and warehouses in order to prevent tiic exploitation of legitimate carriers by drue 
traffickers. * 

• Drug seizures on tiie soutiiwest border increased substantially in FY 1996. Narcotics 
seizures arc up by 29 percent by total number of inddcnts aud 24 pcix^t by total weight 
over FY 1995. AdditionaUy, tiic total weight of narcotics seizures in commercial cargo 
on the U.S.-Mexico border hicreased over 153 percent in FY 1996 compared to FY 1995. 
This increase resulted fiom an hicreased in the number of hitensified mspections 
conducted by Customs pcrsormel and firom improved tactical inteUigence gathered as part 
of Operation HARD LINE. 

Investment Provisions 

There is no safety justification for our failure to unplement die NAFTA provision 
concerning investment by Mexican citizens in U.S.-based trucking companies. 
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<itnf.. « ? ^ ? ^ P ^ ^ ' While Mexican-owned, would be estabUshed in tiic United 
States and required to operate as U.S. companies, meeting all US. safety S ^ I ^ S T 
dnver qualification, and otiier standards ' ^' 

Such companies would be pennitted to fransport only mtemational cargo No 
S i ^ r ^ ^ company would be pemtitted to cany domestic cargo m tiieUnit^ 
Stetes. Moreover, where flie transportation of intemational cargo involved its moSment 
from one pomt in the United Stetes to anotiier pomt m tiie Unittl Stetes, tiiese 
compames would be legally bound to employ US. drivers and, tiius. w J d provide 
additionaljob opportunities for U.S. citizens. '̂ luuproviac 

Bus Provisions 

' re^fm"^^'®^ tire United Stetes and Mexico to Uft restrictions on tiie provision of 
regular route, cross-border scheduled bus services by Januaty 1,1997 Intera^cv 

unplement tius provision has not been forthcoming. 

Based on a contracted study and on an internal review of Mexican bus operations we 
have coricluded tiiat tiiere is no safety justification for delaymg tiie N A F T T S O W S I O ^ 

^l lu ' " ^ ^ " ^ ^ have.found no indicatio^ of safety 
problems with tiiese operations. It is Ukely tiuit tiiese earners wUl also o^TrSdor-
route service mto tiie United Stetes once tiiis provision is implement ^ 

' S ^ ^ v . ' ^ ' ^ i S f ' ""^"^ "̂̂ "̂  a niajor goal for Mexico 
dunng flie NAFTA nesotiations; if a decir.icn is made not to go forv̂ Sd to imo W n t th. 

N ^ ^ ^ ^ortetton «sues witii Mexico. Moreover, since Mexico tends to Unk 
fc^f r S ^ ' " ' ^ - ^ ° ^ eovcmment retaliation could teke tiie 
fcnn of an adverse action m anotiier sector, sudi as agricultiire or telecommunication^ 

Moratorium ModiCcationj 

The United States enforces its current restiictions on tiie operations of Mexican carao and 
pa ênger motor earners tiirough a moratorium on grants of operating aSri ty to ' 
Mexican-owned or-contiolled compames. luuruyio 

^^ Congress imposed a two-year moratorium on new grants of U S oi>eratine 
• autiionty by tiie Interstate Commerce Commission to Mexican Sd C a ^ a Z m C r 

^ e r s m retehauon for restrictions in tiiose countries on tiie operations of Urmotor 
earners. 
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Shortly tiicrcaftcr, the United Stetes and Canada reached a bilateral understandimi 
on cross-border motor carrier operations tiiat pennitted tiic President to Uft tiie 
moratorium as it appUed to Canadian motor carriers. 

-- Mexico continued to prohibit U.S. motor carriers from operating across tiie 
border. As a result, hi 1984, tiie Congress added two additional years to tiic origmal 
inoratonum and required tfiat aU Mexican earners obtem a certificate of registiation from 
tiie Int^te Commerce Commission Umiting tiieir operations to border commercial 
zones. The Umted States extended tiio moratorium in 1986, 1988.1990.1992, and 1994. 

- The last extension of tiic moratorium ĉ qpired on September 16,1996. 

If the rnoratorium is not extended hi 1996, tiien Mexican canieis could legaUy apply for 
autiionty to operate anywhere m tiie United States, and tiie Department of-Transportation 
would have no legal basis for denying tiieu-appUcationi. ^i>»^on 

In order to unplement tiic NAFTA transportation provisions goventing access to tiie 
Umted Stetes by Mexican cargo and passenger caniers and mvestinent in motor earners 
domictied m tiie Umted Stetes. h is neccssaty to modify tiie moratorium sclectivdy. 

Thus, before tiie December 1995 access aud mvestaieatUberalizations can be 
mplemented̂  tiie moratorium must be modified to reflect tiiat Mexican motor caniers of 
freight ŷould be pennitted to operate m tiic U.S. border stetes and tiiat Mexicans would 
be perautted to own motor carriers domidled in tiie United Stetes to cany international 
cargo. 

Shnilarly, m order to unplement flie Januaty 1997 NAFTA provisions tiie 
moratonum must be modified to pcmut Mexican bus companies to provide crobs-bordsr 
regular-route service mto tiie United Stetes. 

DOT Proposal 

We propose tiiat tiic NEC recommend tiic foUowing to tiic President: 

(1) That the moratorium on new grants of operating autiiority to Mexican motor earners 
be extended for two years. This action maintains tiie statiis quo and p'aces tiie United 
Stetes m a stiongcr legal position witii respect to our delay in processhig current 
applications from Mexican truckmg companies. 

(2) That tiie moratorium be modified to pemiit Mexican bus companies to provide cross-
border regular-route service mto tiie United Stetes. TTtis action brhigs tiie United Stetes 
mto compUance witii its next obUgation under NAFTA and, given our significant analysis 
ot Uie Mexican bus mdustiy (outlined above), can be teken knowmg tiiat it will not 
compromise highway safety. 



I I 
(3) TTiat tiie moratorium be modified to oemiJt M«»vJ,̂ a„ , 
domictied in tiic United Stetes to ca^ fnttTn , ^^'^'° "'"tor caniers 
Stetes into compUance wiS a prev^ N^^obl ^ ' ""^^'''^ '^^^ "̂ ^̂ ^ 
smce tiiese companies, while M ^ ^ o v ^ w ^ ^ T ^ ' ^ ^ ^^^^^ ^ 
companies, meeting all US. safety standard °P'^'' ^ "'S-

f ^ S y ^ ^ s s l S f c r t h t S ^ ^ ^ 
Januaiy 1, 1997. possible. P"™'""" O"" iK •mplanented as close to 

s 1 S S e t y S n " ^ ~ ' ^ ^ ^ - « » ^ ' ^ ^ 

i i L s h T d S ^ T r i l r ' ^ ^ ^ ^ 
cstaousnea North Amencan procedures, in tiie northem Mexican states with =, 
pamcular focus on tiie US.-Mexico border area; ' ^ ^ 

andtiiosedriversandcanierstiiar^:^^™^^^ 

Sose cSS'^' f^"' ' '^^"^"^ management oversight program for 
toose caniers granted autiiority to operate in tiie United Stetes and for tiiST 
earners who transit tiie United Stetes on tiic way to Canaia. 

H '̂ ''̂ ^ ^̂ P̂ "̂  «̂̂ «̂ti<'" of otiier outstanding bilateral 
tiansportation issues, mduding Mexico's treatinem of U . S . K ) ^ ^ S n S e 
comp̂ ames. Schneider Tmddng's investment restmcturing, ^ l ^ T ^ ' u ^ ^ 53 

December 17, 1996 



Talking Point;s - NAFTA Provision on*Motor Carrier Aoaoas 

A number of improvements have and s t i l l are being implemented by / 
U.S. Customs along the U.S.-Mexico border since the decision last 
DecenOaer to delay the NAFTA provision which would have allowed Q Q U / ^ . 
U.S. and Mexiccin trucks access to the other countzry's border \3-r~ 
states to transport goods transborder. These improvements TxV' 
include: ^ 

o Better Interaafincv Cooppratipp - Department of . LJ, 
Transportation safety inspectors, state police and safety ^ 
officials, and Customs have mounted continuing safety 
inspections along the entire border. Safety inspections S 

are conducted regularly and without problem^ 

Q Increased Enforcfttnant: PA-rgnnnf̂ l - i65 experienced agents 
have been reassigned to the sw border plus 100 inspector 
positions have been fi l l e d in FY 96 on tha border. The 
F/ 97 budget for Operation Hard Line provided for 657 new 
positions to enhance narcotics enforcement on the SW 
border and these are being hired and trained now eind w i l l 
be in place by October 1997. Department of Defense has 
funded an additional 1-4S National Guardsmen to assist 
Customs along the border in FY 97. 

o Enhanced Border FaGillhi^e - virtually every Customs 
border inspection station has been modernized over the 
past 5 years. Most recently, a new facility was opened at 
Calexico, CA, and the Colombia Bridge commercial f a c i l i t y 
le providing a state-of-the-art Inspection area for the 
Laredo, TX, €urea. 

o TechnolooY Tmprovftmftntft - Four new large truck x-ray 
systems will be installed in this year (Calexico 2/97, E l 
Paso/Ysleta 6/97, E l Paso/BOTA 9/97, Pharr, TX, 10/97) 
plus three more are planned for next year (Nogales, A2, 
plus Laredo and Loe Toraates, TX) , These are in adcLit:ion 
to the existing truck x-ray in San Diego and the mobile 
truck x-ray now being deployed in che Laredo area. 
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o Bnhfinc.fid PartnerRhjnfl w••î h indnBt-.ry - Cuetoma introduced 
the Land Border Carrier I n i t i a t i v e in January 1996 to gain 
the voluntary support of Mexican and U.S. trucking 
companies to improve their security procedures against 
narcotics from being hidden on their conveyances. To 
date, 836 trucking companies have applied for the program 
and 760 have been approved. Customs i s also working with 
t^ie Border Trade Alliance and major U.S. importers to 
build a Bualnesfl Anti-smuggling Coalition which i s also 
focused on enhanced security procedures. 

o Increased Truck/rontajna-r Ryamff - Customs has Increased • 
enforcement and commercial exaraliiatlons of f u l l trucks by 
45 percent and empty trucks by S3 percent i n FY 96 and 

..Customs anticipates a continuing Increase in the 
inspection rates in FY 97. 

o Increased Seizuren of NarcottcR - FY 96 seizures along the 
SW border have substantially increased over FY 95: total 
narcotics seizures increased 29 percent (6,956) and 24 
percent by total weight (273 tons of marijuana, 16.6 tons 
of cocaine, 460 pounds of heroin). Narcotics seizures In 
commercial cargo were also up 153 percent (56 seizures 
waighing 20 tons). 

Although Customs and the other agencies have improved upon border 
safety and security, i t must be recognized that Mexico remains 
the greatest threat i n terms of cocaine entering the United 
States and that the volume of trade and motor vehicle t r a f f i c 
continues to grow. However, in light of the improvements, U.S. 
Customs offers no objections to the approval of the NAFTA 
provision on truck access. 
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GENERAL TRADE FACTOIDS 
(Based on Jan-Nov Trade Data) 

THE DEFICIT: 
• The annualized 1996 Goods and Services deficit increased by 4.3% to an estimated SI09.6 billion. This 

represents approximately 1.4% of GDP, nearly 60% lower than the previous i 987 peak deficit of 3.3%. Much of 
the pressure on the U.S. trade deficit has arisen from a sharp rise in oil impon prices (up 18.5% relative to the 
first 11 months of 1995). The goods and services trade deficit excluding petroleum dropped by an estimated 
10% from 1995. 

• The annualized 1996 Goods deficit also increased by 5.7% to an estimated SI83.3 billion, and represented 2.4% 
of GDP, nearly one-third lower than the previous peak in 19.87 of 3.4%. The goods trade deficit excluding 
petroleum dropped by 0.5% from 1995. 

EXPORTS 
• Goods and services exports are up 6.3% ($49.6 billion) to an annualized record of $836.1 billion in 1996. The 

growth rate of U.S. goods and services imports, at 6.0%, was slower than that of exports. 
• Goods exports are up by 6.3% ($36.3 billion) to an annualized record of $612.2 billion in 1996. The growth 

rate of U.S. goods imports, at 6.2%, was slightly slower than that of exports. 
• Manufactured exports are up over 7% to a level of $521 billion in 1996. Exports of advanced technology 

products (a sub part of manufactured exports) are growing even faster, up nearly 13% to $156 billion in 1996. 
The U.S. enjoyed a trade surplus of $13.6 billion in advanced technology products during 1995, and the surplus 
is up 95% this year to an annualized level of $26 billion in 1996. 

• U.S. agricultural exports are up by 9% to $61.5 billion in 1996. 
• Services exports are up by 6.3% to an annualized level of $223.8 billion. TTie U.S. had a services surplus of 

$68 billion in 1995, and this surplus is up 8% this year to an annualized level of $73.8 billion. 

.JOBS SUPPORTED BY EXPORTS 
• U.S. jobs supported by goods and services exports are estimated to rise by 269,000 in 1996 to 11.3 million 

(based on first 11 months). Since the beginning of the Administration, jobs supported by exports have risen by 
1.5 million, based on a 35% increase in U.S. exports of goods and services since 1992. 

• Jobs supported by Goods exports to NAFTA countries are estimated to be 2.3 million in 1996 (1.56 million with 
Canada and 743 thousand with Mexico). This is an increase of 312,000 export supported jobs since 1993 (pre-
NAFTA). 

• Jobs supported by Goods exports to other countries/regions (based on 9 months data): to Japan are estimated 
to be nearly 890 thousand in 1996; China: 160 thousand Jobs; Latin America (excluding Mexico): 585 
thousand jobs: FC12: 1.2 million jobs; Hong Kong: 165 thousand jobs; and Taiwan: 210 thousand jobs. 

• Jobs supported by goods exports pay 13% to 16% higher than the national average. 

JAPAN TRADE 
• The 1996 deficit with Japan is down 22% in 1996. Exports are up 6.3% and imports down by 7.5%. On an 

annualized basis, the 1996 deficit with Japan is estimated to be $46. i billion, 30% lower than its peak in 1994 of 
$66 billion. U.S. exports to Japan are estimated to be $68 billion in 1996. 

• U.S. exports of autos and autoparts are up 1% from a year earlier, imports are down by 10%, and the trade 
deficit is down by 11.5%. 

MFXICO TRAPE 
• With Mexico, suffering from recession and intemational liquidity problems, the U.S. goods trade balance 

moved from a 1994 surplus of $1.4 billion to a 1995 deficit of $15 billion, more than accounting for the entire 
deterioration of tiie U.S. goods trade balance in 1995. Exports fell by 9.0% - a decline whose size was limited 
by Mexico's NAFTA obligations. In 1981-83, tiie period of the previous peso crisis, U.S. exports fell by 50%. 
The Mexican economy has stebilized in 1996 and the U.S. export decline has come to an end. Through tiie first 
11 months of 1996, U.S. exports to Mexico were 21% higher than a year earlier, and 35% higher than the same 
period in 1993 (pre-NAFTA). 

CHINA TRADE 
• With China, the U.S. goods trade deficit was $33.8 billion in 1995. The deficit in 1996 is 16% higher tiian tiie 

same period in 1995. Exports increased by 27% to $11.8 billion in 1995. Exports in 1996 are up by 0.5%. 
• U.S. exports to China are heavily weighted toward higher-valued capitel goods. In 1995, 43% of U.S. exports to 

China were capital goods including aircraft. Industrial supplies made up an additional 37%. U.S. imports from 
China are dominated by consumer goods (71% of totel) such as apparel, toys, and some consumer electronics. 



