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Dr.Robert Lawrence 
Member, Council of Economic Advisers 
Old Execurive Office Building 

Washington. D.C. 20503 December 11,1999 

Dear Bob, 

Thanks for being so helpful in facilitating the manufacturing jobs meetings we have held over the last 

several months. 

Please find attached my notes on the tax questions. 1 hope this will be of use to you in preparing your 
statement to the NEC and the Manufacturing Commiaee. 

Some final thoughts. I know this is the budget season and it becomes all too easy to see everything 
throurthe lens of the budget. However, though we would be glad of additional budget allocations that 
suppoVtcd manufacturing jobs. I know that folks over here are looking for a much more decisive 
statement of policy change. 

The issues we discussed break down into (i) budget items, (ii) policy enforcement items, and (iii) 
legislative items. An express public commitment on the part of the administration to change Orade 
Sfo cement policy by mking the '̂ discretion" out of the process would go over well. People here djink 
^ t countncs^get away with trade violations because there is always some political expedien y that 
warrants an exception. To use economists' language, this is an instance where rules dominate 
discretion." 

Similarly, on the legislative items. a:i express public commitment to seek to get Congress to legislate 

changes as appropriate would also go over very well. 

With regard to yesterday's meeting: 

(1) A training tax credit modeled on the R&D credit would be well received^But we must ensure it goes 
o non-manalerial and production workers who are all too often ignored by firms. Also - ^ ^ ^ ^ I t b 
credit would only cover incumbent workers. Wc need to give more access to training for those facing job 
loss which is an ever increasing occuirencc in today's rapidly changing economy. H ^ - ^ " ' . ^ ^ ' ^ f 
this, we must ensure that we do not establish a scheme that just provides educational subsidies to the 
well-off and which undermines the educational budget. 
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(2) With regard to intemational labor standards, an affirmative system that rewards good behavior is 
clearly doable. But enforcement is key, and it must not suffer from existing discretionary enforcement 
flaws - otherwise we end up giving away something for nothing. Such a rewards based system can 
become a central part of our bilateral trade diplomacy. It shows that we are not protectionist, and it gives 
an incentive for our trading allies to buy on to labor standards. Win - win! 

In this connection, we could also beef up the foreign aid budget making some of tlie funds contingent on 
countries abiding by labor standards. Again, this would fit with the administration's articulated policy, 
but once again enforcement is key. 

(3) Finally, on the manufacturing capital access question. I know we made little headway. However, a 
commissioned study to look into the question would be very helpful. 

Again, thanks for your efforts. 

Sincerely, 

Thomas I . Palley 
Assistant Director of Public Policy 

cc: Martin Baily, Chairman, Council of Economic Advisers. 
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TAXES AND MANUFACTURING EMPLOYMENT 

(1) Core problems - intemational tax law can provide an incentive to move jobs overse^. 

- tax laws reduce payments to the Treasury, shrink revenues, and shift tax 

burdens. 

(2) Fundamental principle of tax policy should be that tax system is neutral regarding 
allocation of jobs, and taxes should be paid on profits where earned. 

(3) Repeal of foreign tax credit and replace with foreign tax deduction. Foreign taxes paid 
should be treated on the same basis as all non-Federal taxes paid (i.e. state taxes). 

In absence of such repeal, much else that can be done: 

(4) Repeal of foreign tax deferral 

- corporations only have to pay taxes on foreign earned profits when remitted back to U.S. 

- Amounts to a tax subsidy to grow business overseas. If foreign business is expanding arid needs 
capital then firms have an incentive to reinvest profits in that business and not remit. What 
would have been paid in profit taxes becomes an interest firee loan to grow the business. 

- This gives firms an incentive to grow production facilities offshore rather than at home where 
they would have to pay profit taxes as and when earned. 

- Moreover, even when business does pay taxes on foreign profits, it pays on the basis of 
"dividend" remittances to the U.S. parent, and not on actual total profits. 

(5) Restricted use of foreign tax credits. 

Under current arrangements firms can use foreign credits earned in one country to offset taxes 
due on repatriated profits earned in foreign tax havens which have low/no taxes. 

Foreign tax credits should only be offsettable against profits earned in the country where the tax 

credit was granted. 

Both items (4) and (5) were part of Senator Dorgan's "American Jobs and Manufacturing 

Preservation Act", 1996, sl355. 

(6) Maximum foreign tax credit = U.S. tax rate of 35%. If companies want to locale plants in 
countries with higher tax rates, the U.S. tax system should not subsidize them. 
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(7) Profit allocation rules. Transfer pricing abuses are rife. They enable companies to allocate 
profits across countries by appropriate choice of "transfer prices," and thereby avoid paying 
profit taxes. The same holds for "allocation rules" regarding allocation of over-head and R&D 
expenses which allow companies to ensure that they earn zero U.S. profits. 

Replace the existing system of arms-length transfer pricing with that used to allocate profits for 
purposes of U.S. Sute corporate income taxes. This is based on an "asset - sales mix formula. 

(8) Intemational consistency in reporting of legal status 

There should be consistency of legal stams reporting across tax jurisdictions. Currently, 
companies can report thai a facility is a "branch" to one tax authority and is a "subsidiary to 
another tax authority. By so doing they can avoid paying profit taxes. 

e U S subsidiary in Germany borrows from subsidiary in Liechtenstein (tax haven country) so 
thit interest is tax deductible in Germany. No income tax is paid in Liechtenstem. At the same 
time, the Liechtenstein operation is reported lo the U.S. authority as a branch of the German 
operation so that its earnings don't e.xist for U.S. tax purposes. 

(9) Address the question of state level tax competition. This is creating Incentives to move 
jobs to low tax states, undermine state budgets, undermine union jobs. We should use Federal 
laws to stop such competition. 

(10) Establish a Commission of Inquiry into how the tax system and tax treaties are 
impacting investment location decisions. 
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Increasing the Access of Manufacturing Firms to Capital 

The U.S. manufacturing sector requires enormous amounts of capital to remain 
competitive with foreign producers. Mid-size manufacturing firms report that it is 
increasingly difficult to raise capital in the debt and equity markets. Given our 
agreement tliat the survival and growth of such firms are vital for the overall economy, 
the government should provide these firms with access to needed capital. 

Investors today favor technology firms, attracted by their "sex appeal" and high growth 
potential. Regardless of whether this flow of capital to the Internet and high tech sector 
represents "over-exuberance" or an efficient allocation of resources, it makes capital less 
available to manufacturing firms. 

In 1989, the average P/E ratio for mid-sized manufacturing firms was 10.8 compared to 
an average of 11.8 for the S&P 500 as a whole. In the last ten years, the average P/E ratio 
for the S&P 500 has increased to 23.0, while the P/E ratio for the mid-size manufacturer 
has risen to just 12.8. This wide discrepancy in P/E ratios means that these firms are 
effectively shutout of the equity market, for the purpose of raising new badly needed 
capital. 

Manufacturer's access to the debt market has similarly declined. The value of 
manufacturing debt issues declined from 20.1% in 1985 to only 8.4% of the total market 
in 1998. Debt issues by mid-size manufacturing firms (those with annual revenue of $100 
million to $2.5 billion) declined as a share of the market from 12.7% to 4.5%. 

The capital needs of the manufacturing sector are critical since, despite the enthusiasm 
of investors for the computer and software sector, the manufacturing sector employs 
roughly ten times the number of workers employed by firms in the software industry. 
Without greater access to capital, manufacturing firms will be unable to make the 
investments necessary for continued productivity improvements, suffer job losses due to 
import competition and be unable to take advantage of export opportunities. 

There are a number of possible approaches for addressing this "capital gap." 

The Emergency Steel Loan Guarantee Program provides a model; however, the key 
issue is to estabUsh that access to capital to these firms is both vital and constrained and 
that public policy objectives would therefore be met by providing such access. 
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A Tour of BEA'S Web Site 

THIS REPORT BRIEFLY describes the statistical and other 
information currently available on BEA'S Web site at 
<www.bea.doc.gov>. The BEA Web site was launched 
in March 1995 to take advantage of a new medium that 
would provide users with general Information about 
the Bureau's work. Over time, the amount and variety 
of Information that is available has grown exponen­
tially in response to customer use of the Web site for 
Instant access to BEA'S estimates and methodologies. 
BEA Is continually updating and Improving the site 
In order to facilitate access to its information and to 
incorporate technological advances in Web site man­
agement. We welcome comments from users about 
our Web site; see the entry "Feedback" on page 25. 