Goods Trade Balance 
$ B i l l i o n s 

Total Petrol Nonpetrol 

89 -109.4 -44.7 -64.7 
90 -101.0 -54.5 -46.5 
91 -66.3 -44.2 -22.1 
92 -84.5 -44.0 -40.5 
93 -115.6 -44.0 -71.6 
94 -150.6 -44.3 -106.3 
95* -158.7 -47.0 -111.7 
96 -164.2 -57.7 -106.5 

96/95 3.5% 22.8% -4.7% 
96/92 94.3% 31.2% 162.9% 
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Business Investment & Exports contributed 19.8% of GDP growth 

Federal Government contributed 102% of GDP growth 

SharO of Nominal GDP 
Federal Deficit 4.7% 
Trade Balance -2.6% 

Unemployment Rate (5th Year) 62% 

Non-Agrictultural Employment Growth— -H2.4 millioa 
Real GDP Growtii_ 22.2% 
Real Industrial Production Growth 22.1 % 

Business Investment & Exports contributed 55.9% of GDP Growth 

Federal Government contribuled negative 8.6% of GDP growth 

Share of Nominal GDP 
Federal Deficit 3.0% 
Trade Balance -1.1% 

Unemploymciit Rate (5th Year) 5.4% 

Non-Agricultural Employment Growth +11.3 million 
Real GDP Growth. 13.8% 
Real Industrial Production Growth. 18.8% 



CHILE/LATIN AMERICA VISITS 



THEMES FOR FREI VISIT/LATIN AMERICA TRIPS 

1. Rising to the Challenge of History. Fifty years ago, America made the commitments and 
created the institutions that produced victory in the Cold War and built a growing world 
economy. Now we face another moment of change and choice ~ to adapt old institutions to new 
demands, old ideas to new times. Nowhere are the opportunities greater than in the Americas, 
where a foundation of democracy and free markets finally is in place. If we build on that 
foundation ~ increasing economic integration and trade, locking in the gains of democracy, 
finding common solutions to shared problems — we can complete the historic journey of the 
Americas from dictatorship, war and command economies to democracy, cooperation and free 
markets. And the Americas can become a cornerstone for another fifty years of security and 
prosperity. 

2. Building a Community of Free Market Democracies in the Americas. Three years ago in 
Miami, President Clinton set out a blueprint for integrating our hemisphere around democratic 
govemments, open markets, and cooperation to resolve common problems Now, our challenge 
is to build on that blueprint by putting in place the institutions and understandings that will 
consolidate democracy, extend the reach of open markets, and deepen our cooperation. That's 
the concrete agenda President Clinton will advance during the Frei visit, his two trips to Latin 
America, and the Santiago Summit. 

3. Making a Difference for Americans and for the Americas The community of free market 
democracies President Clinton wants to build will bring real benefits to the American people ~ 
and to all the people of the Americas. It will help people throughout this hemisphere enjoy the 
fruits of freedom — human rights, worker rights, the rule of law and civilian government. It will 
allow goods and services to be traded more freely and fairly — ftieling growth and spreading 
prosperity. It will give the United States new partners to find common solutions to shared 
problems like di\ig trafficking, organized crime, immigration, environmental degradation. 

There are two other ideas we should consider we?.ving in to this thematic mix. 

First, we face a choice: to lead — or be left behind. The Americas and the world are drawing 
closer together economically and politically. The issue is not whether integration will continue — 
but whether the United States will continue to lead in shaping it to our benefit. If we tiail to act, 
our neighbors will find their future with other nations But if the United States continues to lead, 
we can consolidate the gains of democracy, open more markets to our products, and deepen 
cooperation throughout the Americas to meet common challenges like narcotics and immigration. 

Second, we have a strategic stake in the success of free market democracies around the world. If 
we expect the Bosnias of this world to believe in the benefits of peace and democracy... if we 
want dynamic economies in Asia to fiilly embrace open markets, then we need to show them that 
this vision works in our own region. The Americas can be a model for the rest of the world — 
provided we make sure that democracy delivers for the people of the Americas. That means 
helping their governments be more responsive and just .. improve education and business 
opportunities... crack down on corruption .. reduce the gap between the rich and the poor etc. 
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American Agriculture Needs a Free Trade Agreement with Chile 

A number of U.S. agricultural exports are at a significant competitive disadvantage in Chile. 
Prohibitive tariff levels and other trade barriers exclude a number of otherwise highly 
competitive agricultural commodities from this important market altogether. 

The discrimination against U.S. agricultural commodities is a direct result of the lack of a free 
trade agreement between the United States and Chile. While other countries in this hemisphere 
have negotiated free trade pacts with Chile, the United States govemment has been bogged down 
in a lengthy debate over the terms of fast track legislation, which provides special treatment for 
implementing legislation in Congress. In the meantime, however, Canada, Mexico and 
numerous Latin American countries have concluded trade agreements that give preferential 
treatment to their exports. For example: 

U.S. phosphate exports from Florida are subject to an 11 percent tariff on arrival in Chile. 
Phosphate fertilizer from Mexico, however, is given duty-free treatment under a bilateral 
free trade agreement. 

Chile's farmers consume about 200,000 metric tons of prilled urea a year. U.S. urea is also 
subject to the blanket 11 percent tariff on fertilizer imports, while urea from Venezuela 
enters Chile duty-free. The current disparity imposes a price disadvantage on U.S. fertilzer 
of approximately $24 a ton. 

Chile imposes the same 11 percent duty on imports of U.S. citric acid. Under a separate 
agreement, imports of citric acid from Colombia are duty-free. This creates a $200 per ton 
price disadvantage for U.S. product on an average CIF price of $ 1800 a ton. Chile 
consumes approximately 4,000 tons of citric acid per year, largely in candy and soft drinks. 

There is no reason that Chile cannot eliminate the blanket 11 percent tariff on these commodities 
immediately upon concluding a trade agreement with the United States, as there is no domestic 
production of these commodities in Chile. Besides creating a level playing field for U.S. 
agricultural exports, immediate elimination of the duty will result in lower prices in Chile for 
tiiese commodities, assisting farmers and consumers alike. 

In addition, Chile imposes nontariff barriers on agricultural imports. Sanitary and phytosanitary 
restrictions serve as a significant trade barrier to poultry imports and imports of off-season fruit, 
for example. More recently, however, Chile has imposed a standard for the importation of wheat 
that is more stringent than most other Latin countries. Where most countries accept the 
declaration that imported wheat is "from areas where Karnal Bunt (a fungus) is not known to 
occur," Chile requires that imported wheat be "free from Karnal Bunt." 

Thus far, Chile has had little incentive lo negoliale over such sanitary/phytosanitary disputes. Il 
is understandable that trade and agriculture onicials there would be disinclined to give up 
potential leverage in overall free trade talks, ifand when they do occur. 
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One Year After the Summit of the Americas 
Remember the Summit of the Americas 

where President Clinton and the leaders of 
33 other nations from the Western Hemi­
sphere committed themselves to the cre­
ation of a Free Trade Area of the Americas 
by the year 2005? More Uian a year has 
passed since the ringing declarations of 
that summit, and it's time to take stock of 
what has been achieved. 

The follow-up process is going well 
with the government doing what govem­
ments do best: create myriad working 
groups committed to discussing, recom­
mending, drafting and revising recom-
mendaUons related to each of the Sum-

The Americas 
By G. Philip Hughes 

mil's 23 goals-the centerpiece being a 
hemispheric trade agreement. 

As sheer process, this is wonderful 
stuff. But when it comes to the straightfor­
ward and modest step of bringing Chile 
into the North American Free Trade 
Agreement, thereby expanding our liberal 
trade pacts with Latin America beyond 
Mexico, the president and Congress are 
unable to come to terms. 

iNo one disputes the fact that Chile's 
economic reforms make it the most qual­
ified Latin American candidate to date to 
join Nafta. Chile has come a long wav 
since the Pinochet dictatorship. Witii 
economic growth rates averaging more 
than 6% from 1990 to 1994, the Chileans 
have vanquished inflation, maintained a 
stable currency, privatized most state-
owned enterprises, and b'-cnghl about a 
number of necessary marKet-opening re­
forms. In fact, because of these ad­
vances-and with very few economic sec­
tors directly competitive with domestic 
U.S. industries-many thought that Chile 

had a better case for Nafta membership 
than Mexico. 

So why the delay? It seems that interest 
group politics and presidential election­
eering are mainly responsible for derail­
ing Uie Free Trade Area of the Americas 
agenda. And both Congress and the presi­
dent are at fault. 

The Clinton administration, in seeking 
congressional approval for 'fast track-
negotiating authority, has insisted that It 
be empowered to include agreements on 
labor and environmental standards-
backed up by the possibility of trade 
sanctions-in any agreement. Congress 
would then have only an "up or down" 
vote. On Capitol Hill. Uie Republican ma­
jority in Congress has been unwilling to 
further solidify the precedent that trade 
agreements should be vehicles for impos­
ing U.S. social agendas on other friendly, 
democratic nations. 

For the Clinton administration, insist­
ing on a linkage between future trade 
agreements with Chile-or any other 
country-and sanctions on laoor and en­
vironmental standards, pleases its core 
labor and environmental constituencies. 
And if the administration's insistence on 
these conditions held up any agreement 
during the presidential election year, 
these same constituencies probably 
wouldn't mind. 

Many Republicans, too. feel they have 
-little to lObC if the trade agreement with 
Chile should go by the wayside. Failing to 
reach agreement wiih the Clinton admin­
istration could keep the divisive issue of 
trade liberalization-one which pits pro­
tectionist populist conservatives against 
free-market conservatives-off the cam­
paign trail, as well as deny President 
Clinton a trade "victory" in an election 
year. That may explain why Bob Dole, 
the Senate majority leader and a presi­
dential contender, said last week that 
fast track authority for Chile joining 

Nafta is "not going to happen . . . I don't 
think it's a good idea." 

Campaign politics at both ends of Penn­
sylvania Avenue is not the only reason for 
the stalemate. In the wake of Mexico's 
peso crisis, it is understandable that last 
year's enthusiasm for free trade expan­
sion in the Americas has weakened. No 
one can watch the currency of one of our 
largest trading partners plummet over 60% 
in value in a year without being sobered. 

Given the peso crisis and the political 
posturing, it is easy to lose sight of what is 
at stake for the U.S. in the effort to build a 
Free Trade Area of the Americas. In a re-

W Tien it comes to the 
straightforivard and 

modest step of bringing 
Chile into Nafta, the presi­
dent and Congress are 
unable to come to terms. 

gion that has periodically nationalized, re­
stricted, or otherwise tried to limit U.S. 
business penetration of many of its mar­
kets, the opportunity for a real, enduring 
opening is at hand. 

Throughout Latin America, countries 
that once ĵursued closed economic sys­
tems are tuming away from their old mod­
els and embrac'Tij policies of privatization 
and openness to foreign investment and 
trade. Li fact, as free trade has been found 
to bring lower prices, job creation, greattr 
consumer satisfaction, innovation and 
growth, our southem neighbors are ac­
tively liberalizing their trading arrange­
ments with each other. Mercosur-a cus­
toms union of .Vrgentma, Brazil, Paraguay 
and Umguay-is presently negotiating 
with Chile and Bolivia to liberalize market 
access, and just signed a framework 
agreement with the European Union. 

Thus our European competitors could 
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easily attain free access to the entire 
South American market before we and our 
Nafta partners ate willing and able to do 
so. We simply cannot afford to be left be­
hind. The cost to our economy wotild be 
tremendous. As Commerce Secretary Ron 
Brown recently pointed out, "The U.S. 
alone stands to create two million more 
jobs as Latin American incomes continue 
to climb and U.S. exports increase over 
the next eight years." 

A number of sectors of the U.S. econ­
omy, moreover, will benefit from closer 
economic Ues with our southern neigh­
bors. U.S. telecommunications equipment 
exports to the region, for example, topped 
$2.7 billion in 1994, up nearly 50% in just 
one year. In fact, the Latin American mar­
ket represents close to one-quarter of the 
world market for U.S. equipment. The 
market for services-including long dis­
tance, wireless and data transmission-
and telecommunications equipment will 
continue to bloom only if we remain com­
mitted to freer trade in the region. 

With the stalemate on free trade ne­
gotiations with Chile, the momentum of 
the Miami Summit of the Americas is be-

-•.•m!>-- lost. With it, we risk losing the his­
toric opportunity to replace generations-
old suspicions about U.S. business inter­
ests in Latin America with a climate of 
openness and partnership. Equally im­
portant, we risk losing the res-jlting eco­
nomic growth potential for all the soci­
eties of this hemisphere. 

Our leaders in Congress and the White 
House should not allow this to happen. 
They need to quickly work out a compro­
mise on fast track legislation and bring 
Chile into Nafta. It's time to get the FTPC 
Trade Area of the Americas initiative 
back on track. 

Mr. Hughes, a former ambassador to 
Barbados, is managing director of the Coun­
cil of the Americas. 
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Free Trade Goes South With and Without U.S. 

Related Articles 
• Nafta's Impact on Jobs Has Been Slight, Study Shows (Dec. 19) 

By LARRY ROnTER 

lAMI ~ Just over two years ago, President Clinton emerged from a meeting wiiJi 33 
Western Hemisphere leaders and made an ambitious pledge. By 2005, he promised, a 
"Free Trade Area of the Americas would stretch from Alaska to Argentina" and "will 

be the world's largest market." 

Since then, barriers to tiade and investment have indeed begun to topple, tlianks to tlie dozens 
of agreements that Latin American and Caribbean countiies arc signing witii one another. 

For its part, though, Uic United States has mosUy been sitting on the sidelines, hobbled by 
wliat Latin American ofTicials and tiade experts describe as a lack of will, leadership and 
commitment. 

"What we are seeing is the consequences of two years of driA," said Robert A. Pastor, director 
ofthe Latin America and Caribbean programs at the Carter Center in Atlanta. "Ever)' 
previous administration was hungry for an opportunity like tiiis, but Latin America wasn't ripe 
for it. Now that Latin America is genuinely interested, the United States has been out of 
focus." 

The resulting vacuum, largely the pioduct of American electoral politics and the '̂Iexica^ 
financial crisis, has quickly been filled by countries like Brazil and Argentina. 

Putting aside their historic rivalry, South America's two giants have aggressively taken the 
lead by forging a .<"our-ratinn market called Merrosu."- — a Spanish contraction of Couunon 
Market ofthe Soutii - with more than 240 million people, a total annual output of $1 tiillion 
and a definition of free trade somewhat different from Washington's. 

Already the world's fourth-largest unified market, Mercosur is deep in negotiations with the 
European Union and with neighboring groups in Latin America. 

In addition, the Prime Ministers of Japan and China and the President of South Korea have all 
made stale visits to Latin America in the last few months, looking for opportunities in an area 
they long viewed as a United Suites preserve. Taiwan's Prime Minister is scheduled to do the 
same soon. 

"What is in fact in llie making is a South American Free Trade Area," said Marcos Rodriguez 
Mendo7.a, a Venezuelan economist who is the chief trade adviser to the Organization of 
American States. Economic integration is becoming a "reality," he said, with or wiiliout 
Washington. 

In Ccniral Anicnc.i ;ind ihc Caribbean, a siinilar process is under way, dii\cii largcK' b\ liio 
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Clinton Administration's failure to keep its promise to extend to those regions the benefits 
enjoyed by Mexico and Canada, Washington's partners in the North American Free Trade 
Agreement. 