Below Is BEA'S home page, the gateway to a wealth 
of statistical Information on the U.S. economy. Click­
ing on one of the highlighted items will take the 
user to more specific information, as described in the 
following sections. 

Summary Information 

Overview of the U.S. econoniy provides a snap­
shot of BEA'S primary estimates for recent quar­
ters. It Includes series from the national, in­
ternational, and regional programs on produc­
tion, purchases, prices, personal income, gov­
ernment finances, inventories, and balance of 
payments. 

BEA news releases accesses the latest updates of key 
national, regional, and international statistics. For the 
updates of gross domestic product (GDP), personal In­
come, and U.S. international transactions, summaries 
of the news releases are posted within minutes of the 
official time of release, and the entire release Is posted 
a few hours later. For the updates of other estimates, 
the releases are posted as soon after the release time as 
practicable. A schedule of BEA news releases for 1999 
can be accessed by clicking on "1999" at the top of the 
page. 

U.S. DEfV^RTMENT OF COMMERCE 

BUREAU OF ECONOMIC ANALYSIS 

Bureau of Economic Analysis 

BEA, an agency of the U.S. Department of Commerce, is the nation's 
economic accountant, preparing estimates that illuminate key national, 

intemational, and regional aspects of the U.S. economy. 

National 

GDP and related data 

Articles 

Industry and wealth data 

International 

Data 

Articles 

Survey forms 

Regional 

Data 

Articles 

Other products 

Overview of the U.S. economy 

BEA news releases 

SURVEY of CURRENT BUSINESS and other BEA Publications 

Our Catalog of products gives 
you another way to find and 
download data files. 

Descriptions of the methodologies used to 
prepare national, regional, and intemational 
estimates are available here. 

Bureau-wide 

BEA's mission 

Employment 

Phone Numbers 

Catalog of Products 

Feedback 

What's New 

Tips on using our site 
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SURVEY OF CURRENT BUSINESS and other BEA pub­

lications accesses articles, statistical presentations, and 
other material from BEA'S monthly journal. For each 
issue, a table of contents is provided that links to the 
individual SURVEY items. The entire contents of the 
SURVEY IS posted about the middle of the month in 
PDF, and highlighted items are also posted in HTML 
format. (The availability of the SURVEY IS announced 
each month on the "What's new" page; see tlie entry 
on page 25.) 

Catalog of Products accesses descriptions of, and 
order Information for, products that are sold directly 
by BEA (CD-ROM'S, diskettes, and printouts) and pub­
lications that are sold through the U.S. Government 
Printing Office. In addition, each listing of a diskette 
contains a link that enables users to download a com­
pressed file that contains the contents of that diskette 
for free. 

Descriptions of methodologies accesses informa­
tion on the sources and methods used to prepare 
BEA'S national, regional, and international estimates. 
This information consists of SURVEY articles, of previ­
ously published methodology papers, and of text from 
major BEA publications. 

National, International, 

and Regionsd Statistics 

The comprehensive economic information that Is pre­
pared by BEA'S national, international, and regional 
programs can be accessed through links to their "data," 
"articles," and other material. (In addition, de­
tailed estimates from these programs are available as 

DlsseminaUon of BEA Information 

The economic information prepared by BEA is available in a va­
riety of media, BEA'S current national, regional, and international 
estimates are usually first presented in news releases, which are 
available to the public on tile BEA and tlie STAT-USA Web sites, on 
recorded teleptione messages, and in printed BEA Reports. 

More detailed estimates, descriptions of methodologies, and 
analyses are presented In BEA'S monthly journal, SURVEY OF CUR­
RENT BUSINESS, which is available on the Web sites and on 
CD-ROM, as well as in printed form. Additional detailed estimates 
and methodologies are presented in statistical volumes, on the Web 
sites, on diskettes, or on CD-ROM'S. 

More information about BEA'S statistical products is available In 
the "Catalog of Products"; see tin: etitry on this page. 

Finding Key Estimates 

The following is a step-by-step guide to locating some of the most 
frequently requested estimates on the BEA Web site. 

• Real gross domestic product (GDP). For percent changes In real 
GDP for recent quarters: 

Click on "GDP and related data" 
Look in the section "Summary of latest NIPA estimates" 
Click on "Tables (HTML) " immediately to the right of "4 tables" 
Look under "Table 1" 
Click either "Annual and Quarterly" or "Quarterly" 

For historical estimates: 
Click on 'GDP and related data" 
Look in the section "Time series estimates" 
Click on "HTML" immediately to the right of "4 tables" 
Click on "table 2A" 

• Prices of gross domestic purchases and GDP. For recent quarterly 
percent changes in the price Indexes for gross domestic purchases 
and for GDP: 

Click on "GDP and related data" 
Look In the section 'Summary of latest NIPA estimates" 
Click on "Tables (HTML) " Immediately to the right of '4 tables" 
Look under "Table 4" 

Click either "Annual and Quarterly" or "Quarterly" 
For historical estimates: 

Click on "GDP and related data" 
Look under "Time series estimates" 
Click on "HTML" immediately to the right of "4 tables" 
Click on "Table 3" 

• Persona] Income, consumption expenditures, and saving. For 
recent monthly estimates: 

Click on "BEA news releases" 
Click on the most recent release for "Personal Income" 

For historical annual and quarterly estimates: 
Click on "GDP and related data" 
Look under "Summary of latest NIPA estimates" 
Click on 'Tables (HTML) " immediately to the right of "4 tables" 
Look under "Table 4" 
Click either "Annual and Quarterly" or "Quarterly" 

• Gross product by Industry. 
Click on "Industry and wealth data" 
Look under "Gross domestic product by industry" 
Click on the series desired 

• Stocks of privately owned and government-owned assets. 
Click on "Industry and wealth data" 
Look under "Tangible wealth" 
Click on "ASCII" immediately to the right of "Zipped data files" 
Save the file to your hard disk 
Execute the file to "unzip" It 

• Gross state product. 
Look under "Regional" 
Click on "Data" 
Look under 'Gross state product" 
Click on the series desired 

• Balance on U.S. current account. 
Look under "International" 
Click on "Data" 
Look under 'Balance of payments" 
Click on "Table" to the right of "Summary table from the latest 
international transactions press release" 
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downloadable files through BEA'S "Catalog of 
Products"; see the entry on the previous page.) 

National 

GDP and related data accesses recent summary esti­
mates, more comprehensive estimates, and historical 
time series from the national Income and product ac­
counts (NIPA'S). For example, the most recent set of 
"Selected NIPA Tables" is provided In text, spreadsheet, 
PDF, and HTML formats. The entire historical time 
series for GDP and its major components is also pro­
vided in spreadsheet format; look under "Time-series 
estimates." 

Articles accesses the principal articles on the na­
tional accounts estimates that have appeared in the 
SURVEY or other BEA publications. Entries Include "A 
Guide to the NIPA'S," "BEA'S Chain Indexes, Time Se­
ries, and Measures of Long-Term Economic Growth," 
"U.S. Travel and Tourism Satellite Accounts for 1992," 
and "Benchmark Input-Output Accounts for the U.S. 
Economy, 1992." 

Industry and wealth data accesses comprehensive 
current and historical data on gross product by Indus­
try and on fixed reproducible tangible wealth In the 
United States. 

International 

Data accesses the latest tables of balance of payments 
data and related information that were published in 
the SURVEY. It also includes detailed data on U.S. direct 
Investment abroad and on foreign direct Investment 
in the United States. In addition, there is a link to the 
"iiD Product Guide," which contains a comprehen­
sive list of the international Investment products and 
other Information about the international Investment 
program. 

Articles accesses the principal articles on interna­
tional transactions and on international Investment 
that have appeared in the SURVEY or other BEA 

publications. Entries Include "U.S. International 
Transactions, Revised Estimates for 1974-96," "An 
Ownership-Based Disaggregation of the U.S. Current 
Account, 1982-93," "Characteristics of Foreign-Owned 

STAT-USA'S Web Site 

BEA also makes a broad range of its economic in­
formation available on the Web site of the Commerce 
Department's STAT-USA at <www.stat-usa.gov>. In par­
ticular, BEA'S news releases on gross domestic product 
and corporate profits, personal Income and outlays, 
and U.S. international transactions are posted in their 
enUrety on the STAT-USA site at, or minutes after, the 
official time of release. For information at)Out subscrib­
ing to STAT-USA'S Internet services, call 202-482-1986 
or visit their Web site. 