As a result of Washington's inaction, tiic regional groups to which tiiose small countries 
belong are now seeking agreements of tiieir own with Canada and Mexico, as well as with 
Mercosur, Uie European Union and East Asia. 

" I tiiink everybody in tiie hemisphere is keeping all options open." said Richard Bemal 
Jamaica s Ambassador to Uie United States and chainnan ofthe working group for small 
nations set up at tiie Miami meeting. "While Uie United States is tiie main tiade partner if 
Nafta does not look like it's going to pcmiit accession in the foreseeable future, tiien countries 
have to keep otiier countiies in mind, including relations outside tiie hemisphere." 

Even a cursory glance at tiade figures reveals tiiat Washington's economic stake in Latin 
Amencan and tiie Caribbean, tiie fastest-growing market for American exports, is enonnous 
Umted States trade witiiin tiie Western Hemisphere is not only much larger tiian tiade witii 
Europe or Asia, but consistentiy registers a surplus tiiat helps offset large deficits elsewhere. 

An Ainerican tiade official who deals witii Latin America said tiie Clinton Admimstiation 
viewed tiie spread of regional agreements tiiat excluded Washington not as a challenge to 
Amencan leadership but as sometiiing tiiat "can be very helpf\il to tiie Free Trade Area of tiie 
Americas process." 

When Latin American nations link up among themselves, he added, "it makes it easier for 
them to go the last step," when tiie time comes to deal witii the United States. 

"Frankly," tiie official continued, "we would be doing tiiat ourselves if we had tiie authoritv 
We are nol as far along in tiie process as we would like to have been." 

emerged from military dictatorship to have tiie fastest-growing economy in 
Latin Amenca, provides perhaps tiie best example of United States disengagement and the 
resulting shifts in economic strategy. 

At tiie 1994 Summit of tiie American meeting here in Miami, tiie leaders of ti.t tiiree Nafi;, 
countnes announced plans to expand tiieir group to include Chile tiuough a "fast track" 
process, witii tiial countiy's President, Eduaido Frei Ruiz-Tagle, looking on. 

"\ye have been the Three Amigos," Prime Minister Jean Chretien of Canada proclaimed 
Now we will be tiie Four Amigos." 

But a week later, tiie Mexican peso collapsed. That forced tiie United States into a 
controversial bailout oi l's ^^afta partner and made fast-track membership for Chile politically 
unpalatable. Then tiie American election cycle began, killing any chance for bold measures on 
trade. 

In response to what it perceived as America's lack of interest, Chile has negotiated a free tiade 
agreement witii Mercosur and revived its ties witii tiie five-member Andean Pact which tiiis 
fall began separate talks witii Mercosur. Chile recently signed a free tiade agreement with 
Canada to supplement a similar accord il has witii Mexico, which had already reached free 
trade agreements with Colombia and Venezuela. 

"The Chileans have been kept standing at the church, waiting for the groom to arnve " said 
Bernard W. Aronson, who was Assistant Secretary of State for Inter-American Affairs during 
the Bush Administration. "After a while, to maintain your own dignity, you lake off the 
wedding dress and go find another bo>'friend." 

With Mr. Clinton about to begin a second term, the next few montiis will be crucial lo 
bringing ilic United Slates back into the process, govcniincnt officials and cconoinisls 
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throughout the hemisphere s;iid. "We can no longer postpone Liking decisions on ccrt.iin 
important things," s;iid Ambassador Bernal of Jamaica. 

Ut in American and Caribbean countries will be looking, their leaders make clear, for 
evidence of American coinmiinient lo reviving tiie fasl-lrack process, either in tiie'presidenfs 
State of tiie Union Address or when President Frei visits tiie United Slates in late Febaiar>'. 

"If you say no to Chile, you have said no to free tiade." said tiie Foreign Minister of one 
medium-sized Utin American country. "It is a litinus test." The 2005 deadline remains 
attainable, the official added, "that is, if you are still interested." 

At a conference in Miami on Thursday, Thomas F. McUrty, tiie fonner While House chief of 
staff who IS Mr. Clinton's point man on Latin American issues, said tiie Administration 
remained commilled to free trade and would "continue to lay tiie legal and economic 
framework for Chile's accession to Nafta, including fast-tiack." 

If tiie hemisphere fails lo build on tiie principles of tiie Miami conference, he said, "we may 
lose this moment forever." 

But Foreign Minister Josi Miguel Insulza of Chile said membership in Nafta no longer "has 
eitiier tiie urgency or the importance il had in 1994." Over tiie last two years, he added, "our 
countiy's position has consolidated intemalionally and we have signed agreements of great 
scope." 

As a result, government officials and trade analysis say, it is more likely that negotiations w ill 
take place between two or more blocs or regions than that Latin American countries will come 
hat in hand, one after another, asking permission to join Nafta. 

One indication of Latin America's growing confidence came recentiy when Presidenl Carlos 
Saiil Menem of Argentina jokingly said before heading off for a visit to Washington tiiat if the 
United Stales and its Nafta partners wished to join Mercosur, tiiey would be welcome lo do so 
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Last year George Kourpias, leader of the machinists union, used the 
o p p o r t u n i t y of a Labor Day c e l e b r a t i o n t o t a l k t o President C l i n t o n about one of 
hi s tinion's major concerns. 

Mr. Kourpias t o l d the President t h a t he thought United States jobs and 
technology were threatened by the growing tendency of American companies wanting 
t o do business abroad t o make concessions t o f o r e i g n governments or customers, 
e s p e c i a l l y i n Asia. 

Mr. Kourpias says the President t o l d him t h a t he, too, was concerned about 
t h i s problem. As a r e s u l t . White House and union o f f i c i a l s say, the C l i n t o n 
A d m i n i s t r a t i o n promptly began reviewing the issue, focusing on concessions made 
by the aerospace i n d u s t r y , the crown jewel of American exporters and a major 
employer of machinists. 

But by t h i s year, 'inkncwn t o union o f f i c i a l s , the review was f o l d e d i n t o an 
Ad m i n i s t r a t i o n r e p o r t t h a t , a t the urging of aerospace i n d u s t r y l o b b y i s t s , 
adopted i n d u s t r y p o s i t i o n s on the matter. The re p o r t also dropped 
recommendations the imion had favored, l i k e a requirement t h a t companies make 
p u b l i c d i s c l o s u r e s about the concessions they gave. 

The scory of t h i s r e p o r t i s one example of hew business i n t e r e s t s have gained 
i n f l u e n c e w i t h Democrats, at the expense of the Democrats' t r a d i t i o n a l a l l i e s 
l i k e organized labor. At the same time, business donations t o Democrats have 
v a s t l y increased. 

"The C l i n t o n A d m i n i s t r a t i o n c u l t i v a t e d the defense and aerospace i n d u s t r y , 
and i n t u r n they f e r t i l i z e d the Democratic Party w i t h campaign c o n t r i b u t i o n s , " 
s a i d Thomas Ferguson, a campaign finance expert and a p o l i t i c a l science 
professor at the U n i v e r s i t y of Massachusetts, at Boston. 

The aerospace i n d u s t r y sees i t d i f f e r e n t l y . 

"The C l i n t o n A d m i n i s t r a t i o n has decided t o l e t the market be the market," 
s a i d Joel Johnson, v i c e president of the Aerospace I n d u s t r i e s A s s o c i a t i o n , an 
or g a n i z a t i o n t h a t represents manufacturers of c i v i l i a n and m i l i t a r y a i r c r a f t . 
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Although large corporations continue t o c o n t r i b u t e l a r g e sums t o the 
Republicans, corporate donations t o the Democratic N a t i o n a l Committee have 
more than doubled i n f o u r years, while union donations have stayed the same. For 
every d o l l a r labor gave t o the Democrats i n 1991-1992, when Mr. C l i n t o n was 
f i r s t e lected, business gave four, but by 1995-1996, business donations exceeded 
labor by a r a t i o of more than 9 t o 1, according t o an a n a l y s i s of e l e c t i o n 
records by Common Cause, a nonpartisan group t h a t favors p u b l i c f i n a n c i n g of 
e l e c t i o n s . 

I n 1992, the Democratic Business Council of large donors had only 200 
members. By 1994, i t had 800; today i t has 1,900. 

And aerospace and defense companies, l i k e the Boeing Company and United 
Technologies Corporation, have donated hundreds of thousands of d o l l a r s t o the 
Democratic committee i n the most recent e l e c t i o n cycle, much more than they gave 
before Mr. Clinton's f i r s t e l e c t i o n . 

"Unfortunately, what has happened i s t h a t money has taken over what's going 
on i n America," sa i d Mr. Kourpias, whose union c o n t r i b u t e s t o the Democratic 
committee, but f a r less than the i n d u s t r y . He s a i d he was upset t h a t h i s plea t o 
Mr. C l i n t o n about concessions i n the aerospace i n d u s t r y f i z z l e d while the 
A d m i n i s t r a t i o n responds t o companies, "who've given even more money." 

Laura D'Andrea Tyson, chairwoman of the President's N a t i o n a l Economic 
Council, said the A d m i n i s t r a t i o n disagreed w i t h union arguments t h a t concessions 
t o f o r e i g n governments or customers had adversely a f f e c t e d United States jobs 
over a l l . But she s a i d t h a t "the s i t u a t i o n m e rits close watching." 

The A d m i n i s t r a t i o n stepped i n t o the middle ot t h i s p o l i c y t h i c k e t l a s t summer 
when 19 agencies, l e d by the Commerce Department, prepared an annual export 
p o l i c y r e p o r t f o r Congress. One .«?ection of t h a t r e p o r t d e a l t w i t h offset,=i, which 
i s a broad term covering a v a r i e t y of trade p r a c t i c e s i n which companies make 
concessions i n order t o win sales or gain access t o f o r e i g n markets. Last May, 
i n a Congressionally mandated survey, 83 percent of businesses, mostly 
subcontractors, t o l d the Commerce Department they had been adversely a f f e c t e d by 
o f f s e t s . Often o f f s e t s i n v o l v e s h i f t i n g some production or technology overseas. 

I n d u s t r y o f f i c i a l s were c r i t i c a l of the survey's focus on j o b losses from 
o f f s e t s instead of on ^obs created by export sales. And they were concerned 
about what the r e p o r t would say about o f f s e t s . 

When aerospace l o b b y i s t s obtained e a r l y d r a f t s of the r e p o r t , they were not 
pleased. One d r a f t recommended e f f o r t s t o l i m i t commercial o f f s e t s but w i t h 
l i t t l e i n d u s t r y i n p u t , while another d r a f t recommended new r e p o r t i n g standards 
f o r commercial o f f s e t s , i n d u s t r y and A d m i n i s t r a t i o n o f f i c i a l s said. 

The r e p o r t i n g standards, one i n d u s t r y o f f i c i a l said, were "the worst of a l l 
worlds f o r us, because the b e t t e r i t looks t o your customer, the worse i t looks 
t o your unions." 

The i n d u s t r y weighed i n q u i c k l y and s u c c e s s f u l l y . The f i n a l r e p o r t released 
two months ago, i n i t s s e c t i o n on o f f s e t s , focused only on m i l i t a r y sales. 
Commercial o f f s e t s were mentioned i n a b r i e f f o o tnote, which said the issue 
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would be f u l l y analyzed i n next year's r e p o r t . 

On m i l i t a r y o f f s e t s , the rep o r t took a cautious approach. I t c a l l e d f o r t a l k s 
w i t h i n d u s t r y , labor and t r a d i n g partners l e a d i n g t o po s s i b l e b i l a t e r a l 
n e g o t i a t i o n s or changes i n government p o l i c y , i f warranted. 

"We don't have enough data about commercial o f f s e t s , " s a i d W i l l i a m A. 
Reinsch, the under secretary of commerce f o r export a d m i n i s t r a t i o n . He added 
t h a t "the A d m i n i s t r a t i o n i s t r y i n g t o do a b e t t e r j o b " by having a White House 
task force study the issue, r e f e r r i n g t o the task f o r c e prompted by Mr. 
Kourpias's chat w i t h Mr. C l i n t o n . 

But t h a t task force f o l d e d i n t o the Commerce Department-led export p o l i c y 
r e p o r t . 

"We d i d n ' t do a r e p o r t per se, we produced some d r a f t r e p o r t s , our own 
i n t e r n a l a n a l y s i s and then a l l of t h i s was superseded by the f a c t t h a t t h e re was 
going t o be a chapter" on o f f s e t s i n the export p o l i c y r e p o r t , Ms. Tyson s a i d . 

And when the A d m i n i s t r a t i o n , as p a r t of the annual export p o l i c y r e p o r t , 
debated whether t o do something about commercial o f f s e t s , the White House came 
down on the side of i n d u s t r y i n o p p o s i t i o n t o the measures, according t o 
i n d u s t r y and government o f f i c i a l s . 

The measures were dropped, Ms. Tyson sai d , because o f f i c i a l s "were not 
compelled by the evidence they had at t h e i r d i s p o s a l . " 

A l l of t h i s was unknown t o union o f f i c i a l s . 

"We weren't aware of what was going on i n the export r e p o r t , " Mr. Kourpias 
said. "That's not the way t o play the game." 

Ms. Tyson acknowledged t h a t the White House only r e c e n t l y informed the union 
about the status of i t s study, long a f t e r the r e p o r t wat, released. But the union 
may not have been f o l l o w i n g the issue as c l o s e l y as when Mr. Kourpias f i r s t 
r a i s e d i t w i t h Mr. C l i n t o n , White House o f f i c i a l s s a i d . Since then, the 
machinists have completed contract n e g o t i a t i o n s w i t h companies l i k e Boeing, the 
l a r g e s t aerospace manufacturer. 

" I n the name of increased sales, companies do t h i n g s they might not do 
otherwise" such as "shipping technolcgy overseas, some of i t taxpayer-funded 
technology, t o companies who couldn't capture the market but who w i l l wind up 
t a k i n g our own work away from us," sai d Lee Pearson, aerospace coordinator and 
v i c e president of the machinist union. 

Companies say they are r e l u c t a n t t o give away too much expertise f o r f e a r of 
c r e a t i n g a competitor and p o i n t out t h a t a i r c r a f t , America's biggest export, are 
s t i l l mostly made i n America. But companies also say t h a t t o win new business 
and maintain t h e i r work force, they must make concessions. And so the percentage 
of foreign-made components i n United States j e t l i n e r s i s s t e a d i l y i n c r e a s i n g , as 
i s the percentage of f o r e i g n sales. 

"You have t o meet the customer's demand, you have t o do what i t takes t o 
compete or you're not i n business at a l l and you haven't done your worker any 
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good," s a i d Mr. Johnson of the aerospace a s s o c i a t i o n . 

Mr. Reinsch s a i d t h a t i n d u s t r y o f f i c i a l s p r i v a t e l y acknowledged t h a t 
o f f s e t s d i s t o r t e d a market economy but t h a t they also feared t h a t u n i l a t e r a l 
United States a c t i o n , l i k e the 1977 Federal law banning f o r e i g n b r i b e s , would 
leave them unable t o compete. 

"They recognize they have t o play by the e x i s t i n g r u l e s or lack of r u l e s 
u n t i l somebody changes them," he said, but "they don't want t o c a l l f o r an end 
t o o f f s e t s because i t w i l l be seen as o f f e n d i n g the Chinese." 

GRAPHIC: Graph: "DOLLARS AND CENTS: The Money Factor" tracks t o t a l " s o f t money" 
(money given t o the p o l i t i c a l p a r t i e s ' n a t i o n a l committees) donations by 
busiiness and labor of $10,000 or more per e l e c t i o n t o the Democratic N a t i o n a l 
Committee, from '91-'92 through '95-June '96. Also tracked i s membership i n the 
Democratic Business Council, 1992, 1994, and 1996. (Sources: Common Cause 
a n a l y s i s of e l e c t i o n records; Democratic Nati o n a l Committee) 
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Regional Jets Take Spotlight in American Air Dispute 
By SCOTT MCCAHTNEY - i r mnnoirnn! I . - . . By SCOTT MCCARTNEY 
And SUSAN CASEY 

staff Reporter* O / T I I R WAIJ, Smnn- JOURNAL 

R^nal Jets should be the rage of the 
skies. 

The sleek hew breed of 50r to 70-seat 
planes are fast, economical and comfort­
able; with no middle seats and ample leg 
nxrni. Th«y can (ly tionstt̂  halfway across 
the countiy. and travelers don't fear them 
the way they do turtxqirop commuter 
planes. 

Airlines like thinn, too. 'The regional 
Jet can fly places you can't fly today at 
economical costs/' says Greg Brenneman, 
president of Cpntinental Airiines. wbicfa 
plans to use tbem to serWce snuller UJ5. 
cities and new4ntematibnal markets. 

But.the scHalled *'RJs" have Ut turtm-
Jence. ê pedisUy at ABIR Oorp.'8 Amolcan 
Airlines,'^ nation's second-largest, .car-

' rier. Tbm. pikits are threatening to sdike 
Saturday unless they - liot less weO-fMid 
Gonunuter pilots — are given contractual 
rightstpfly thesmaBerplaiies.iagtierpay -
for faring any planes is also an Issue in the 
dispute, but that Isstie an>ears to be easier 
tonegotiate.- T - . : . .--

" I f there is a strike, it will be aQ. RJ 
strike.!' says l>aineWebber Inc. ana^ 
SamButtricL 

The Allied Pilots Association, which 
represents Anierican pilots, wants to se- ; 
ture thoumuls of cockpit Jobs crieatMt by ­
the new Jetsl Otherwise, the unim arguc;$i ^ 
the company could "outsource" member 
pilots' iobs by shifting its routes to Its 
American Eagle commuter subsidiaries. 

"If managers don't have outsourcing in 
their hearts, then why can't they sign 
our deal?" asks American pHoi Ivan Ri­
vera. 

Company officials say they would lose 
money ilying regi<inal Jets with hig.her 
cockpit costs, but Uiat not having the Jets 

' would cost American passengers. Indeed, 
union consultants reached substantially 
the same conchision last fail, flnding that 
Amoican pilots would beneflt from in­
creased trafflc ttarougta Amoican hubs. 
Stm̂  says Amealcan President Donald 
Carty. "regional Jets have become an 
emotional issue for some of our pilotŝ " 

When conunuter carrlo's began deploy-'. 
ing regional Jets In fOTce in the early 1990s, 
the: biggest entcem was whether the 
planes, which eotst $13 million to $27 miUion 

- each, would draw enough extra trafflc to 
bepnrfltaUe.. 

'Bread-end-butter oommuto' routes of 
tq) to 300 mileff Uiriied oittto be too short to 
use the Jets effidotly. but longer, less-tra-
ditlonar routte - from CteveiaiHl. say. to 
Provhience. RX-woHc wen. iahitatie (execu­
tives say. Hie planes are even beginning to 
foster a return to more dbvct flints 
betweoi . smaller dties, aOowtng some 
travelers to avoid hub connections. "In 
ahnost eveiy iniarket where it's beien de-
ptoytti. the regional jet has aĉ mlly stfanii-
lated the market," says A l ^ Brown & -
156ns analyst Will Wrightson. "People just 
prefar Jets to turtwprops." • ; 

The leading plane in this hew genera­
tion Of regimial jets Is BombaMter Inc's 

llegipnarslTake Off 
(kmrnutif carriers feeding big aMin«8 are 
fincklnt) to ttie new-ffeneiatlon liegtoital jets 

•OLor - - ". 
-MUC. . nBomuds 

nn oniM 
OROn TOORDBI 

OsRa : 52 38 95 
Unfled;̂ :. :̂ .15 12 • 36 

• Citfltai|tat;v' • ' 4 21 g 175 ^ 

•12 i 24 ^ 

Canadahr RJ; Which Is based on one Of the 
Orm'scoiporateJ^TheGBnadairismost 
hotly cfaanenjged by the Braxilian Bmtnao' 
145, which was just leomtly cortiflied to fly 
IntheUS. - Vi ; 

TlienewplahiesarecreattogallkiiMisof 
new opp(fftnnlties.llKlependait oohiinuter 
carrier Mesa Alr^&iR9«iU soon open an 

vall-regioiial-jet hub at dose-hi Heacbam 
Field hi Fort Wordi, Tocas, diallaigthg 

.American's gianf.hid>-8t tteart^ Dallas-
Pbrt Wnth Intonational Airport 

Comalr Holdings Ihc.; a: dndnnati-
based coammtor Une thatieeds Delta Air 
Lilies, becamie the bstest-growtaig 
commuter carrier after it started flying 
regional Jets in 1994, 

Oonudr first used its regional Jets to 

reach cities that were beyond the range of 
turtwprops from Qndnnati. bringing new 
traffic into the hub that might have gone 
through Oiicago. St. Lcuis or Detroit 
After opening those new markets. Comair 
began using the planes lo replace larger 
Delta airplanes at ofl-peak times. That 
allowed Delta to move some of its bigger 
planes to bigger marked and recentiy 
Comair has begun using new RJs to phase 
out its turtx t̂rops. 

Houston-based Continental expects to 
have 25 regional Jets hi smice by Jiine 
1998 and has optkm on 175 more of the 
50-seat ahrraft Before deddfaig to pur­
chase them, the carrier calculated a "tu^ 
bcvrop avoidance Ikctor" for different, 
routes, figuring that (HI some. Just rq)lac-
hig a turboprop, with a regiimal Jet would 
hicrease trafllc20%. . 

At distances !soo to 1,000 miles, 
Oontbiental's regional jets cost about as 
niiKh to <q>arate as turboprops, and hi fact 
have about thesame unit costs as oonven-

- tion&l amall Jets like Ihe Boebig 737. the 
afrUhesayŝ : / 
: Thereginialjetsflyasfastandashigh 
as 7378. and will rqilace the taiger planes 
on smne routes. That win alidw Contfaiai-
tal to offer twice the number of flights with 
the saine number bf seats in some mar­
kets, a move designed to attract bushiess 
tiayelieis. who tĵ icaOy iwrfer high-fre-
quoigr service. 

fiegtauUng^ April 6. Cbnthiental will re­
place Its regular airUne service betweeuits 

Please Tum to Page B8, Q>Uimn 5 

OMlijiued From Page Bf 
aeveland hub and dUes like Minneapolis 
and St. Louis with the regional jets. As 
additional planes are delivered. ConUnen-
W plans toserve new dties in Mexico and 
Canada, whUe also building a spedal RJ 
terminal in Qeveland. "It's going to be 

' I L ^ ^ ' ^ president of 
Gmtinental Kxpress. the airline-s com- ' 
muto- subsidiary, which is considering 
moving to.iuiaU-Jet fleet. , 

But WhUe neither Cbntinenlal nor any 
of tho other caitiers plan to eliminate any 
big^drilne Jobs wiUi regional Jets. thO 
Amoricah diowdown has prompted otter 
omen unions to take a closer look at Uie 

•Last October. Uie head of Uie pUots' 
union aUimted Airiines warned members 
ta a bridtog paper Uiat "Uie RJs are here 
a^arrivh^ in force." The union said 
Oomafa-ltts been siphoning passengera to 
OndnnaU away from Atlantic COast Atr-
Bnes. Unlted'S amunuterjiartner'at Wasb-
Ingtmis DuUes Airport But Uie pitots 
^m9.i»f yet to take a posiUon on Uie 12 
jeswial Jets brdered last monUi by AUan-
ticCbast • . 
'. AWhies has tried io avoid 
lahor trouble tai oonnecUon wiUi Uie bitro-
ducttoB irf 12 regional Jets at its 30%-
owned oommuta- afflUate. MbmeapoUs-
based Ifesabafloldfa^ Inc. ^ 

Because Northwest pUbts are confrac-
tuaiy paranteed to fly any jets wiUUn 
Uie Norttwest .qrstem wiUi 70. or mort 
seats. Uie Mesaba planes wUl be config-
in^ tD any G9 passengers. Moreovw, 
alttaougn Uie Mesaba Jets wiU take over 
some routes now; flown .by Northwest's 
^dest and smaUest DC-9s, Uie ix:-9 pUotb 
wUl move 19 to bigger piano. 

. - J * * pltots union iiasn't taken any 
a ^ n to oniose Uie moves, which it con­
cedeswen legal. SUll. its members aren't . 
P O*™*"- a spokesman ! 
to^ AjTLtae PUots AssoclaUon at North­
west Trjey took 1300 millioh Uiat North-
r ffjPtoyees earned and went out and 
invested in a separate company," he 
says. 

t o . ~ 
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Little Progress 
Seen in Ta lks 
WiUi Pilots 

By ADAM BRYAN?r 

fowling urns ffliS^^^r 

^ar»rr" ̂ ^̂ ^ 
progress to labor t k s l j d •mavoS ifS 
stranding tens of thousSSs p ^ ^ e S 
and shutttag down the airline 
momtag. At tĥ  s^e-tlmeTthe Suotê  

sZiW x̂ oSd 
Iower.pald American employees as S 
attendants and baggage handlers 

Administration to use mediation to setUe 
<lifferences between Amerlcm? maSS 
ment and Uie pUots, there WM littie mo?!: 
ment̂ toward common ground toSy 

Robert L. CrandaU. Uie chS'an of 
American's parent, the AMR ̂ raorSoS 
urged President CUnton today toKrre 
to avert a strllce by fbrctag thb S v S « 
into bindtag arbltrauon. J^eTso^ch Se 
union's president, submit^ a^ew cSj 
tract proposal to the company late tod^f 
the detiUs were not d l s d S ' ^ 

American Airltaes executives have ev 
pressed frustration all week wS» toJ l S 
of responsiveness from tiie p K ThVSr 

, «t round of talks was supptSJ to b S î ' 
earnest on Monday, but t h i ^ t s ' i S S 
Jf;,5<>arddidnotan1ve,herJ.S 
n̂ ght. amd xalks did not r e s u m e d 

wim union negotiators 
AiSSS V" PresWeht bf American 
AirUnes, has described die talks as ••v«r« 
p̂roductive and even 6 w S ^ ? ' A S J 

wages tastead of stock options fliealriinl 
responded by adjustina ltenS.n«!oi i?® 
union t»ien Ssmffll^'offeT'^^ s S " 

n«.„Tr 'f " vejy. frustrating and disaiv 

a recorded message for emoloveM '̂niS 
want an agre^t. but J ^ S K ' J f 
someone to have an ^t:^.. 

Continued From F̂ rst Buslness>age 

^ Wallace J. Pittŝ  a spokesman for '̂ l ° - ''^^ ^ country are 
?<;>^llots,5aidtiSSeaS^^ below tiie six-?gû e 
ers had lieen clear on tiieir demands ' ' ^ " ^ P ^ ^ were told 
for weeks, and tiiat any appearance sponsor a^iiot ta Se 

healtiiy democratic debate." tiiia dilferwce b̂ tweS 
But'It has often been difficult to i J j ? * ^ AsWng fa Florida or^ ' 

discern what union .officer? aad tĥ  MedltenraheaBrSa" * 
£22.™ t"*^ really tiunk. Union , y , t j ^ circulated 
leaJeni,forexample,appn)vMa.tea. Paycheck stub bf 2 

made more than totive agreement by a dosd vote last 
faU â id sent it on to: membeb for 
ratiflcatlon̂ wltii a recbmmendation 
*o approve It 

«ro"P of pUots brgani2!ed an 

AtowjMn PUot Who made more ti>S 
J ^ . over tiie woiS 

rm_̂ a, pUot and I dont make 
S«f».''5o«eAmericanSpto^^^ 

dov̂  ?» - "APA PUots WfSSng b e a r i i i g T e S y £ l 5 ? . , T ^ 
the Profeasion." as tiiev called tKairT •'-rTT-r-^r^,. SJ*.Q.LLE.D.. 

Je World Wide Web. and used elec-

2iSL^o"s wer« helped to some 

sent letters to members suggMtihE 
that a better deal could be i^tiatod 
wltii Uttie risk. - . •"""^ 

Although It is not dear how many 
yotes tiiey swayed, tiieir effortsceî  
tafaly appeared to have succeeded 
after tiie pUots voted down tiie tenta­
tive agrê inept by almost a -2-to-l 
margin̂  . 

With a strike nearing, some pUots 
t̂ '*̂ 5f ̂  * Ŝl̂ taken S 

h«SL'^?"^ ^ contract iii a 
heartbeat if we had a, second 
^ce ." said Walter Browii, a p S 
whahas been flyfagfor Americaitor 
tS^tP'^ ' ^ to favor of tiie 
tentative, agreement Mr. Brx)wn said 
he would Uke to sup some of Ss 
coUeagues who organized tiie pe-
fendl^ ti»e.Professioi) gn)up for 

Even among otiier employees at in JJ^f 5 ""cart̂ faty and 

tog Employees Destitute. 
fh?l£*S^V*^**>, are not new 
i i . ^ ^ P'Jott- fa 1983. a group of 

jwa mwnbOT of tfte Air Ltae PUots 
AMoctatlon, fomented distmst of tiie 
paflonal untan and won enough stip. 

OwTunlolL 
Jut after, tiie split, many pUots felt 
strongly tiiataU pUoK>Sld mata-

â d̂  rteented tiie move to break 
^^theAirUnePUotoASLT 
atton, which rqiresents pUots at 
mtet̂ ^̂  today. > 
Ki^ . i f^u '^ ^'^ fomdwi ta a 
bloody boU. of dissension." said 
geow E. H o p k u T i S s s o ? ^ 
Wstpnr at Western nunols Unlversi-

, who has written tiiree books on 
theUstory 6f piUot unionlẑ UoT 

Twenty years later, tiie AUled Pl-
fats Âssociation inade oneT tte 

S ^ ^ ^ ^ f ^ ^ declstons ta alr-
labor history by slgntag an̂  

agreeinent tiiat created fsefon? 
S ^ , ô '̂̂ e? for nowTilots;' 
IJeplanwastatended tohelpAmeri 

an at 
is 

.̂ someone to have an agreementwi£' 

Contim<€donP(igeD3 

b̂ utttebipad support 0̂^ 
thy for tiie pUots. who earn a n ^ . 
age of $120,000 a year. ^ -
.fa one sarcastic barti many W 

lated a "Help Feed tiie PUote»sS. 
up Sheet tiiat noted '^thou^- I S ^ t X 

• 
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• .^JSSf ^ *he 80<aUed B-
scito has fostered c w ^ ^ re-
sentmmt among the towei^ald pl-
lots, axut unton Jeaders aie 2wrtrv. 
fag^ dose flie gaiiqulcklyr^ -^ 
î ;̂*P"02̂ have also bê n divided 
Mjtow best to negotiate witii ti» 

to negotiatloiis.. ' "PProacn ^ 
''^ approach caUed Itor tite two " 
s^ to use Widtag arbltratibn to 
r^^e any Issues tiuu could not St 

anteo wpuld have piwented anv 
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Commuter Line Continues to Eixpatid 

Job security and 
" p r ; v S r a S r ^ S ^ S ' ^ S J Amencan EagepUot.saidfliec^ t c O S t c U t t i n g HTC the^*: 
lal̂ rmen " piyie»- pany was playing tile pUots'groups ^Y*^^^ "*r... , 

piiittary issues ' 
raised by 
American's pilots. 