U.S. Manufacturing Establishments," and "A Guide to 
BEA Statistics on U.S. Multinational Companies." 

Survey forms accesses the instruction booklets and 
forms for each of BEA'S surveys of foreign direct invest­
ment In the United States, of U.S. direct investment 
abroad, and of U.S. International services transactions. 
The user can download these materials along with In­
formation about the reporting requirements and the 
classifications used for the survey. 

Regional 

Data accesses summary and detailed estimates of gross 
state product, of State personal income and employ­
ment, and of local area personal Income and per capita 
personal Income. The data can also be accessed for 
each State by clicking on a map. 

Articles accesses the principal articles on the re­
gional accounts estimates that have appeared In the 
SURVEY or other BEA publications. Entries include 
"Manufacturing Earnings in BEA Component Eco­
nomic Areas, 1996," "Gross State Product by Industry, 
1977-96," "Comprehensive Revision of State Personal 
Income," and "Regional Multipliers: A User Hand­
book for the Regional Input-Output Modeling System 
(RIMS I I ) . Third Edition." 

Other products accesses descriptions of the three 
regional CD-ROM products and the geographic def­
initions of metropolitan statistical areas and of BEA 
economic areas. 

Other Highlights 

BEA'S mission accesses a summary description of BEA'S 
role in the Federal statistical system and a list of 
the senior managers at BEA. It provides links to 
key documentation, such as BEA'S proposed plan of 
work for fiscal year 1999 and BEA'S strategic plan for 
maintaining and improving the Nation's economic 
accounts. 

File Formats 

Most of the textual Information on BEA'S Web site 
Is available in PDF and HTML formats. Files in PDF 
(portable document format) retain the look and feel 
of published documents and when printed, can du­
plicate the appearance of those documents; however, 
special software, the free Adobe Acrobat Reader, is re­
quired to read PDF files. Files in HTML (hypertext 
markup language) do not require additional software; 
however, they may not look the same as the published 
documents. 

Much of BEA'S data is available as self-extracting com­
pressed files in spreadsheet (generally Lotus) format or 
In plain text (ASCII) format. Windows users need no 
additional software to "uncompress" these files; Mac­
intosh users may need an Inexpensive utility program 
for this purpose. 
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Employment accesses a listing of current job va­
cancies at BEA and provides links to additional infor­
mation about those positions and how to apply for 
them. 

Phone numbers accesses a list of BEA telephone 
contacts that Includes the names and numbers of 
individual subject matter specialists. 

Feedback provides an easy way for users to send 
questions, suggestions, or comments direcdy to BEA'S 
webmaster. 

What's new provides a listing of presentational 
changes, of new and updated postings of data, and of 
other alterations that have recently been made to the 
BEA Web site. 

Tips on using our site accesses specific information 
about the BEA site. Including Information on using 
the various types of files In which Information is pro­
vided (see the box "File Formats" on the previous 
page). H 



kFuOiO. Ijiupji 

.__ ^^J/^^/?t^!^.J)^ ]^ 

7̂  . ^ ^ p ' ^ ' ^ ^ ^ ~ ^i^^s^^^^^^^u^t.^^^ <=^/ 

_ „. . 7 z ^ ^ v ^ ^ : ' « ^ ^ > ^ ^ ^ . . _ 

cujju- uJTd 



7k u:f1sr^ 



-(jt yKm (^.^^-M. 

U^Klca i fSLouJ^ ^i>-/^/^^%2^^ /^^^-^f^^ ^^/^^^.W^ 



yyf O/TAkxyJ l /Kl i / _ _ 
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^ FROM: TOM PALLEY, AFL-CIO 

AGENDA FOR CEA MEETING 
Friday, November 19, 3.00 - 5.00pm / 

(1) Trade safeguard protection legislation ^ ,7 y 

(2) Offsets jy) . J 

(3) Enforcement of commercial clauses in trade agreements 

(4) Training policy 

(5) Tax issues. 

PROPOSED AGENDA FOR CEA MEETING 
Tuesday, November 23, 10.00 - 12.00pm 

(1) Unfinished business 

(2) Enforcement of labor clauses in trade agreements 

(3) Labor standards and domestic labor law reform 

(4) Trade related environental issues 

(5) Manufacturing access to capital issues. 



AFL-CIO MEETING ^ j d ^ 
Friday, November 19,1999 

3:00 p.m. " 
Room 324 OEOB ^ / 

f C 
Attendees: Administration 

Martin N. Baily, CEA 
Robert Z. Lawrence, CEA 
Kathryn L . Shaw, CEA 
Audrey Choi, CEA 
Karon Tramontano, WH 
Robert Shapiro, Commerce 
Jon Orszag, Commerce 
David Wilcox, Treasury 
Robert Cumby, Treasury 
Harry Grubert, Treasury 
William Samuels, Labor 
Harry Holzer, Labor 
Ed Montgomery, Labor 
David Walters, USTR 
Rick Samans, NEC 
Ian Bowles, CEQ 
Bernard Carreau, Commerce 
William Reinsch, Commerce 
Malcolm Lee, NEC 
Ken Frieberg,USTR 

AFL-CIO 

Thea M. Lee, AFL-CIO 
Mark Levinson, UNITE 
Robert E . Lucore, Teamsters 
Thomas I Palley, AFL-CIO 
David A. Smith, AFL-CIO 
Ron A. Bloom, USWA 
Owen E. Herrnstadt, lAM 
Robert Pajkovski, UFCW 
Michael E . Conyngham, IBT 



flHh 
EXECUTIVE OFFICE OF THE PRESIDENT fdQd 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON, D.C. 20502 

THE CHAIRMAN 

Apiil 19, 1999 

Dear David: 

Thank you for your letter of March 22, 1999. We at the Council of Economic Advisers 
very much enjoyed our discussion on manufacturing jobs and trade policy issues. 

We also welcome your suggestions for further discussion. We agree that the topics you 
have mentioned are worthwhile—namely, the nature of manufacturing jobs and the links between 
the trade deficit and the size of the manufacturing sector and policies to provide safeguards and 
deal with foreign subsidies—and we would Uke to discuss these issues flirther. In addition, we 
would welcome a presentation of your policy recommendations, both with respect to the U.S. 
trade policy agenda and with respect to domestic trade adjustment assistance. 

We realize it may be difficult to cover all these topics in one session, so perhaps we can 
arrange two sessions: one to cover these additional empirical issues, and a second to deal with 
trade policy issues. Please contact my Chief of Staff, Michele John (395-5084) to arrange dates 
for these follow-up meetings. 

Again, we enjoyed our initial discussion and look forward to further exchanges. 

Sincerely yours, 

6/ 

Janet L. Yellen 

Mr. David A. Smith 
Director 
Public Policy Department 
American Federation of Labor 
Congress of Industrial Organizations 
815 Sixteenth Street, N.W. 
Washington, D.C. 20006 
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315 Sueteenth Streei. N.W. 
Washington. D.C 20006 
(202) 537-SOOO 
hnp:/Awww.aflci<5.ofg 

JOHN J. SWEEMEY 
PRESIDENT 

Vmcecrt R. Sombrooo 
RoC«rt A. G«orgirc 
Moe Saier 
RonCaray 
DOusfas H. Dcxitir 
Cl«yalaBrei«n 
JoeLSceene 
James La Saia 
AitfurMoora 
JatoWsst 
Martin J. Maddaioni 
SoydOitbuog 
John W. waneon 

BCECUTIVH COUNCIL 

RICHAAD l_ TRUUKA 
SeCRETTVRY-TREASURER 

UNOA CHAVEZ-THOUPSON 
EXECUTIVE VICE P R E S I O E N T 

Gerald W. Mc&iise 
Sane Uptlnaw 
Frank Hartay 
Aftrwr A. Coia 
George RBacfcar 
MJ»> "MaiT flortiing 
Sonny Hal 
WilBain Lucy 
Arouo S. RodTiguaz 
AKred K. Wnitsri«3d 
John V i Sowers 
Dennis Rivera 
SzabetnSunn 

John T. Joyca 
Jay Mazur 
Jamas J, Norton 
Frank Hun 
Sisphan P. Yokich 
PatFrtend 
Sumi Ham 
Laon Lynch 
Roben A. ScaMelleni 
Androw L Stem 
Sandra F«idmart 
Sobey L. Hamage, Sr. 
Michael & Monnse 

Morton Bahr 
John J. Barry 
Micnael Sacoo 
Gloria T. Johnson 
J. Randolph Safieis 
Micnael QoodMin 
CanoU Haynes 
Douglas J. McCarron 
Robert £ Wages 

. BAwud 1_ Fire 
R, Thomas'Buffenba/ger 
Stuart Appelbaum 

' \ . 
Dr. Janet Yellen. Chair 
Council of Economic Advisers 
Old Executive Office Building 
17''' and Penhsylvania Avenue, NW 
Washington, D.C. 20502 

Dear Dr. Yellen: —^ , uui 

"icc-Co . .. 
Thank you for meeting with my colleagues and me last week. We greatly appreciated the 
opportunity to begin an open exchange on what is happening to manufacturing jobs in our 
economy. 
At the close of the meeting you suggested that we continue this dialogue, and I am writing to you 
about some areas where we think continued discussion could be productive. I am sure you and 
others will have additional thoughts and we welcome them. 

1. Manufacturing Jobs 
A key issue for us is the place of manufacturing jobs in the economy. In particular, we believe 
that there is something special about manufacturing jobs, and that this special character needs to 
be taken account of in the design of policy. We believe that manufacturing jobs matter for 
productivity growth, income distribution, the trade deficit, and the ability of the U.S. economy to 
follow a full employment growth path. Further research and discussion regarding the 
significance of manufacturing jobs is much needed. If our claim is right, national policy makers 
must aim to develop economic policies that take account of manufacturing's special place. 

2. The Trade Deficit 
A second issue of concern is the trade deficit. This issue is multifaceted. It includes how the 
trade deficit may affect the number of manufacturing jobs, whether the trade deficit is indicative 
of national economic failure or whether it is merely the expression of economic agents' spending 
preferences, whether the trade deficit can continue at current levels indefinitely, or whether it 
ultimately poses a threat to economic stability and full employment. 
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t 

Dr. Janet Yellen 
March 22. 1999 
Page 2 

3. Trade Policv 

A third issue is trade policy. The global financial crisis has shown that some U.S. manufacturing 
sectors are vulnerable to adverse employment effects arising from sudden changes in the value of 
currencies. These employment effects are unrelated to factory floor productivity. At the moment 
we have little in our policy tool kit to deal with such effects. Financial globalization is not going 
to go away, and we need to develop new tools for these types of problems. 

Another problem is that many countries are pursuing industrial policies that target sectors for 
development and export Often this includes subsidizing capacity build up. This too places U.S. 
manufacturing jobs at risk. Shnilarly, we need to construct new policies to deal with this. 

Once again, I thought our meeting was a useful first step and look forward to your thoughts on 
how best to continue. 

Best wishes. 

David A. Smith, Director 
Public Policy Department 

DAS/kc 
opeiu w, afl-cio 
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election currently underway against another A F S C M E 
union representing state workers. Council 82. 

•'There's a real strong ride out there," said Quirk. "'1 
think the people in CSEA are beginning co wake up." 

CSEA. whose contract e.'cpires March 31, was the 
fi.^t of eight state employee unions to reach agreement 
with the state. L'ader the tentadve agreement, wages 
would have increased by 2 percent in the first year, 2.5 
percent in the second year, 3 percent in the third year, 
and 3.5 percent in the final year. 

In announcing the contract vote, the union said the 
tentative contract involved no givebacks and protected 
all health coverage and existing benefits. 

Mary HLnes, a spokeswoman for Che governor's Of­
fice of Employee Relations, said the state was disap­
pointed with the vote and will return to the bargaining 
table as soon as possible. 

B Y GERALD SILV^VIAN 

Child Labor 

Advisory Committee Sets First Meeting; 
Aims to Improve Enforcement of Trade Laws 

A n advisory cormninee created by the Clinton ad­
ministration and Congress to improve the enforce­
ment of U.S. trade restrictions on imports manu-

faaured with forced or indentured child labor is sched­
uled to conduct its first formal meeting April 9, the 

^__XE£asury Department announced March 25. 
/ Treasury Secretary Robert E. Rubin, who announced 

the organizations to be represented on the Advisory 
Committee on Intemational Child Labor Enforcement, 
said enforcement of Che ban is a cop priority of the de­
partment and the U.S, Customs Service, which is 
charged with enforcing import restrictions. 

Sen. Tom Harkin (D-Iowa), the leading proponent of 
more effective enforcement of trade restrictions, told re­
porters March 25 chat he plans to urge the Senate Fi­
nance Committee to adopt new trade legislation making 
the elimination of child labor a "principle negotiating 
objective" in trade negotiations. 

Harkin cited his dissatisfaction with the enforcement 
of existing restriCTions on products made with child la­
bor as the primary reason for setting up the advisory 
commiaee. One of the biggest obstades to effective en­
forcement, he said, is idenrifying which goods passing 
through customs are made with child labor. 

The advisory committee arose out of President Clin­
ton's 1998 commitment in his State of the Union ad­
dress CO make the elimination of child labor a top prior-
icy of his administration. 

The committee wiU include representatives of Trea­
sury, Customs, the Departments of Labor, State and 
Conamerce. as well as the National Economic Council, 
the U.S. Trade Representative, and House and Senate 
Staffs. 

The private sector members are Erik O. Autor, vice 
president and international trade counsel. National Re-
rail Federation; Qaude Brown, director of the Office of 
Corporate Affairs and Strategic Iniiiadves, Intema­
tional Brotherhood of Teamsters; Douglas Cahn. senior 
director of human rights programs, Rebok Intemational 
Ltd.; Terry Collingsworth, secretary-treasurer. Rug-
mark Foundation-USA; Thomas J. Cove, vice president 

of government relations. Sporting Goods Manufactur­
ers Association; Linda F. Golodner, president, National 
Consumers League; Pharis J. Har/ey, executive direc­
tor. Intemacidnal Labor Rig.hcs Fund; Robin W, Lanier, 
senior vice president for industry affairs and trade de­
velopment, incemational Mass Recall Association; Luci­
lle J. Laufer, executive director. Oriental Rug Importers 
Association Inc.; L Diane Mull, executive director. As­
sociation of Farmworker Opportunity Programs; Jeffrey 
F. Newman, president and executive director, National 
Child Labor Committee: Elliot J. Schrage, professor, 
Columbia University Graduate School of Bus;jj|ss; Am­
bassador Sandy Vogelgesang, president. Everest Asso­
ciates; Steven S. Weiser, parmer. Graham &. James 
LLP; and Lisa M. Woll, director, Convention on the 
Rights of the Child Impact Study. 

fnterrtational Labor 

Brazil's Economic Crisis Hampers 
Mercosur Employment, Says Research Firm 

BUENOS AIRES, Argentina—The Mercosur trade 
group's cwo largest job markets in Argentina and 
Brazil are beginning to weaken, feeling the affeas 

of a slowing economy caused by Brazil's currency de­
valuation in January 1998, according to the Argentine 
research firm Sociedad de Estudios Laborales and Bra­
zil's government statistic bureau. 

Those two countries comprise 90 percent of the job 
market in the Mercosur trade group, , which also in­
cludes Uruguay and Paraguay, with Bolivia and Chile as 
associate members. 

The number of workers employed in metropolitan 
Buenos Aires—home to one-third of the country's 34 
million people—fell by 0.8 percent in February com­
pared to January, the Argentine firm said in a report re­
leased March 11. 

The private seaor. which accounts for 40 percent of 
total jobs, declined by 3.4 percent, or 50.380 jobs in Feb­
ruary. 

The employment numbers reflect how Brazil's eco­
nomic woes have hurt demand and overall produaion 
in neighboring Argentina. Brazil is Argentina's largest 
trade parmer, consuming one-third of its exports 
through the Mercosur trade agreement. 

February was the fourth straight month in which em­
ployment dropped, according to the study. As a whole, 
employment in the greater Buenos Aires area decreased 
by 3.5 percent from the same month a year eariier. That 
is expected to push unemployment higher. The govern­
ment releases these figures in June and December. 

Exporters and importers were among the hardest hit. 
with employment levels dropping by 1.9 percent. Ar­
gentine exports to the Mercosur region fell 21 percent 
to $471 million in January, while exports to countries of 
the North American Free Trade Agreement—the United 
States. Mexico, and Canada—fell 23 percent to $145 
million. 