By ALLEN R. MYERSON 

DALLAS,. Feb. 13 They may 
earn only a third to a half as much ias 
the $120,000 a year that pUots aver-
age at American AirUnes. Bv̂ t pUots 
at American Eagle, the company's 
commiiter Une, wUI put up with no 
second'guesstag of tiieir abUities: 

"Their dispute with inahagement 
has generatefl some irresponsible 
rhetoric concemtag oiir qualifica­
tions," Homer Pu^, the American 
lagle pilot who leads the commuter 
itae's union, said ta a statement 
"American Eagle pUbts' qualifica­
tions, skiU and professioniaUsm. are 
on 
sional airmen. 

But as the 9,000 American Airltaes 
pUots 4- ta pay and prestige among 
the prihces of tiie tadustry deftae 
the Uir̂ ats to their Jobs, they potat to, 
more tjian Just the company's man­
agers. And rather than seetag Amer­
ican £ligle, already the nation's larg­
est commuter ahrUne, as a way to 
funnel more passengers to their ahr-
Itae, tĥ  American pUots see the 2,000 
pilots at Americah Eagle bearing 
down on them. 

The AMR Corporation, the parent 
company to. both airUnes, wants to 
accelerate American: Eagle's al­
ready rapid growth by addliog as 
many as 67 me<Uum-sized jets to the 
current fleet of 205 turboprops. The 
American pUots say tiiat these pilots 
and jets, able to link New York and 
DaUas, WUl take over many more of 
•heir routes. 
' "The Primary issue is the out-

'Sourctag of Jobs," said David U. 
Johnson, an American pUot based ta 
Dallas.f If we aUow American Eaglie. 
to get the Jets, upper management 
wUl then attempt to take additional 
flytag time away from us, which will 
end up taktag away Jobs." > 

The American AirUiies pifate also 
threatened to strike fiv̂  years ago 
over management plans to add Jets 
to the American Eagle fleet 

In 1992 and 1993,. tiie American 
AirUnes pUot's union said, tiie com­
pany furloughed about 550 of' its, 
mem1)ers and tomed tiieir rpUtes 
over to American Eagle and its 
cramp^ noisy, loW-flylng. turbO' 
props, ftaw, the unfan,sa^ the coin-
7any v̂ ants'to expand American Ea-

V ile to take oyer that mudi nwre of 
-̂"•̂ tiie Amerioah AhrUnes systeto. • 

Passengers' who fly on American 
Eagle wUl be shortchangel, tiie 
American pUots say. " W ^ they go 
buy a ticket on Amierican AhrUnes. 

, tiiey know tiie/re getting an Afaeri' 
can-trained pUbt and an American 
Alrtfaes jpt." Mr. Jdhnsota said. But 
M|r. Pulih. the Amertcra Eagfa jdl^ 
said tfiat Amertcsan Eagle pOots 
were trained to die same standards 
as American pOots. 

Underneath the techhicaUiles. lie 
the same issues of job security: and 
cost cuts that have sjritt many bther 
tadustries. AMR says thaf if Ameri­
can pUgts flew the jets for American 
Eagle,-their higher salaries would 
make the routes uncompetitive. 
Cominuter airltaes controUed by ri­
vals ahready have the Jets, which are' 
fu- quieter, roomier and more popiir ' 
lar with passengers than turboprops. 

Today, tiie company rejected a 
union proposal to have American pî , 
lots fly any American Eagle jets, but 
at salaries thatwould keep tiiose 
flights competitlye with other com­
muter ahrUnes. 

Stephen A. Frederick, a former 

agatast eacht>tiier. "The rivahy gets 
pretty tatense." he said. Mr: Freder­
ick said he was dismissed ta 1995 for 
complatatag about idrplane safeî  
after the 1994 crash of an American 
g«gU flight in Indiana that JtiUed 68 
people. ;. •; 

What many American Eagle pUots" 
want most is to jump* to' Amcirlcano' 
AirUnes, where s(^r pUots caii i 
earn $200,000. But , the addition of'i 
regkinal jets to the Andericsn j 
fleet would StiU probabty faereaseH 
tiie pay of pUots who ftetî  tiiem. and q 
aUow many other pUots to step up fa -
pay and seniority ais weU. 

AinMlcu's pareott dimp buUt 
American Eagle throUgh acquisi­
tions begtanlhg h) 1988. Witii hul)s ta • 
DaUas, Miami, Losi AngelM, Chiciago, 
New York and San JUan, Puerto 
Rico, it serves 127 destlnt̂ ions ta-^ 
eluding Canada and the Qarlbbieah. . • 

As at otilieir alirUnes, Ajinericah's ' 
commuter netwoi^ has provided es- -
sential spplces for the- hubs. More ^ 
than 60 percent of American Eagle's ' : 
12 inUUon'passehg(^ eoiuiea wltii 
American flints.., - 'x'y-• 

But this Ainfurlciu AhrUiî  pilots 
see Anierican ';EiBgfa,'s' Q̂ OfWtli f̂̂ ^̂  
predatoiy. Iliey Ust ĵ ^^^ routes -
~ among tiiena Palfas to AniB^^ 
Tex; Chlcago.to Cle\̂ and-tt̂  Cfm'T 
ciniiati. New York to Pittsbtorgh and;t 
Providence, R.L'^ that tfa .̂ sayt i 
have gone from American AIrlfaejet,y 

props. 
:v Several.fadustry analysts said that;; 

ta their mistrust (tf Robert L. Crant' 
dall. the cpqqiany's chief executive,', 
pilots failed.,to see how much theyj 
•have tbgafa from American Eagle's -
expahsfan and the; hicreased Ameri-> 
'can. AlrUnes traffic that Would result 
; ''if American, doesn't get the re-
gicmal jets, tiie pUots WUl lose over 
time," said Glenn D. Engel an .^a-
ly^ with (jibldman. Sachs. "I wonder 
whether the demunization of Cran»J 
daU lis the'real issue.'' 

-.. The American AirUnes pUots unioif; 
'agrees that its own. study demon*̂  

. striates thb need for their company tOv 
use the ,r îonal Jets to reiaata cbm-« 
petitive, WUle they say that Amerî ' 
pan.Atâ Uheŝ oould cqierate tiiese jetso 

' at aih added of about $30 mUUodŜ  
bvê ,:tî . y<^^ company put̂ '. 
thevjcib̂  at: .hundreds\of .mllllonsg 
'•Amfriffwn Airlines flight attehdahtop 
: »w«̂ /»Wlnî iy' tmA nfIiftr ipipip1fly«»«w alS(£ 
earn much incfre than thbsa at Amer« 
Icsm Eagfa] ' '̂-̂ ' 

Th<t American: Airltaes pifats be|| 

.w, 

* A -. » . u A ..lotig to thtt AUIed PUots Assodations' service to Aî erkw E a ^ 
gle'ipUbts > ^ ^ to the 'AhS. 

' IJhe; h|tion's|̂ . 

r^ îUM t̂s^ î̂  at' Deto, ''Unlte(£ 
, 1 ^ 

'•'•V•• ;;V'-, ;>•' - : • • tielcppipianyoyenconsî ^con*' 
^ . 

• :durt?:̂ :̂ 'r̂  
••^ji-'^^^ •'' '•i •.•"•«••• 

, \ .. ••.-..•1. . VW-.•••>,4'.̂ .;- . . •. 
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International 
Association of 
Machinists and 
Aerospace Workers 

9000 Machinisis Place 
Upper Marltwro. Maryland 20772-2687 

Area Code 301 
967-4500 

OFFICE OF THE INTERNATIONAL PRESIDENT 

GL-2 Intemational 

January 28, 1997 

Subj: Offsets 

The Honorable William J. Clinton 
President 
The White House 
1600 Pennsylvania Avenue, NW 
Washington, DC 20500 

Dear President Clinton: 

As you may recall, 1 accompanied you on pan of your Labor Day trip through Califomia 
m 1995. During our time together, we discussed the devastating impact that "offsets" were 
having on union membership in the aerospace industry. "Offsets" are a marketing tool used by 
industry to obtain sales abroad by promising that a portion of manufacturing wall take place in 
those cotmtries that commit to purchases. It is a practice that results in the transfer of technology 
overseas and threatens the high-skilled jobs in the aerospace industry that you and your 
Administration have fought so hard to keep in the United States. 

I was gratified by your response to my concems ~ soon after our meeting you established 
an interagency task force headed by the National Economic Council. However, while some 
progress has been made, I am troubled that consideration of this issue is moving far too slowly. 

The issue of offsets is touched upon in a report issued by another interagency body, but 
that discussion is limited to military offsets. More troubling is the fact that altltough language in 
this report reaffirms the serious impact that military offsets are having and will continue to have 
on the U.S. labor market, its recommendations are so benign that it is hard to imagine that they 
will be taken seriously or have any effect at all. 

Offsets continue to plague the American economy and threaten worker security. We 
carmot wait any longer for a serious review of this matter. Accordingly, among other things, I 
urge you to consider taking the following action: 

• Fonnalize and empower the interagency task force that initially took responsibility for 
examining this issue and make it a permanent fixttu-e charged with the mission of 
promoting U.S. aerospace production and employment. 



• Ensure that non-governmental entities, like representatives from the Intemational 
Association of Machiiusts and Aerospace Workers and the aerospace industry, be invited 
to participate in task force deliberations and decisions. 

• Begin discussions with other coimtries for the purpose of obtaining trade agreements that 
prohibit aerospace companies (whether they are foreign or domestic) from using the 
export of jobs and technologies as a marketing tool. 

Offsets are a serious problem threatening the nation's ability to retain the high wage, high 
skill jobs that this nation desperately needs to retain. It must be resolved now. The process that 
you initiated to address this problem after our discussion on Labor Day more than a year ago 
must be restarted v/ith the dedicat'on,. 'eadcr«hir>: and commitment that will, effectivelv resolve 
the many problems that offsets have created in the aerospace industry. 

As always, I look forward to working with you and members of your Administration to 
address this matter. Thank you for your consideration. 

Sincerely, 

George J. Koiupias 
INTERNATIONAL PRESIDENT 

GJK/sfd 

cc: Executi'̂ e Cconcil 
Sweeney 
Yokich 
Becker 



February 16, 1997 

MEMORANDUM FOR: GENE SPERLING 

FROM: PETER ORSZAG 

SUBJECT: Economics of unions 

In^preparation for your trip to the AFL-CIO meeting, you requested an update on the 

economics of unions. This memorandum focuses on four questions: 

• What effect do unions have on wages? 

• What effect do imions have on productivity and profits? 

• Why has union membership declined? 

• What effect has the decline in union membership had on eamings inequality? 

The union wage premium 

In 1996, the median ftill-time unionized worker earned $615 per week - 33 percent more 

than the nicdiari ftill-time non-imioiiized woiker, who earned $462 per week. But this 33 

percent figure does not control for differences between the typical union worker and the typical 

non-union worker, and is therefore not viewed by economists as the most precise measure of the 

pure union wage premium. For example, union members tend to work disproportionately in 

larger firms, in cities, and in the manufacturing and public utilities industries ~ all of which are 

associated with higher wages. Studies that control for the worker's education, age, region of 

residence, metropolitan status, industry of employment, and occupation tend to find a union 

wage premium of about 10 to 15 percent. 

Economists worry that even the 10 to 15 percent range may be misleading, since imions 

may skim workers with better unmeasured attributes (like innate ability) from their applicant 



pools. Studies that attempt to control for this selection bias by using sophisticated econometric 

techniques have not been particularly successfiil in obtaining reliable results (Greg Duncan and 

Duane Leigh, Industrial and Labor Relations Review, October 1980; Chris Robinson and Nigel 

Tomes, Journal of Labor Economics, January 1984). But studies that control for the bias by 

studying the same worker over time ~ on the theory that unmeasured characteristics like irmate 

ability don't change very much over time ~ have produced generally similar estimates to the 

traditional ones, although the longitudinal estimates do tend to be slightly smaller (Richard 
< 

Freeman, Journal of Labor Economics, January 1984; George Jakubson, Review of Economic 

Studies, October 1991). While even these longitudinal studies can be criticized, the 10 to 15 

percent range is the most credible one within the economics communitj' (as is implicit in the 

attached article from the Weekly Economic Briefing). 

The union wage premium varies substantially over time and across industries and 

occupations. The attached Figure 1, taken from George Borjas's new Labor Economics textbook 

(McGraw Hill, 1996) shows the variation in the premium over time. John Pencavel and 

Catherine Hartsog {Journal of Labor Economics, April 1984) conclude that the wage premium is 

countercyclical — that is, it widens when unemployment is high and narrows when 

unemployment is low. The countercyclical nature of the premium is not surprising: relative to 

non-union workers, union workers' wages are protected during recessions ~ so the wage 

premium grows during such periods. 

The wage premium also varies along other dimensions. It is higher for low-wage workers 

than high-wage workers. It is also higher in the construction, transportation, 

telecommunications, and utilities industries than in other industries. Indeed, the union wage 

premium is approximately zero in mining and finance (David Card, NBER Working Paper 4195, 

October 1992). The union wage premium in the public sector is on the order of 5 to 10 percent 

(Robert Valleta, Journal of Labor Economics, July 1993; Janet Currie and Sheena McConnell, 

American Economic Review, September 1991). 



What do unions do? 

The traditional view of economists is that the 10 to 15 percent union wage premium 

represents an inefficiency: just as monopolists are inefficient because they charge super-normal 

prices and restrict output, unions are inefficient because they charge super-normal wages and 

restrict employment. More specifically, the traditional view is that unions artificially restrict 

employment in their industries ~ thereby reducing national output. According to this view, the 

union wage premium results from "spill-over" effects: workers who can't obtain jobs in the 

unionized industries "spill over" into the non-unionized ones, bidding down wages there. In an 

often-cited study, Albert Rees concluded that wage differentials between otherwise comparable 

union and non-union workers reduced GNP by 0.3 percent (Journal of Law and Economics, 

October 1963). 

In a seminal 1984 book (What Do Unions Do?), Richard Freeman and James Medoff 

argued that this traditional view was wrong. Freeman and Medoff argued that unions provide 

workers with a direct means of voicing their discontent, and thus reduce voluntary turnover; that 

unions facilitate cooperation between labor and management; and that unions improve worker 

morale, motivation, and effort. All three of these mechanisms. Freeman and Medoff emphasize, 

raise productivity. They conclude that imions improve efficiency, and that the imion wage 

premium primarily reflects the impact of unions' providing ":'oice" to their workers (and thus is 

a benefit for aggregate productivity), rather than the impact of imions' restrictions on 

employment (which would reduce aggregate productivity). 

Although the question continues to be controversial, the empirical evidence seems to 

suggest that unions do indeed raise productivity. The attached Figure 2 (taken from Ronald 

Ehrenberg and Robert Smith, Modern Labor Economics) gives estimates of the effect of unions 

on productivity in different industries. Some of the studies suggest that unions raise 

productivity more than wages, suggesting that profitability may also be higher in unionized 

firms. But most studies suggest the opposite (that unions reduce profitability). For example. 



Kim Clark {American Economic Review, December 1984) concluded that unions reduce the rate 

of retum to the firm's capital by 19 percent. Another study foimd that stock prices fall following 

the filing of a union petition with the NLRB, and following certification of a union as a 

bargaining agent (Richard Ruback and Martin Zinmierman, Journal of Political Economy, 

December 1984). 