Automobile manufacturers have been the most af­
fected, with their exports slashed by neariy half in Janu­
ary and February. ;^xgentina sends more than half of ics 
car production to Brazil- Volkswagen AG, Europe's big­
gest carmaker, expects to reach an agreement with 
workers to lay off about 20 percent of its workforce in 
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April 18, 1999 

Dear David: 

Thank you for your letter of March 22, 1999. We at the Council of Economic Advisers 
very much enjoyed our discussion on manufacturing jobs and trade policy issues. 

We also welcome your suggestions for further discussion. We agree that the topics you 
have mentioned are worthwhile-namely, the nature of manufacturing jobs and the links between 
the trade deficit and the size of the manufacturing sector and policies to provide safeguards and 
deal with foreign subsidies~and we would like to discuss these issues further. In addition, we 
would welcopie ^ presentation of your policy recommendations, both with respect to C^ K-S^' 
\ ^ ^ ^ ^ & A e d ^ , m £ ^ ^ ! ^ ^ w m respect to domestic trade adjustment assistance. 

We realize it may be difficult to cover all these topics in one session, so perhaps we can 
arrange two sessions: one to cover these additional empirical issues, and a second to deal with 
trade policy issues. Please contact my-Chief of Staff, Miclv.Mc Jolin (395-5084)-to arrange dates 
for these follow-up meetings. 

Again, we enjoyed our initial discussion and look forward to flirther exchanges. 

Sincerely yours, 

Janet L. Yellen 

Mr. David A. Smith 
Director 
Public Policy Department 
American Federation of Labor 
Congress of Industrial Organizations 
815 Sixteenth Street, N.W. 
Washington, D.C. 20006 



Robert Z. Lawrence 
" • 04/12/99 10:37:58 AM 

Record Type: Record 

To: 

cc: 

Michele Jolin/CEA/EOP 

Subject: Re: Dialogue w/ AFL-CIO ^ d.d^--d^Ct.dtX 
sorry ,or being .ardv. Here are mv suggestions. ^ ^ , W ^ ^ O ^ 

We/Welcome your suggestions for further discussion. We agree that the topics you 
have mentioned are worthwhile ~ namely, the nature of manufacturing jobs and the links 
between the trade deficit and the size of the manufacturing sector and policies to provide 
safeguards and deal with foreign subsidies - and we would like to discuss these. In addition, 
we would welcome a presentation of your policy recommendations, both with resgect to 
international negotations and with respect to domestic trade adjustment assistance. " *'"^^if^J-K^lA 

We realize it may be difficult to cover all these topics in one session*a«d perhaps we 
I i.iiilil Uiiiit iiftwo seessons,' Ope to cover these additional empirical issues ̂ nd a second to 
deal withCpolicy issues! 

d) \DDd Ua^o^ 



Proposed Pre-Meeting for AFL-CIO Group 
Re: Trade & Industrial Policy as they Affect Manufacturing 

Monday, July 26, 1999/3:00 p.m. 

Janet Yellen 
Robert Lawrence 
Karen Tramontano 
David Walters 
Lael Brainard 
Rick Samans 

OK 
OK 
OK 
OK 
Sharon will let her know but do call Samans 
OK 

David Beier 
Paul Tuchman (OVP) 

Audrey to invite 
Audrey to invite 

Treasury 
Bob Cumby Nancy says OK 

Commerce 
Robert Shapiro 
Lee Price 
Jon Orszag 

out of town—wants Lee Price to come 
OK 
OK 

Labor 

Harry Holzer 

Ed Montgomery 

Bill Samuel 

Has schedule conflict—secy will be sure he 
knows about the mtg anyway 
Has meetings all day, but call Samuel 
instead 
OK 
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Meeting w/Administration officials & AFL-CIO representatives 
June 14,1999 ~ 2 to 4 p.m. 

Room 324, OEOB 

Invitee: Phone Fax E-mail RSVP for 6-14 

David Walters, USTR X53583 X59668 lotus notes ok per Joyce 

Lael Brainard, NEC X65353 X62878 lotus notes ok—Pres trip may be probl 
Will also notify Samans 

Rick Samans, NEC X65715 

Bob Cumby, Treasury 622-0572 622-2633 robert. cumby @do .treas. gov will attend first half 

Robert Shapiro, Commerce 482-3727 482-0432 robert.shapiro@doc.gov ok per Ann (or Vickie) 

Jon Orszag, Commerce 482-3520 482-4636 i on. 0 rsza <!('S;doc. uo v ok per Sandra 

Ed Montgomery, Labor 693-6002 693-6143 edward-montgomery@dol .gov ok (will also tell Samuels) 

William Samuels, Labor 693-6002 693-6143 william-samuels@dol.gov 

Harry Holzer, Labor 693-6004 693-6146 harold-holzer@dol.gov ok per Jamal (or Pamela) 

Karen Tramontano, WH X66278 X62883 lotus notes Poc Carolyn Wu 



Teamsters Research Department December 1999 

Guidelines for Worker-Centered Training 

Inadequate Resources are the Chief Problem 
The U.S. spends a smaller percentage of its GDP on helping workers improve their skills 
than any of the other developed countries except Japan. Japan is only low because of a 
strong culture of employer based training. U.S. spends 0.25% of GDP helping workers 
improve their skills. Germany spends 2%, France 1%. 

Because resources are inadequate, eligibility is made too restrictive. Thus only a small 
percentage of dislocated workers are served. Only a small portion of the disadvantaged 
are served by welfare-to-work programs. Also, those who do get services often only get 
minimal service. Eligibility should be much less restrictive and non-descriminatory. 

Tax credits for employer training are probably ill advised. Often lead to no new training 
programs, just shifting around of existing programs. Direct investment by the 
government in workers is probably better. 

Governance 
We are very concerned about the trend toward devolution of authority to the states. We 
run the risk of having 50 different state systems with little or no accountability at the 
federal level. We think goveming structures work better when they are tripartite, with 
labor, management and community based organizations. Continuing efforts to privatize 
the oversight of training programs also concerns us. Again the concem is accountability 
and misplaced incentives. 

Early Intervention 
The WARN system is weak. Earlier warning mechanisms should be set up that trigger 
rapid response services in states. The notice period should be increased to at least 90 
days. 

Assessment and Counseling 
Trained counselors in public institutions such as the Employment Service should refer 
workers to proper training providers. Counseling should not be provided by for-profit 
institutions or training providers that stand to benefit from steering clients. Peer support 
and counseling should be integral. A Permanent case manager for each worker should be 
assigned. Job banks are a tool but not a replacement for counseling. It is very important 
to provide adequate child care, transportation, and relocation assistance. 

Labor Market Information 
The federal government should provide much better labor market information. Workers 
need much more detailed, accurate, integrated information about job openings, 
educational altematives, and skills in demand and industry trends. This information need 
to be much more accessible and understandable. All employers should be required to list 
job openings with the Employment Service. Both BLS and Employment Service should 
receive adequate funding to provide industrial and occupational information and 
projections at local, state, regional and national levels. 
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There is also a real need for better research on the training problem. Independent funding 
for BLS programs to assess the number of mass layoffs and number of dislocated workers 
should be assured. 

On-the-Job Training 
If employers receive training funds, they should be held accountable. Performance 
standards should be met. Trainees should be place in good jobs with predetermined wage 
levels for at least 90 days. Worker/Trainees should be given a role in evaluation of 
programs. 

Public Service Employment 
Short-term public service jobs should be created for those who can't find private 
employment. In no way should these jobs be used to displace existing public employees. 

Support 
Workers seeking training need a variety of support mechanisms. Much as the 
administration has proposed using the unemployment insurance system to support family 
and medical leave, it should consider an expansion of unemployment benefits to provide 
income support for dislocated or under-skilled workers who are seeking training. 
Workers who need training need more than tuition vouchers. They need income support, 
health insurance, childcare and transportation. 

Some Guiding Principles 
If a worker is harmed by federal policy (trade policy, environmental regulation, defense 
downsizing, and the like), they should be given adequate training and support to get a 
similarly good job. 

Federal policy should encourage union and worker involvement in design, 
implementation and evaluation of training programs. 

Public Institutions that don't stand to profit and can be held accountable are preferred. 

Training programs should incorporate information on workplace rights, including OSHA, 
FLSA, NLRA, and Civil Rights. 

No public training money should be made available to companies that exhibit a pattern of 
violating labor, equal employment or environmental laws. 

Goal should be good jobs that provide for family self-sufficiency and sustainable 
communities. 

# # # 
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Summary of Proposed Manufacturing Policy Options for F Y 2001 Budget 

In August, the President and Vice-President announced the creation of an interagency task force 
to recommend ways to strengthen the manufacturing sector. The recommendations would consist 
of budgetary proposals for FY 2001, administrative actions, and proposed legislative changes. 
The intent is to address issues that cut across all of manufacturing - regardless of the size of the 
firm or specific industry. 

At a meeting of the Manufacturing Task Force, agency representatives were asked to submit 
their agency's FY 2001 budget proposals that support the task force's goals. Follow-up 
conversations led to the inclusion of additional proposals not part of any agency's 0MB 
submission. Four broad aieas emerged as requiring additional Federal investment. They are: I) 
increasing the skills of the manufacturing workforce, 2) increasing manufacturing exports, 3) 
developing and diffusing technologies to increase productivity, and 4) promoting "green" 
manufacturing. Below are synopsized versions of agency proposals. 

• Increasing the Skills of the Manufacturing Workforce ($405 million) 

- DDL would make available to small businesses of 250 or less a marginal tax credit to 
increase the level of training provided to production workers and front-line supei-visors. 
The tax credit is intended to overcome employers' reluctance to provide training to these 
employees due to limited financial resources and concerns that the employees would 
leave shoitly after receiving the training. DDL estimates that the total increased 
iiivestment m uaining generated by the credit may be in excess of $500 million. ($200 
million in new fiinding). An option is to limit the tax credit to only small manufacturers. 

- DOL would competitively award block grants to States for demonstrating innovative 
approaches to training and upgrading the skills of non-mana gement incumbent workers at 
firms where there is a demonstrable risk of a large near-tenn layoff, company closure, or 
in other special circumstances. These grants would require similarly si^ed matches of 
state and employer money and would be dispersed through existing State and local 
agencies for on-Uie-job training. DDL estimates these grants could generate new training 
for an additional 300,000 - 460,000 workers per year ($100 million in new fimding). 

DOL woidd increase the number of competitively awarded Regional Skills Paitnerships 
(RSP) grants. In these partnerships, industry, labor, and the local workforce development 
system would work together to assess the strengths and weaknesses of their workforce 
and design interventions to fill gaps and better match skills to employer needs within a 
region. DOL estimates fiinding 50-100 additional partnerships around the country would 
generate tiaining infrastructures tliat could serve areas with anywhere from 6-12 million 
workers (S100 million in new fimding - some RSP grants are fimded through Hl-B fees). 

ED and DOL would increase the number of students in secondary schools interested in 
pursuing careers in manufacturing who meet academic and industry skill standards, and 
increase the number of students who are interested in pursuing post-secondary education 
opportimities in disciplines leading to careers in raanufactiuing. Federal agencies 

1 

DraR 12-5-99 



12/06/99 18:11 FAX 4565802 NATL ECON COLTNCIL 1^004/005 

working with leading industry organizations, organized labor, and states would build 
upon their current initiative to build linkages between secondary school cunicula and the 
skills requirements of manufacturers to provide career pathways for students leading to 
manufacturing occupations (S5 milHon increase on a $1.5 miUion base). 

Increasing exports ($40 million +) 

DOC would develop a series of domestic trade education and Internet-based outreach 
activities to introduce manufacturing finns to new markets, expose them to opportunities 
in newly opened economies, and new means for reaching those markets. The Depajimeiit 
would also assist smaller manufacturers in becoming "export ready" and create market 
development strategies for under-represented small and medium size manufacturers. The 
goal is to increase the number of exporting small and medium-sized manufacturing fin7is 
by 50% over the next 5 years ($20 million in new fiinds). 

- DOC would reduce non-tariff barriers (NTBs) to trade arising from differences in the 
ways countries create product standards, testing, and certification requirements, by 
strengthening the U.S. measurements and standards infrastructure. Standards directly 
affect at least $150 billion in U S. exports, and serve as barriers to tiade for an additional 
$20 - 40 billion of exports. The goal is to reduce these types of NTBs to trade by 10% 
per year ($20 million in new funds). 

EXIM would increase the total project autliorizations for working capital financing 
available to U.S. exporters by reaching out to the so called asset-based lenders who 
typically finance tlie inventory and receivables of small- to medium-sized businesses. 
These non-baulc lenders are part of a $200 billion industry that finances inventory and 
receivables and almost always lends to small- to medium-sized business. EXIM projects 
the demand for its Working Capital Guarantee Program to grow to $1 bilhon in FY 2001. 

• Development and diffusion of technologies to increase productivity ($131.5 miUlon) 

- DOC would accelerate the development of the technology infrastructure needed for 
supporting reliable, effective, interoperable, and secure solutions for business-to-business 
electronic commerce, focusing on the requirements of manufacturing supply chains. For 
example, the lack of just one type of information infrasfructure in the automotive industry 
- standards for exchanging product data electronically between suppliers - imposes an 
annual cost of approximately $1 billion. Extrapolating to other industries with similarly 
complex supply chains - aerospace, electronics, construction - suggest a multi-billion 
dollar drain on the economy as a result of poorly integrated electronic commerce 
technologies ($28 million in new funding). 

SB A, DOC, and USDA would accelerate the adoption of electronic commeice by small 
businesses by developing, distributing, and supporting tlirough their combined extension 
service net\vorks, a nimiber of electronic commerce "tools" such as an electronic 
commerce self-assessment kit, an electronic commerce "jumpstart kit", and an electronic 
commerce adoption roadmap. These materials would be distributed to every small 

Draft 12-5-99 
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manufacturer in the Nation. As a result of the effort, the productivity of small 
manufacturers would be increased and potential new business opportunities created both 
domestically and internationally. The goal is that the number of small manufacturers 
engaged in business-to-business e-commerce doubles within three years. More broadly, 
the goal is to have half of all small businesses engaged in e-cormnerce within 5 years 
($100 miUion in new fimding). 

DOD would continue to support programs such as Manufactuiing Technology 
(ManTech) and the Title I I I Program under the Defense Production Act that maintain a 
robust and competitive defense industrial base. These programs ensiure that the requisite 
manufactiuing, engineering, research and development, and financial capabilities to meet 
critical defense needs remain available (FY 2000 budget for ManTech is $133 million). 

- NSF would support fundamental research that would develop the science-base for 
enterprise-wide business automation ($2.5 million in new fiinding). 

DOC would provide seed fimding to establish a "convening" organization to facilitate 
collaborative industry R&D on common friture manufacturing infrastructure needs. The 
collaborative industry R&D would be guided by a teclmology roadmap recently 
developed tlirough a nvo-year public-private partnership ($1 million in new funding). 

Promoting Green Manufacturing (S39.5 million) 

- DOE would increase fimding to support public-private collaborative energy- and waste-
reducing R&D identified in technology roadmaps in energy intensive manufacturing 
industries such as steel, aluminum, metal casting, glass, chemicals, and petroleum. The 
industrial sector consumes over 35 percent of total national energy use and energy 
intensive indushies consume over 75 percent of manufacturing industry energy 
consumption. The additional ftmding ̂ vill accelerate the R&D, enabling each industry to 
reach its energy efficiency goals sooner ($35 increase on a $150 million base). 

- NSF would support fimdamental research ultimately leading to the development of cost 
effective, competitive products and processes that do not hann the environment, use as 
much recycled material for feedstock as possible, and create no significant waste in terms 
of energy, material or human resources ($2.5 milhon in new funding) 

- EPA would increase funding for its Design for the Environment (DfE) industrial outreach 
program. DfE works directly witli manufacturing companies and trade associations to 
encourage pollution prevention by focusing on front-end innovations through redesign 
lather than relying on end-of-pipe controls to reduce potential risks to human health and 
the environment ($2 million increase on a $3.7 million base). 

Draft 12-5-99 
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MEMORANDUM FOR DISTRIBUTION LIST 

FROM: Tom Kalil, NEC 
Dorothy Robyn, NEC 
Michael Daum, NEC 

SUBJECT: NEC Manufacturing Task Force 

The NEC Manufacturing Task Force will hold its next meeting on Friday, Decernlux-lfl-at^^ 
pm in Room 231 of the Old Executive Office Building.̂ To_RSYP.̂ 5lca5c_scnd_votu clearance 
lin^mrratieirttrRachael Goldfarb at 202-456-2801 

Background: ^ 'K-f^ 
7 

f 

On August 12* President Clinton announced the creation of an interagency manufacturing Task 
Force. The task force is led by Gene Sperling, and is charged with recommending ways to 
strengthen the U.S. manufacturing sector. 