•t 

The decline in union membership 

As the attached article from the Weekly Economic Briefing notes, union membership in 

the private sector has declined from 16.5 percent m 1983 to 10.2 percent in 1996. Union 

membership in the public sector, however, has remained about 37 percent since the early 1980's. 

The decline in imion membership in the private sector is attributed to several causes. 

About a third ofthe decline can be explained by shifts in the structure of the economy away from 

high-union areas and toward low-union areas: from blue-collar industries to white-collar 

industries; from the Northem and Eastem regions to the South and West; and from male workers 

to female workers (William Dickens and Jonathan Leonard, Industrial and Labor Relations 

Review, April 1985; Henry Farber, Science, November 1987; Henry Farber and Alan Krueger, 

NBER Working Paper 4216, November 1992). 

The other cause of declining union membership is apparently a lov/er demand for 

unionization by workers. In 1955, unions won more than 66 percent of the elections held by the 

NLRB to determine certification as a collective bargaining unit. By 1990, unions won only 47 

percent ofthe elections (Borjas, Labor Economics, 1996). The lower union success rate may 

itself be caused by more aggressive anti-imion efforts by management (Richard Freeman and 

Morris Kleiner, Industrial and Labor Relations RevieM>, April 1990). Borjas argues that by 

hiring a consultant for only 10 days, management reduces the probability that a union will win 

the NLRB election by 7 percentage points (Borjas, Labor Economics, 1996). 



Effects of lower union membership on inequality 

The wage distribution among union workers is much more equal than the wage 

distribution for other workers: The evidence suggests that the dispersion of wages in tinion firms 

is about 25 percent lower than the dispersion in non-union firms (Richard Freeman, Industrial 

and Labor Relations Review, October 1980; David Card, NBER Working Paper 4195, October 

1992). Since unionized wage inequality is lower than aggregate wage inequality, unionization 

tends to reduce wage dispersion in the aggregate economy. The ongoing decline in unionization 

may therefore have contributed to the increase in inequality in the U.S. since the early 1970's. 

The State of Working America cites three studies showing that 21 percent of the increase in male 

wage inequality during the 1970's and 1980's was due to deunionization (see attached Figure 3). 

This year's Economic Report of the President also notes that the decline in union membership 

has played some role ~ although a small one ~ in increased eamings inequality. 
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FIGURE 11-12 Wage Gap Between Union and Nonunion Workers, 1920-1989 
(Sources-jy\e 1920-1969 data are drawn from John Pencavel and Catherine E. Hartsog, A 
Reconsideration of the Effects of Unionism on Relative Wages and Employment in the United 
States 1920-1980," Joumal of Labor Economics 2, April 1984: 193-232. The data for the 1970s 
are drawn from H. Gregg Lewis, t/nfon Relative Wage Effects: A Survey. Chicago: University of 
Chicago Press, 1986. The data for the 1980s are drawn from Peter D. Linneman, Iwlichael L. 
Wachter, and William H. Carter, "Evaluating the Evidence on Union Employment and Wages," 
Industrial and Labor Relations Review AA, October 1990: 34-53.) 

terpreted as a measure of the union wage gain A? In other words, does the fact that the 
typical union worker eams 15 percent more than the typical nonunion worker imply 
that if we became unionized we would also eam 15 percent more? The answer is no! 

Suppose that a union contract forces the firm to pay its workers 15 percent more than 
the competitive wage. Typically, the collective bargaining agreement also makes it dif­
ficult for the firm to fire or lay off workers. Because of the very high cost of labor and 
because the firm is stuck with workers they hire, the fimi will want to screen job appli­
cants very carefully. Moreover, the 15 percent wage premium encourages many work­
ers to apply for jobs at the unionized finn. As a result, the firm can ciioose only tlie most 
productive workers from the applicant pool. Over time, therefore, the firm's work force 
will be composed mostly of workers who are relatively more productive than workers 
in nonunion firms. 

The union wage gap is typically estimated by comparing workers in union and 
nonunion jobs who have the same socioeconomic background. Because these observ­
able measures of skills do not completely account for skill differentials among work­
ers, the typical worker in a union job will be more productive than a seemingly com­
parable worker in a nonunion job. The union wage gap, therefore, overestimates the 
union wage gain. In other words, part of the union wage gap is attributable to the fact 
that unionized firms "skim" the most productive workers from the applicant pool. As a 
result, estimates ofthe union wage gap cannot be used to predict how much a randomly 
chosen worker in the economy would gain if his or her firm suddenly became union­
ized. 
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TABLE 12.8 Estimates of the Impact of Unionism on Productivity in U.S. 
Industries 

Industry/Year of Data 
Estimated Impact of Unions 

on Productivity (percent) 

(a) All U.S. manufacturing, 1972 
(b) Wooden household furniture, 1972 
(c) Cement, 1953-76 
(d) Underground bituminous coal, 1965 
(e) Underground bituminous coal, 1975 
(0 Construction, 1972 
(g) Commercial office buildings, 1973-74 

20 to 25 
15 

6 to 8 
25 to 30 

-20 to -25 
17 to 22 

30 

SOURCES OF ESTIMATES: (a) Charles Brown and James Medoff, "Trade Unions in the Production 
r?^*j ' / " f ' " " ' °f^'>''''<^''' ̂ <:o''omyS6(June 1978):355-78. (b) John Frantz, "The Impact 

of Trade Unions on Productivity in the Wood Household Furniture Industry" (Honors The­
sis Harvard University. 1976). (c) Kim Qark. "The Impact of Unionization on Productivity 
A Case Study." Industrial and Labor Relations Jieview33(}uly I980):45I-69. (d)-{e) Richard 
Freeman, James MedoflT, and Marie Connerton, "Industrial Relations and Productivity A 

Coa' Industry" (mimeographed, Harvard University 
1979). (0 Steven Allen, "Unionized Construction Workers Are More Productive " Quarterlv 
Journal of Economics 99(May 1984): 251-74. (g) Steven Allen, "Unionization and Produc­
tivity in Office Building and School Construction," Industrial and Labor Relations Review 
39(January 1986): 187-201. 

Indeed, in 1975 unionized workers were estimated to be 20 to 25 percent 
less productive than nonunion workers in the industry. This decline in rela­
tive productivity has been attributed to the well-known breakdown of the 
United Mine Workers' (UMW) national leadership that occurred in the late 
1960s and early 1970s, which resulted in deteriorating industrial relations 
practices, including increased occurrence of wildcat (unauthorized) strikes 
over local issues.*' These results emphasize that the effects of unions on pro­
ductivity are neither constant nor always positive; they vary across indus­
tries and time periods as industrial relations practices vary. 

The two Allen studies cited in Table 12.8 find surprisingly large union 
productivity differentials in construction—surprising because in the con­
struction industry unions were widely thought to have adverse effects on 
productivity owing to their restrictive work rules (limits on apprentice/jour­
neymen ratios, limits on the jobs members of each craft can do, etc.).*' He 
attributes the differential, however, to better training in union apprentice­
ship programs, changes in the occupational mix induced by unions (e.g., 

" Richard Freeman, James Medoff, and Marie Connerton, "Industrial Relations and Produc­
tivity A Case Studv ofthe U.S. Bituminous Cosl Industry" (mincog.-aphcd Harvard Uni­
versity, 1979). 

" Steven Allen, "Unionized Construction Workers Are More Productive," Quarterlv Journal 
of Economics 99(May 1984):251-74, and Allen, "Unionization and Productivity in Office 
Building and School Construction," Industrial and Labor Relations Review 39(Januarv 
1986): 187-201. 
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EYES ONLY 

CURRENT DEVELOPMENT 

Trends in Union IVIembership and Earnings 

At least three aspects of trends in imion membership 
and eamings are noteworthy. 

Union Membership 

1983 1985 1987 1989 1991 1993 1995 

Membership trends. The overall 
decline in membership has been 
concentrated in the private sector (see 
upper chart). While the share of private 
sector workers who are union members 
fell from 16.5 percent in 1983 to 
10.2 percent in 1996, the share of public 
sector workers has remained roughly 
constant at about 37 percent. 

Compensation trends. Compensation has often 
changed at different rates in the unionized and non-
unionized sectors of the economy (see lower chart). 
During much of the 1980s, for example, 
compensation grew more slowly in the unionized 
sector than in the rest of the economy, and more 
slowly than inflation. More recently, the trends have 
been similar in both sectors. 

Real Compensation Growth by Union Status 
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Wage premium. Weekly eamings for 
the typical unionized worker were about 
a third higher than those of the typical 
non-unionized worker in 1996. Part of 
this difference reflects the fact that 
unionized workers tend to be 
concentrated in higher paying jobs (in 
larger firms, urban areas, and 
manufacturing and public utilities 
industries). Unionized firms faced with 
higher wages may also have the ability to 

screen for and select workers with better-than-average 
ski lls and training from the queue of workers seeking 
union-wage jobs. Nevertheless, econometric studies 
that try to control for these other factors suggest that 
working in a unionized firm raises a worker's 
eamings by 10 to 15 percent. In short, being in a 
union matters, even after taking other factors into 
account. 

1991 199) 1996 

Weekly Economic Briefing February 14, 1997 



E R I C A 
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Fifth, 1973-87 

fourth 
Fifth 

Top 
Fifth Average 

33.3% i2.5% 33.7% 
7.4.7 17.7 26.4 
-8.8 7.2 -7.3 

0.9% 10.5% 15.9% 
2.1 2.1 4.2 

-0.1% 0.8% -1.1% 

W A G E S 

for these groups is largest—increasing the average wage from 4.9% to 6.6%. 
Unionization declined more among low-wage than high-wage workers from 1973 
to 1987. with unionization actually increasing among the top fifth. The wage 
impact of changes in unionization was to increase the wage gap between high-
and low-wage workers. For instance, an increase in union representation lifted 
the wages ofthe top-fifth by 0.8%, but deunionization lowered the wages in the 
bottom fifth by 4.3%, creating a roughly five percentage point divergence be­
tween high and low-wage eamers! 

The data in Table 3.41 report the results of three studies of the effect of the 
drop in unionization on overall male wage inequality. These data show that there 
was sizeable growth in wage inequality between the 1970s and the late 1980s. 
Remarkably, all three studies found that lower unionization can account for the 
same proportion of overall higher wage inequality—21%—even though they 
employ radically different methodologies. Unfortunately, these studies do not 
examine women's wages. Another study, discussed below (Table 3.47), shows 
deunionization playing a smaller role among women than men. 

T A B L E 3.41 

Effect of Deunionization on Male Wage Inequality 

Item 

Wage Inequality 

Item 1973-87 * 1978-88** 1979-88*** 

Early Year .227 .235 n.a. 
Later Year .284 .269 n.a 
Change in Inequality .057 .034 .066 
Change Due to L.owcr 

Unionization .012 .007 .014 
Deunionization Contribution 

lo Tola! Rise in Inequality 21% 21% 21% 

riianoe ill variance of log earning: .,mong men agf 25-64. 
Change in variance of log earnings amonj men age 25-65. 

**• Change in standard deviation of log earnings among men age 25-65 

Sources: Card (1991). Dinardo, Fortm. and Lemieux (1994): Freeman (1991 
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SOCIAL SECURITY 

The basic union position has been to support the existing system, with particular emphasis on the 
following elements: 

o The social contract, in which all workers participate and all workers benefit', with 
proportionately greater benefits for lower-wage workers 

0 The defined benefit (rather than defined contribution) nature of the system 

o Eligibility for early retirement at 62 

o Annual COLAs 

o Survivor and disability provisions 

Through Gerry Shea, the AFL-CIO was represented on the Advisory Council, and was a strong member 
of the Ball faction. The Bail faction was willing to make the following changes: 

0 Beginning with new hires, expand Social Security to state and local govemment workers 
not now covered. 

o Tax Social Security benefits like other annuity benefits, i.e., the excess of what is 
received over what was paid would be taxable. 

o Redirect some Social Security tax revenues now going to the Medicare Trust Fund to the 
Social Security Trust Fund. 

o Adjust the CPI, but only as BLS suggests. 

o Slightly reduce ber.efits by increasing from 35 to 38 years the time over which wages are 
averaged to determine benefits or increase the payroll tax by 0.15% for workers and 
employers. 

Retirement Savings Commission 

Last year. Senators Bradley and Jeffords and Congressman Pomeroy attempted to get legislation attached 
to reconciliation that would have established a Retirement Savings Commission, which would have 
looked into retirement income issues, supposedly entirely from the private pension perspective. The 
AFL-CIO strongly opposed the legislation because of concern that it would spill over into Social 
Security, saying at the end of the session that killing it was one of their top five priorities. We also voiced 
our objections to the legislation and it stayed out of any bills. Pomeroy and Jeffords want to bring it up 
again this year, but so far have not done so. 

' Note, however, that 3.7 million state and local govemment employees who are union members do not 
participate, as state and local govemments have an option whether to belong. These workers are covered by defined 
benefit pension plans that are fairly generous, particularly for long-service workers. 



PENSIONS 

ACCOMPLISHMENTS: From the start of the Administration, we've been working to protect people's 
pensions, and getting results. 

o Won enactment ofthe Retirement Protection Act in 1994 to protect the benefits of more than 40 million 
American workers and retirees in traditional pension plans. Pension underfunding has declined dramatically 
for the first time in a decade, and many plans are funding up even rnore quickly than required by the law. 
This means that the pension promises to both current and future retirees under traditional pension plans will 
be kept. 

0 Vetoed the Republican budget that would have allowed corporations to raid $15 billion from pension 
funds, affecting almost 4 million workers and retirees. In the 1980s, corporations took over $20 billion from 
pension funds. 

o Recovered nearly $20 million in savings for workers and retirees as a result of the Labor Department's 
ongoing nationwide enforcement effort to protect retirement savings in defined contribution ~ 401(k) ~ 
plans. 

o The minimum wage bill just signed into law contains important pension coverage, portability, and 
security reforms, many of which we had proposed: 

o Simplifies laws and regulations for aM pension plans; 

o Reduces from 10 years to 5 the vesting period for multiemployer plans, meaning more people will be 
covered more quickly under these traditional pension plans; 

o Discourages 1-year wait: Encourages employers to allow employees to start saving for retirement from 
the first day on the job by changing the law that encouraged waiting periods; and 

o Creates a new small business 401(k) plan which can be starred with a simple one-page form. Up to 10 
million small business workers without a pension could be eligible for a pension under this new plan 

o In January, Treasury auctioned the first US government ihflaticn-protection bonds, providing a totally 
safe investment for retirement or education that will not lose value due to inflation. 

REMAINING AGENDA: 

0 Quickly get out all the forms, regulations and guidance needed to make certain the benefits of last 
year's legislation are quickly felt by all. Both Treasury and DOL have made major progress already. 

o Enact the remainder ofthe President's Retirement Savings and Security Act, including the 
multiemployer provisions doubling the guarantee, granting relief from the compensation limit for benefits 
(415), loosening the full funding limit and requiring a plan asset valuation only every three years (rather than 
annually). 

o Enact our Audit Bill to increase pension security by requiring (i) full-scale audits of large pension plans 
and (ii) administrators to report promptly any serious misuse of pension funds. 

o Continue and expand the on-going retirement savings campaign begun in 1995 by the Labor Department 
and 150 private co-sponsors, including the AFL-CIO. In 1996, DOL launched a special addition to the 
program focusing on women's particular pension needs. 

o Expand coverage and portability by enacting our IRA proposal which doubles the income limits and allows 
penalty-free withdrawals for education, first homes, major medical expenses, and long-term unemployment. 
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Nashville Family Reunion Conference Hosted By Vice President Al Gore, fune 24, 1996 

PRESIDENT CLINTON ANNOUNCES NEW 
F A M I L Y - F R I E N D L Y W O R K P L A C E PROPOSALS: 

• EXPANDED F A M I L Y & M E D I C A L L E A V E 

• E M P L O Y E E - C H O I C E F L E X - T I M E 

NEW EXPANSION OF; FAMILY AND MEDICAL LEAVE: President Clinton's new proposal would 
deepen and expand Family Leave by allowing a worker to take unpaid hours off - with a maximum of 24 
hours a year - for child education, older relatives' health needs, and routine family medical purposes. 