At the October 1" Task Force meeting, agencies discussed analytical work that they have done 
on the health of the U.S. manufacturing sector, made suggestions for an overall policy 
framework, and discussed budgetary and non-budgetary proposals for sfrcngthcning tlie U.S. 
manufacturing sector. Agency input has been organized along four policy areas. They arc worker 
skills, increasing exports, developing and diffusing technologies to increase productivity, and 
green manufacturing. A synopsis of agency submissions is attached. 

The purpose of the meeting is to discuss the status of the initiative. 
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Proposals for Strengthening Labor Rights Provisions in (1) United States trade legislation, and 
(2) legislation authorizing multUateral trade agreements (NAFTA or future expanded NAFTA 
or FT.A-A) 

Mark Levinson, Director of Policy, UNITE 
Mark Barenberg, Professor of Law, Columbia University 

The proposals in this memo are aimed at the following bodies of U.S. trade legislation (1-3) 
and legislation that ratifies, or authorizes the President to negotiate, new bilateral or 
multilateral trade agreements (4-6): 

1. Section 301 of the 1974 Trade Act 
2. Generalized System of Preferences 
3. Caribbean Basin and African trade and development legislation 
4 Revision of NAFTA labor side agreement 
5. Accession of new member states to the NAFTA labor side agreement 
6. Transformation of NAFTA into FTAA 

In the following proposals for revision of U.S. trade legislation and multilateral 
agreements, the specific language of new legislative or treaty provisions is m italicized bold 
type. Explanations of the proposed provisions are in regular type. 

1 -Beneficiary countries under US trade legislation, or member states of multilateral trade 
regimes shall not only comply with core international rights, but also (i) fully and effectively 
enforce existing domestic labor and employment laws, (ii) if necessary, revise such laws in 
order to meet or exceed core ILO requirements, and (iii) refrain from weakening their 
domestic labor and employment laws as a means of gaining unfair competitive advantage 

The first three U.S. laws listed above typically require for eligibility - or at least list as 
one among several cnteria for eligibility - a beneficiary country's compli^ce with core ILO 
nahts Although such provisions are important gains for workers in both the Û Ŝ and the 
ben iciary coStnes, they have a crucial weakness. The problem is that such ILO rights are 
d e S ^ r y aS t̂ractiy m U.S. trade legislation, and the ILO itself affords great flexibility m the 
countrv-bv-country specification of such rights. 

By contrS ,̂ almost all countries - even countnes which in practice repress or fai to 
nrotect worker rights - have on the books detailed domestic labor rights and enforcement 
Z Z : : ^ : ^ ^ ^ ^ ^ ^ ^ implemented effectively a.d ^ ^ ^ " ^ ^ r " 
worker organization and bargaining. This proposal therefore has the f̂ ^^^^g^^"^" 

I It "simply" obligates countries to abide by their own sovereign enac ments. That is 
the U S trade Tgiŝ ation would not externally impose any new obligations or labor nghts on our 



trading panners, except in the extraordinary cases when a country's existing laws violate 
international law as codified in core ILO rights. In such extraordinary cases, any objection that 
the U.S. is unilaterally interfenng with the sovereign policies of our trading partners is answered 
by the tact that the U.S. is merely recognizing the (by definition) multilateral if not universal law 
of nations. 

2. "Effective enforcement of existing domestic labor law" is the substantive standard 
already embodied in the NAFTA side accord on labor. (Note, however, that the proposals below 
for reforming the monitonng and enforcement procedures in U.S. trade legislation would 
strengthen the mechanisms for enforcing the existing NAFTA side accord on labor.) 

3. Because the countries' domestic labor codes are much more specific than the abstract 
ILO nghts, adminstrative actors charged with enforcing the worker nghts provisions in trade 
legislation'can more precisely and objectively monitor and evaluate a country's effective 
enforcement of those standards - whether those administative actors are USTR officials; ILO 
teams; NAFTA-type Committees of Experts and Arbitrators; national or intemational labor 
organizations; or other newly constructed monitoring Commissions, such as those proposed 

below. , , • , J 
4. Because the countries' domestic labor codes are adapted to local social and economic 

conditions, including local labor-relations systems, it is likelier that any new steps taken by 
potential beneficiary countries to enforce worker rights will follow sensible, practical lines. 
Local labor inspectorates, labor tribunals, and labor ministries are akeady at least formally 
stnictured to enforce the country's existing code and will at least pay lip service to existing legal 
standards (even if, in past practice, the enforcement institutions and actions have been weak or 
duplicitous). ^ • 1 . 

5. Since the proposal simply gives positive incentives for trading partners to implement 
their own law, the monitoring and evaluation requirements of U.S. trade legislation or 
multilateral agreements can be embodied in broader programs of "Technical Assistance and ^ 
Cooperation" or "Assistance in Strengthening Administrative Capacity and the Rule of Law. 
Indeed the programs should in fact include provision ~ by the U.S., ILO, or other bodies - of 
training and administrative resources to local labor ministries, inspectorates, and tnbunals. The 
point IS to build up long-term local capacity to effectively and impartially enforce domesuc labor 
codes The proposal therefore fits comfortably with President Clinton's recent proposals - . 
emphasized in his 1999 State of the Union address - that the Umted States assist in . y \ ^ 
systematically strengthening the ILO's institutions for enforcing global worker nghts. ^-f-

^ Eliminate all discretionary loopholes in the remedial requirements of existing and 
proposed U.S. trade legislation and NAFTA or FTAA labor side agreements. That .s,.f the 
Relevant administrative body (e.g. the USTR or a strengthened, reg.on-w.de Commission on 
Labor Cooperation) "finds that a trading partner has not fully and effectively enforced 
domestic labor law and core international labor rights, then the trading partner or member 
state shall automatically disqualify for specified economic benefits. Such p-Uivê ^̂ ^ 
or carrots may take the form of reduced tariffs or increased quotas ^̂ ô̂ '̂ .f ̂ ^̂^̂^̂^̂^ 
legislation. Alternatively, the legislation or multilateral agreement co"ld d^.nk such 
positive incentives for labor-rights enforcement from trade benefits "-link them 
instead to benefits of other kinds, such as public financial assistance, debt forgiveness, or 



the like. 
1. Such discretionary loopholes are rampant in existing and proposed trade legislation 

For example: 
• In Section 301 of the Trade .Act of 1974, Section 301(a) initially states that the LSTR 

is required to take •'mandatory action" when a trading partner violates worker nghts 
provisions contained in trade agreements. But a subsequent provision (Section 
301(a)(2)(B)(ii)) grants the USTR discretion not to take remedial action if that 
trading panner merely signs yet another paper-agreement to enforce worker nghts in 
the future. Further, Section 301(d)(3)(B)(iii) allows the USTR to impose penalties 
against trading partners that violate core ILO rights (even when there are no worker 
rights provisions included in any particular trade agreement), but in these cases the 
USTR's imposirion of remedies is explicitly "discretionary." The USTR may refuse 
to take any enforcement action based simply on the USTR's determination that 
enforcement is not "appropriate." 

• Analogous loopholes are contained in GSP. 
• In the NAFTA labor side agreement, the Commission on Labor Cooperation 

(comprising the Secretaries of Labor of the three member states) has unreviewable 
discretion to decide whether a dispute goes beyond consultation to a panel of experts 
or third-party binding arbitration. 

2. These loopholes permit the U.S. Executive or the NAFTA Commission to 
chronically under-enforce or postpone enforcement of the worker rights provisions in trade 
legislation or agreements, by reason of ideological discretion, bureaucratic inertia, inter­
departmental resistance, etc. The loopholes not only contradict the promise of worker nghts 
contained in the trade laws and agreements, but also signal beneficiary countries that the United 
States' likelihood of deploying effective carrots is weak, wavering, or negotiable. 

3 Such discretionary loopholes are even more indefensible when the beneficiary 
country is required to comply with its own specifically defined labor law, as distinguished from 
abstractly worded, "externally" defined imemational norms (i.e. core ILO norms). That is, if the 
underlying violation of worker rights is clearly defined and clearly evident, there is even less 
reason for discretionary loopholes that "forgive" repression of worker nghts and, more 
importantly, that weaken the power of the trade legislation or agreemem to deter worker nghts 
violations. 