Current Family and Medical Leave Law. The FMLA helps families only with a medical crisis or 
special limited care-giving needs, such as a birth or adoption. But worldng families often have to care 
for children or parents in circumstances for which they cannot use Family and Medical Leave. 

New Family And Medical Leave Procedures. FMLA expansion would be limited to 24 hours a 
year for the following specific purposes: 

SCHOOL ACTIVITIES. Participating in school activifies directly related to the educational 
advancement of your child, such as parent-teacher conferences or interviewing for a new school; 

ROUTINE FAMILY MEDICAL PURPOSES. Accompanying your child to routine dental or medical 
appointments, such as armual checkups or vaccinations; 

• • OLDER RELATIVES' HEALTH NEEDS. Accompanying an elderly relative to routine medical 
appointments or other professional services related to the care of the elderly relative, such as 
interviewing ntirsing homes or group homes. 

NEW EMPLOYEE-CHOICE FLEX-TIME: President Clinton's new proposal would offer American 
workers more choice and flexibility in finding ways both to earn the wages they need to support their families 
and still find the time they need to be with them. The President's proposal would: 

EMPLOYEE CHOICE. Allows employees to agree with their employers to work overtime in 
exchange for paid time-off - flex-time ~ with a limit of up to 80 hours. An hour of overtime 
could thus be used for l-and-l/2-hours of overtime pay or l-and-1/2 hours of flex-time. 

F L E X - T I M E FOR ANY PURPOSE WITH 2 WEEKS NOTICE. Workers could use their earned flex-time 
for any reason ~ as long as they give their employers 2 weeks notice. 

EMPLOYEES CAN ALWAYS CHOOSE PAY OVER F L E X - T I M E . Workers would maintain the right to 
choose overtime pay, and even if they choose flex-time, they could still cash out any portion of 
their flex-time pay with two weeks notice. 

F L E X - T I M E FOR FAMILY L E A V E . Employees can use their accumulated family flex-time for 
family leave purposes at any time. 

OPPOSE ATTEMPTS TO REDUCE WORKER CHOICE: In announcing these new family-
workplace proposals, President Clinton made clear that he would oppose any bill that allows for coercion 
and uses phrases like "camp-time" as a cover for giving workers less choice in the workplace. 
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EXPANDING T H E F A M I L Y AND M E D I C A L L E A V E ACT ~ 
TO H E L P F A M I L I E S BALANCE WORK AND F A M I L Y RESPONSIBILITIES 

June 24, 1996 

"Family and medical leave is a matter of pure common sense and a matter of common decency. 
It will provide Americans what they need most: peace of mind. Never again will parents have 
to fear losing their jobs because of their families." 

- President Clinton at the signing of the Family and Medical Leave Act, February 5, 1993 

PRESIDENT CLINTON DELIVERED ON HIS PROMISE TO PROVIDE FAMILY 
LEAVE: In his first month in office, President Clinton delivered on his promise and signed the 
Family and>Iedical Leave Act of 1993 into law. The law allows workers at businesses with 50 
or more employees to take up to 12 weeks of impaid, job-protected leave to care for a newborn 
or adopted child, to attend to their own serious health needs, or to care for a seriously ill parent, 
child or spouse. 

NEW BIPARTISAN REPORT SHOWS THE LAW IS WORKING: The recent report on the 
impact of the law by the bipartisan Commission on Leave ~ chaired by Senators Dodd and Craig 
~ shows that the law is working: 

• 67 million Americans — over half of workers ~ are guaranteed they can take leave 
from their job to care for a sick relative or a newborn child without fear of losing their 
job or their health insurance. 

• More than 12 million eligible workers have taken leave since its enactment. 
• 40% of all workers think they .will need to take leave for a covered reason at some 

"^^W time in the next 5 years. The leading reason is to care for a seriously ill parent. 
• Despite opponents' claims, compliance is easy and costs low for most employers: 

9 in 10 employers find the law "very" or "somewhat" easy to administer 
Ccmpliance entails either little or no costs for 89%-99% of businesses 
Smaller covered worksites found it easier to comply than the larger sites. 

• Some businesses have reported reduced employee turnover, enhanced productivity 
and improved morale which they attribute to the Act. 

NOW IT IS TIME TO EXPAND THE LAW TO BETTER HELP WORKERS CARE FOR 
THEIR CHILDREN AND PARENTS. While the law is a major step forward, it does not 
cover many situations facing working families. Today, President Clinton proposed expanding the 
law to cover more family obligations to better help working families care for their children and 
elderly relatives without sacrificing their work obligations. Under the proposed expansion, 
workers could take up to 24 hours of leave each year to meet additional specified family 
obligations, including routine doctors appointments and parent-teacher conferences. Leave could 
be taken for the following purposes: 

Participating in school activities directly related to the educational advancement of 
your child, such as parent-teacher conferences or interviewing for a new school; 

Accompanying your child to routine dental or medical appointments, such as 
annual checkups or vaccinations; 

Accompanying an elderly relative to routine medical appointments or other 
professional services related to their care, such as interviewing nursing homes or 
group homes. 

1 



PRESIDENT CLINTON'S NEW 
EMPLOYEE-CHOICE FLEX-TIME PROPOSAL 

TODAY, PRESIDENT CLINTON ANNOUNCES A NEW EMPLOYEE-CHOICE 
FLEX-TIME PROPOSAL. President Clinton's employee-choice flex-time proposal would 
help to make workplaces more family friendly by ensuring worker flexibility while 
guarding against abuses by coercive or unstable businesses — with explicit protections 
against coercion. ' President Clinton's proposal would allow more Americans to have the 
time they need to fulfill their responsibilities as both workers and as parents or grown 
children of elderly relatives. 

• Workers could agree with their employers to receive, extra paid time-off ~ "flex­
time" ~ instead of working overtime for cash pay. Consistent with existing law, 
workers would get time-and-a-half in flex-time ~ extra paid time-off — for each hotir 
of overtime. There would be a limit of 80 hours that a worker could accumtilate in 
flex-time. And all additional overtime work ~ beyond the limit ~ would have to be 
paid in cash. 

Employees can choose to use their flex-time for family and medical leave purposes 
whenever they need it. At any time, workers can use their flex-time for family and 
medical leave purposes — to care for a new bom or adopted child, to attend to their 
own serious health needs, or to care for a seriously ill child, parent, spouse. 

• Workers maintain ultimate control of when to use flex-time, as long as they 
provide two weeks notice to their employers. Employees can use flex-time for any 
purpose as long as the worker gives at least two weeks of notice to his or her 
employer, or with less notice if the employer's operations are not unduly disrupted. 
Private-sector employees may elect to cash out their flex-time for cash due as long as 
two weeks of notice is given to their employer. 

To protect against abuses by coercive or unstable businesses, the employee-choice 
flex-time proposal includes explicit protections against coercion. 

• Employees and employers would have a written flex-time agreement. 
President Clinton's employee-choice flex-time proposal would also require 
employees and employers to agree in writing that the worker will receive flex­
time — instead of cash pay — before the worker performed any overtime work. 

• Private-sector workers can get cash for their accumulated flex-time within 
two weeks of notice. With two or more weeks of notice, a worker in the private 
sector can cash out their flex-time for cash due. 

• Protecting workers from businesses that go bankrupt. To ensure v/orkers 
receive their accumulated flex-time when their employers seek bankruptcy 
protections, unpaid flex-time would receive special protection — the same as 
given to other wages — in bankruptcy proceedings. For employees in thinly 
capitalized businesses, additional protections will be included. 



Additional protections to ensure that worker protections: 

President Clinton's employee-choice flex-time proposal would not allow 
unused flex-time to deprive a worker of unemployment compensation that 
he or she has earned. 

— To ensure protections against coercion, part-time, seasonal, and temporary 
workers would exempted from this proposal. The Secretary of Labor would 
also be able to meike recommendations to exclude low-wage workers who 
are vulnerable to coercion or certain occupations and industries that show a 
pattern of abuse. 

Ability to collect from violators of overtime laws are improved. President 
Clinton's employee-choice flex-time proposal improves the Labor Department's 
ability to collect fines due from violators of overtime laws, including double 
damages for certain egregious violations. This proposal also imposes civil 
money penalties for violations of flex-time and for willful or repeated 
recordkeeping violations. 

PRESIDENT CLINTON WILL STRONGLY OPPOSE ANY BILL THAT REDUCES 
WORKER CHOICE IN THE WORKPLACE. President Clinton will strongly oppose 
any bill that allows employers to coerce their employees fails to protect true worker choice 
and fails to guarantee that workers will receive the compensation they are due. 



COMPARISON OF PRESIDENT CLINTON'S E M P L O Y E E - C H O I C E F L E X - T I M E PROPOSAL 
AND 

REPRESENTATIVE B A L L E N G E R ' S C O M P - T I M E PROPOSAL 

P R E S I D E N T CLINTON'S 

E M P L O Y E E - C H O I C E 

F L E X - T I M E PROPOSAL 

REPRESENTATIVE 
BALLENGER'S COMP-TIME 

P R O P O S A L 

WRITTEN 

AGREEMENT 

• To provide true employee choice, 
•employees and employers must agree 
in writing that compensation will be 
provided as flex-time rather than as 
overtime wages. 

• No written agreement is necessary ~ 
only an imderstanding. 

F L E X - T I M E F O R 

FAMILY AND 

MEDICAL L E A V E 

PURPOSES 

• Employees may use flex-time for 
family and medical leave whenever 
they need it. 

• No comparable provision. 

USE OF 

F L E X - T I M E 

• Employees maintain ultimate control 
of when to use flex-time, as long as 
they provide two weeks notice to 
their employers. Workers can use 
flex-time for any other purpose as 
long as they provide two or more 
weeks of notice. They receive flex­
time with less notice, but only if the 
employer is not unduly disrupted. 

• Employers maintain ultimate control 
of when to grant their workers flex­
time. Regardless of the amount of 
notice the worker provides, 
employers can deny use of comp­
time if the firm claims they would 
be "unduly disrupted." 
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PAYOUT 

OF F L E X - T I M E 

• Private-sector employees may elect to 
cash out their flex-time for cash due 
with at least two weeks of notice to 
their employer. 

• Rather than ensuring payout within 
two weeks as the President's 
proposal, private-sector employers 
would have up to 30 days to payout 
the cash due for accumulated flex­
time. 

F L E X - T I M E BANK 

• Private-sector workers can 
accumulate flex-time for overtime 
worked (at a rate of time and a half) 
in a "Flex-time Bank." There would 
be a limit of 80 hours that a worker 
could accumulate in flex-time. All 
additional overtime work must be 
compensated in cash. 

• Employees can accumulate up to 240 
hours of comp-time. 



BANKRUPTCY 
PROTECTION 

• TO ensure workers receive their flex­
time when firms enter into 
bankruptcy, unpaid flex-time would 
receive special protection — the same 
as given to wages — in bankruptcy 
proceedings. For employees in thinly 
capitalized businesses, additional 
protections will be included. 

• No comparable provisions. 

ENFORCEMENT 

PROVISIONS 

• Improves remedies against violators, 
.including double damages for 
overtime that an employee would 
have earned, but was not permitted to 
work because the worker wanted to 
eam pay rather than flex-time. Civil 
money penalties for violations of 
flex-time and for willful or repeated 
recordkeeping violations. 

• Double damages only for v̂ dllful 
violations of anti-coercion 
provisions. Civil money penalties 
only for willfiil violafions. 

TREATMENT OF 

F L E X - T I M E AS 

WAGES AND 

HOURS WORKED 

• Unused flex-time cannot be used to 
deprive a worker of unemployment 
compensation that he or she has 
earned. Flex-time pay-outs are 
treated as wages for health and 
pension benefit plans. Flex-time 
used is also treated as" hours worked 
for overtime accrual purposes. 

• No comparable provisions on 
unemployment compensation or 
benefit plans. Comp-time used is 
not treated as hours worked. 

EXEMPTIONS 

F O R 

VULNERABLE 

SECTORS 

• To ensure protections against 
coercion, part-time, seasonal, and 
temporary workers would exempted 
from this proposal. Thic Secretary of 
Labor would also be able to make 
recommendations to exclude low-
wage workers who are vulnerable to 
coercion or certain occupations and 
industries that show a pattern of 
abuse. 

• No comparable provisions. 

SUNSET 

• Flex-time provision expires in four 
years. Bipartisan Commission will 
study and report to the Secretary of 
Labor and Congress prior to sunset. 

• No comparable provision. 



HOW THE PRESIDENT'S F A M I L Y - F R I E N D L Y PROPOSALS 
WOULD AFFECT TYPICAL FAMILIES 

NOTE: These hypothetical examples illustrate how the President's proposal compares with 
current law and the Ballenger bill to create "comp-time." All of these examples 
assume the adoption of some proposal allowing the accumulation of flex-time or 
"comp-time" in lieu of time-and-one-half pay for overtime. 

Expanded Family And Medical Leave For Child Education Purposes. Jane 
Smith works for XYZ Inc. She has a conference scheduled with her daughter's 
teacher for three weeks from today and needs four hours of time off to travel to and 
from the school and meet with the teacher. Jane is willing to take unpaid leave. 

/ Under the President's proposal, Jane can take impaid leave to attend the 
parent-teacher conference. 

H Under current law, Jane is not assured she can take impaid leave to attend the 
parent-teacher conference. 

H Under the Ballenger bill, Jane is not assured she can take unpaid leave to 
attend the parent-teacher conference. 

Expanded Family And Medical l eave For Caring For Older Relative. While 
Jane Smith is tending to her daughter's educational needs, Jane's husband John 
needs to help move his grandfather from one nursing home to another. John will 
need 4 hours time-off in order to do this. Because he is very involved with his 
family, John has not worked any overtime tiiis year and does not have any 
accumulated flex-time. Thus, he would like to use unpaid family and medical leave 
to take his grandfather to the doctor. 

/ Under the President's proposal, Joim can take unpaid family and medical 
leave to move his grandfather from one nursing home to another. 

H Under current law, John cannot use family and medical leave to help move 
his grandfather from one nursing home to another. 

H Under the Ballenger bill, John cannot use family and medical leave to help 
move his grandfather from one nursing home to another. 



Employer-Imposed "Comp-Time." Bill Johnson and his family live on a very 
tight budget. The time-and-one-half pay Bill receives for the 10 hours of overtime 
he works each month provides just enough money to pay the mortgage on his 
family's house. In his latest paycheck. Bill's employer inexplicably did not include 
any pay for his overtime work. When Bill complains, his boss explains that this is 
the new "comp-time" program and from now on Bill will get extra time off in retum 
for his overtime. Bill fears he will not be able to make ends meet. He doesn't 
remember agreeing to accept "comp-time." 

Under the President's proposal. Bill and his employer would have to had 
agreed in wnriting prior to the overtime that he would accept flex-time instead 
of fime-and-one-half pay. Otherwise, Bill must be paid his time-and-one-half 
in cash. 

/ Under current law, Bill would have to be paid time-and-one-half in cash for 
the overtime he worked. 

H Under the Ballenger bill, the employer could say that he had a verbal 
agreement vnth Bill to give him "comp-time." That makes it Bill's word 
against his employer's word. 

Flex-Time For Planned Family'Needs. Ann's husband Bill has a heart condition 
and will require heart surgery within the next few weeks. Ann wants to spend time 
with Bill after the surgery to help care for him. Her family's growing financial 
worries make it vital that i^rm be able to use her accumulated flex-time to be with 
her husband without losing a day's pay. Ann and Bill scheduled the surgery three 
weeks in advance and Ann gave her employer two-weeks notice. Two days before 
the .«;urgery, Ann's employer ZYX Co. decides to channe their production schedule. 
In their view, Ann's absence will "unduly disrupt" the workplace operafions. 

/ Under the President's proposal, Ann can use her accumulated flextime to be 
with her husbaiid without losing pay — as long as she gives two-weeks 
notice. 

H Under current law, Ann is assured only of unpaid family and medical leave 
time. 

H Under the Ballenger bill, Ann cannot use her accumulated "comp time" if it 
will "unduly disrupt" her employer's operations. ZYX Co. can force her to 
take unpaid leave to be with her husband in the hospital. 



Protection of Unemployment Benefits. Al Jones is a construction worker who got 
laid off from Builders Inc. after it finished its latest project. He worked enough 
overtime to accumulate 80 hours of accmed flex-time. Now, he wants to collect the 
imemployment benefits he usually gets when his employer lays him off. This time, 
however. Builders Inc. challenged Al's eligibility for unemployment insurance on 
the grounds that he is still "working" because he is getting paid for his accumulated 
flextime. 

• Under the President's proposal, Al is explicitly protected from this type of 
challenge. If he's otherwise eligible, Al should get his unemployment 
insurance. 

H Under the Ballenger bill, Al is not explicitly protected from this challenge to 
his unemployment insurance eligibility. 



HIGHLIGHTS OF THE PRESIDENT'S INITIATIVES TO MAINTAIN AND EXPAND 
WORKERS' COVERAGE 

Because most Americans have employment-based health insurance, health care coverage is often 
jeopardized for workers who change jobs. In fact, over 50 percent of the uninsured lost their health 
insurance due to a job change. Many of these uninsured Americans are the spouses and children of 
workers. The President's initiative will provide temporary premium assistance to families with workers 
who are in-between jobs. For millions of these workers and their families this assistance could make it 
possible for them to maintain their health care coverage while looking for another job. This initiative is 
ftilly paid for within the President's FY 1998 balanced budget plan. In addition, to assist small businesses 
- which often have more difficulty providing and maintaining healtii care coverage for tiieir workers ~ tiie 
President has proposed to help States create voluntary purchasing cooperatives. 

Funding Invests $9.8 billion over the budget window and is paid for in the 
President's FYI998 balanced budget. 

Eligibility Helps an estimated 3.3 million Americans in 1998, including 
about 700,000 children. 

A full subsidy would be provided up to 100% of tiie 
poverty level for and would be phased out at 240% ofthe 
poverty level. 

To assure tiiat limited federal dollars are cost-effectively 
targeted, individuals who are eligible for Medicare, 
Medicaid or who have an employed spouse with coverage, 
are not eligible for this program. 

While low-income workeis would certainly be helped by 
this benefit, over half of participants would come fi-om 
families who previously had incomes over $30,000, for a 
family of four. 

Coverage for Families of 
Workers Who Are 
In-Between Jobs 

Helps to assure tiiat Kassebaum-Kennedy protections against pre­
existing conditions are not placed at risk because of breaks in 
insurance coverage. It achieves tiiis goal by helping working 
families retain tiieir healtii coverage tiirough premium assistance 
during a time in which they lose much of tiieir income. 



Gives States tiie flexibility to provide coverage in ways that best 
meets the needs of tiieir populations. States would have 
flexibility to administer tiieir own programs, (e.g., COBRA, a 
private insurance product. Medicaid, or an altemative means of 
coverage). 

Voluntary Purchasing Small businesses have more difficulty providing healtii care 
Cooperatives coverage for tiieir workers because tiiey have higher per capita 

costs due to increased risk and because of extraordinarily high 
administrative costs. 

The President's budget will make it easier for small businesses to 
provide healtii care coverage for tiieir employees, by allov̂ dng 
tiiem to band togetiier to reduce tiieir risks, lower administrative 
costs, and improve their purchasing power with insurance 
companies. 

His budget proposes to empower small businesses to access and 
purchase more affordable healtii insurance tiirough tiie use of 
voluntary healtii purchasing cooperatives. This will be 
accomplished by providing $25 million a year in grants tiiat States 
can use for technical assistance, by setting up voluntary 
purchasing cooperatives, and by allov/ing these purchasing 
cooperatives to access to Federal Employees Heaitii Benefit Plaiis. 



For information; Deborah Dion 202/637-5036 

Statement by AFL-CIO John J. Sweeney on the Nomination of Alexis Herman to be U.S. Secretary of 
Labor 

Alexis Herman is a wonderful choice for secretary oflabor. 
She knows and understands working families' concems, and we look 
forward to working closely with her to put their interests at the 
top ofthe national agenda. At a time when so many working men and 
women are stmggling against declining pay and growing disrespect 
from corporate America, we believe Alexis' experience -- growing up 
in the mral South, advancing the interests of working women and 
minorities, and dealing with the issues of a changing workforce ~ 
will be a tremendous asset. Few are as skilled at organizing 
public support for the causes she champions. Over the years, she 
has had an excellent relationship with me and other union leaders. 
In recent weeks, I have met and talked with her a number of times, 
and I know she is committed to putting together a strong team to 
fight for good jobs, justice and dignity for America's working 
families. 
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July 31, 1996 For Information: David Saltz 202-637-531? 
For Immediate Release 

Statement by 
AFL-CIO President John J. Sweeney 

on 

President Clinton's Veto of 
the so-called Team Act 

The AFL-CIO commends the president for his wise veto of the so-called Team Act. Under the guise of 
"cooperation," this damaging and unnecessary piece of legislation would have given management the 
say-so over who speaks for workers on issues such as wages, hours and other terms and conditions of 
employment - an unfair infringement on employee rights. There is no need for the so-called Team Act 
because current law is clear and allows real labor- management cooperation, which can only take place 
when employees have the right to choose their own representatives. 
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FOR IMMEDIATE RELEASE 
June 19, 1996 

FOR INFORMATION CONTACT: 
David Saltz 
(202)637-5318 

Statement by John J. Sweeney 
President, AFL-CIO 

On a hearing on the so-called Workers Right to Know Act 
by the House Economic and Educational Opportunities 

Subcommittee on Employer-Employee Relations 

Today, the House Republican leaders are doing what they always do when they find themselves out of 
step with the voters - - holding harassment hearings as a smokescreen to keep the tmth from billowing 
out. 

These hearings were not called to examine the right of union members to spend part of their dues money 
on issue-based political education. They were called as part of an orchestrated assault on America's 
unions in retaliation for our new vigilance and vitality on behalf of U.S. working families. 

Working families are hurting as never before: they've seen their incomes decline 15 percent in the last 20 
years, while productivity, profits, executive salaries and the stock market increased. America's unions are 
responding as never before with a legislative and political education program to elect men and women 
who will stand up for working families and then hold them accountable once they're in office. 

That's why right-wing politicians and lobbying groups are conducting a vicious campaign against the 
AFL-CIO and its 13.1 million members: we're exposing the voting records of elected officials who 
support the transfer of wages and wealth from working families to the wealthy and big corporations. 

Earlier this year, when we announced our plan to wage an unprecedented education campaign to expose 
the attacks of this Congress on working families, the P.epublican House leaders instmcted the Chamber 
of Commerce to form a new facade called the Center for a 21st Century Workplace, to combat cur 
efforts through paid and free media. 

When we purchased television and radio adds to tell working families how their elected officials voted 
against their interests, the House Republican leaders tried to iiiUmidate stations mnning our ads. 
Exaggerated reports to the contrary, they failed: 107 stations decided the commercials were fair and 
accurate, five stations took them off - including two stations with blanket policies against any sort of 
advocacy advertising. 

When it was obvious our efforts were beginning to have an effect, the head of the Republican Party 
launched an aggressive fundraising campaign by advancing the big lie that the AFL-CIO has spent $40 
million on ads since last August. How big? The actual amount is one-tenth of that. 

We are committed to ethical campaign contribution practices. Not one ofthe 13.1 million men and 
women whose unions are affiliated with the AFL-CIO is required to allow his or her dues money to be 
spent on political education or legislative action. Workers who join unions are already protected by more 
financial disclosure requirements than are members of any other organizations or corporation, iiicluding 
members ofthe .American Medical Association, the American Bar Association, the Chamber of 
Commerce or stockholders in corporations. 
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Instead of hosting a hearing on a workers' right to know bill, Mr. Gingrich should draft and present 
legislation giving doctors, lawyers, businessmen and shareholders the right to say no. 
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For Immediate Release For A d d i t i o n a l Information Contact: 
A p r i l 11, 1996 David Saltz at (202) 637-5318 

Statement by John J . Sweeney 
President of the A F L - C I O 

On President Clinton's 
Retirement Savings And Security Act 

President Clinton's Retirement Savings and Security Act is a positive step toward making the promise of 
retirement income security a reality for all Americans. If enacted, this proposal would help stop the 
erosion of private pension coverage in America and would improve the retirement prospects of millions 
of working families. 

One ofthe most pressing concems for working Americans today is income security during their 
retirement years. Unfortunately, the same forces that have caused falling real-wage levels for most 
Americans during their working years increasingly threaten the retirement security they deserve and have 
eamed. 

The decrease in private pensions ~ along with the erosion of health care coverage ~ is one of the biggest 
problems in the worsening economic situation of America's working families. Coupled with reckless 
proposals now being advanced to radically restmcture and privatize Social Security, the erosion of 
pensions threatens to destroy retirement security for tens of millions of working Americans. 

We need to halt the erosion of pensions and health coverage, as well as the decline in real wages, before 
we can reverse what's happening in America now and make the economy work for working families 
again. A country'can't grow rich by making its people poor. If work is to become valued once more in 
America, we must re-establish our SOCla 1 compa».t - by which working Tamilies receive affordable health 
coverage, secure and adequate pensions, and incoines that rise when the economy is successful. 

Historically, in Amenca, such a social compact has been made essentially by employers and workers. 
But, govemment clearly has a positive role to play and must use its ability to create the climate and legal 
stmctures to encourage and make these goals possible. 
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AFL-CIO Executive Council Statement 
December 16, 1996, Washington, D.C. 

BLOCK GRANTING ECONOMIC SECURITY PROGRAMS 

The Great Depression of the 1930s proved that only the 
federal govemment can provide national economic stability. 
Unrestrained private-sector economic activity had resulted in the 
Great Depression, and private charities and state and local 
govemments were overwhelmed by the unemployment and the poor. 
Since then, the nation has constmcted an economic security 
_safety net_ which has helped individuals in need and reduced 
wide swings between deep recession and rapid economic growth. 
All Americans have benefited from increased economic stability. 
That safety net is now under attack. 
In fact, the recently-passed welfare law (TANF) has already 
ended one ofthe original economic security programs. Aid to 
Families with Dependent Children, thus making it all the more 
important that we retain and strengthen the others: unemployment 
insurance benefits and employment services for workers who lose 
their jobs; Medicaid health benefits for poor and unemployed 
families; and food stamp assistance for the poor and unemployed. 
Further, TANF is silent with regard to whether welfare-to-
work participants will receive at least the minimum wage or 
coverage under workers_ compensation, health and safety, anti­
discrimination, collective bargaining, and other employment laws. 
In addition, TANF does not adequately protect unfilled union jobs 
from being converted into workfare slots or protect against 
partial displacement of the current workforce through reductions 
in hours and wages. 
Additional proposals have been advanced that would weaken or 
destroy key features of the Medicaid, food stamps, unemployment 
insurance and employment services programs. By limiting how much 
money the federal govemment could spend in the form of fixed 
_block grants,_ these proposals would destroy their cmcial 
counter-cyclical features and their ability to stabilize the 
American economy. They would lead to a reduction in the number 
of people receiving those benefits and the value of the benefits. 
In addition, these devolution plans would allow the states 
to tum the public administration of these programs over to 
private organizations, triggering contract bidding wars of 
unprecedented magnitude. Cmcial accountability mechanisms, such 
as requirements for merit-based personnel systems which have 
protected these programs from political cormption would be lost. 
THEREFORE BE IT RESOLVED: That the AFL-CIO strongly opposes 
any attempts to devolve and privatize the Medicaid, food stamp, 
unemployment insurance and employment service programs; 
That the AFL-CIO will work to ensure that public employees 
continue to administer welfare programs so that the programs 
remain impartial and accountable to the public. 
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That the AFL-CIO secure pledges from non-profit 
organizations to which it contributes or promotes that they will 
agree to participate only in welfare-to-work programs that treat 
the participants fairly and do not reduce their current 
workforce; 
The AFL-CIO also resolves to work for passage of legislation 
which guarantees that welfare recipients are entitled to all the 
same rights and protections as other workers, thereby maintaining 
the integrity of our labor laws. 
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AFL-CIO Executive Council Statement 
December 16, 1996, Washington, D.C. 

STOP THE RAIL INDUSTRY RAID ON WORKERS_ PENSIONS 

Because ofthe hazardous nature and uniqueness of work in 
the rail industry. Congress amended the Railroad Retirement Act 
of 1946 to provide occupational disability protection for career 
industry workers who may become sick or injured. 
Section 2(a)(2) ofthe Railroad Retirement Act provides that 
the Railroad Retirement Board _with the cooperation of employers 
and employees_ shall secure the establishment of standards for 
determining the conditions that would disable industry workers 
for various railroad occupations. The Act further provides that 
_the Board, employers, and employees shall cooperate_ in the 
promotion of uniform standards. 
The rail unions have been working in good faith since 1979 
to develop the disability standards that the law requires and in 
fact supported the standards developed by the Board_s technical 
staff in 1988. Unfortunately, the American Association of 
Railroads (AAR) refused to agree to these standards thus 
preventing an agreement from being implemented. 
The AAR has instead hired an outside contractor to develop a 
set of standards designed to their specifications. These 
standards purposely create a costly and time-consuming process by 
which sick and disabled employees are evaluated for disability. 
The Management Member of the Board has convinced the Chairman to 
set an arbitrary deadline for the joint task force that was 
formed to conduct the legally-required review of disability 
standards. This's a blatant attempt by r:iil management to 
circumvent their good-faith agreement to work with rail labor 
towards developing a complete and uniform set of standards. 
The Board has indicated that it is ready to impose the AAR 
standards that were designed to make it more difficult for sick 
and injured rail workers to qualify for a disability pension. 
The railroad industry_s termination of the ongoing 
negotiations and its attempt to unilaterally impose the AAR 
standards is a direct attack on rail workers. It amounts to a 
raid on the pension system that they depend on. This action is 
unfair, cormpts the negotiating process and is contrary to a 
long-standing law. This threat to the health and welfare of rail 
workers carmot and will not go unchallenged. 
The AFL-CIO supports the political and economic efforts of 
the labor organizations that represent rail workers to persuade 
the rail industry and the Railroad Retirement Board that the 
unilateral course of action they are pursuing is unfair, unwise 
and illegal. 
The AFL-CIO will support the members of our rail affiliates 
as they work to protect the health and welfare of rail workers 
and to end this misguided effort to undermine occupational 
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disability standards and the railroad retirement system. 
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