3 "Private interested parties shall have a right of action in federal court to seek enforcement 
of the USTR's or NAFTA Commission's non-discretionary duty to disqualify a trading partner 
or member state fo r economic benefits when the trading partner has failed to effectively and 
impartially enforce its own labor law and core international labor rights." „ , , 

1 This proposal apphes a standard mechanism of administrative law to offical decisions 
bv the USTR acting as an Executive Branch administrative agency to which Congress has 
delegated express obligations, or by the revised NAFTA Commission to which Congress has 
delegated multilateral enforcement obligations. That is, aggrieved parties (includmg, in this 
inst^ce, U.S. labor unions) are given standing to seek judicial review and rectification when an 
implementing agency acts outside the bounds of its Congressionally delegated authonty . 

2. This proposal builds on the previous proposal (Proposal 2 above) and on familiar. 



fundamental pnnciples of the "rule of law." If the action of the USTR or NAFTA Commission 
,s non-discretionarv and constrained by Congressional mandates - that is, if Congress requires 
that the USTR or Commission must deny trade benefits when well-specified worker-nghts 
violations have occurred - then the traditional capacity and duty of federal courts to review 
whether the administrative aeency has acted lawlessly is appropnately invoked. 

3 The traditional mechanism of judicial review is all the more appropnate when the next 
mcremental proposal is adopted - that is. when a well-developed "adminstrauve record 
documeming worker nghts violations is built into the legislative or multilateral regime. 

4 standing Commission on Labor Cooperation (a domestic body within the USTR in the 
case of trade legislation, a multilateral body in the case of multilateral agreements) shall 
conduct ongoing monitoring and evaluation of the beneficiary countries' compliance with 
their obligations to fully and effectively enforce their own labor laws and core ILO rights. The 
Commission shall issue annual reports summarizing each countries'record of labor la^ 
enforcement andissue annual decisions whether the country has or has not complied with 

these ol'I'S fons.̂ ^^^^ ^̂ ^̂ ^̂ ^̂ ^ enforcement of labor rights will be much more effective if 
beneficiary countries or member states know there is a well-staffed, ongoing watchdog to keep a 
running record ofeach country's labor-law enforcement efforts. , ^ . 

2 The incentive effect will be greater still if trade parmers know that they face an amiual 
detennmation of their continuing status as beneficiary countries, and an annual nsk onosing 
Irade™ other economic benefits based on a court-enforceable, non-discretionaiy application by 
L exp̂ rt Commission of well-specified norms of conduct (namely, the detailed noons set out in 
the countries' own labor codes). 

5 "The Commission on Lobar Cooperation shall also issue annual reports summarizing the 
,al,or.riihl recorl and issuing a decision akou, lator^gh^ compltance 'r ^ Z T ^ l " 
ofeach distinct Export Processing Zone within each beneficiary country or member slate, 
ofeach "'^^ ol creating mcentives among indmdual con.pan,es 
u.rtm e c d r l Z T m L o r and encourage each others' compliance with domestic abor law^ 
Tha is each com^^^^ in a given Export Processing Zone has a stake in maintaining that zone s 
Jen^ncii; s t a 3 therefore, in poHcing rogue employer, who may otherwise cause all other 
employers m that Z^^^^^^^^^ on ioca, labor mspectors other 
officials to eftativT^force labor^aw compliance. If a local labor admimstrator is lax or 
" . e m S controlli^ the relevant local Zone and its employers stand to suffer great 

economic loŝ . ^̂ ^̂ .̂̂ ^̂ ^ p „ „ , „ „ g zones it may be 

necessa^ f!rtS^oriission to issue Zone-by-Zone reports in those countnes "ave 
e 3 e d Zones, and country-by-country reports m those countnes that have not. 

. . A . ff^fiU^ rnmmission for Labor Cooperation shall have free access to 6. 'The officials and staff of the Commission jor Laoo y , and meeting places 

every act of labor-law implementation and enforcement 



/ For example. Commission staff should have the unimpeded nght to accompany 
benetlciary-country labor inspectors and other officials when the latter oversee elections of 
worker representatives at company sites, mediate collective bargaining, arbitrate labor disputes, 
certify represenative status of worker organizations, hear and decide charges of unfair labor 
practices, etc. (This proposal entails the establishment of permanent offices of the Commission in 
mdividual beneficiary states or clusters of members states.) 

2. This proposal would dramatically strengthen the incentive effect of worker-nghts 
provisions in U.S. trade legislation and multilateral agreements. If labor ministry officials, labor 
inspectors, labor arbitrators, and other beneficiary-country officials know that each of their 
actions is actually or potentially subject to full transparency ~ in the form of Commission 
staffers literally watching and marking their clipboards with the record of enforcement activities -
- the concrete impact would be great. Each labor inspector, for example, would know that his 
lax, phony, or corrupt administrative actions could lead, virtually automatically, to the loss of 
very substantial economic benefits to local private and public elites with interests in the expon 
sector of the individual country or Export Processing Zone . 

2. As noted above, this proposal would also lay the evidentiary groundwork for 
expeditious and effective judicial review of the Commission's annual decision about whether the 
beneficiary country has ftilly and effectively enforced its labor laws. 

3. This powerful enforcement function of the Commission may appear much more 
desirable and politically feasible if the Commission staff com^mej its function of monitoring and 
record-keeping with its functions of training and providing technical assistance to local labor-
law enforcement officials. That is, the Commission 5 monitoring and evaluating functions are a 
built-m by-product of a program to assist beneficiary countries in building administrative 
capacity and strengthening the rule of law. in this instance in the particular area of labor-law 
enforcement. 

7. "The Commission on Labor Cooperation shall have a multi-party composition: One-fourth 
representatives from member states' labor ministries, one-fourth from member states' 
representative labor organizations, one-fourth from member states'legal and labor-relations 
experts of undisputed independence and integrity, and one-fourth from international labor-
rights organizations {ILO; international or national labor federations; international trade 

secretariats; or the like]." . , . i r 
1 One virtue of this composition of the Commission is that it implements values ot 

democratic participation and sovereign represemation (via the first two constituents). 
^ A second virtue is effectiveness of enforcement: The last three, and perhaps all four, 

constituents of the Commission are independent watchdogs of labor-rights enforcement. 

8 "In the periodic reports required above, the Commission shall rank member states 
according to their degree of effective enforcement of domestic and international l^hor nghts 
based on the Commission members' deliberation about the relative effectiveness of different 
rules and mechanisms for enforcing worker rights. Specified economic benefits 
prorated according to the member states' relative ranking in the effective enforcement of labor 
rights." 



1. This proposal builds now-familiar pnnciples for "reinventing government" into the 
legislative or multilateral regime. That is, the Commission shall not only gather information 
about labor-nghts enforcement, but also (a) shall act as an information cleannghouse about 
mechanisms for enlorcing labor nghts, (b) shall deliberate about and announce "best practices" 
of labor-nghts enforcement based on disciplined companson of enforcement procedures of 
different member states, (c) shall establish "benchmarks" of the most effective prevailing 
practices, (d) shall encourage a "race to the top" by offering greater positive incentives to those 
member states that rank higher relative to other member states, and (e) shall encourage 
continuous innovation and improvement in the benchmarks of best practices for enforcement of 
labor nghts. 
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MEMORANDUM TO KAREN TR.AMONT.ANO, OVP 
ROBERT SHAPIRO, COMMERCE 
JON ORSZAG, COMMERCE 
DAVID WILCOX, TREASURY 
ROBERT CU^IBY, TREASURY 
HARRY GRUBERT, TREASURY 
WILLIAM SAVIUEL, LABOR 
H.ARRY HOLZER, LABOR 
ED MONTGOMERY, LABOR 
DAVID WALTERS, USTR 
KEN FRIEBERG, USTR 
RICK SAMANS, NEC 
MALCOLM LEE, NEC 
IAN BOWLES, CEQ 

FROM: ROBERT LAWRENCE / 

SUBJECT Today's Meeting with .AFL-CIO Representatives 

This is a reminder that the meeting with the Union representatives will take place today at 
3:00 p.m., in Rm. 324, OEOB. Dr. Martin Baily will chair the meeting. If you have not already 
done so, please provide your clearance information to Alice Williams as soon as possible. She is 
reachable at 202-395-5042. 

The agenda items are: 

1) Import surges 
2) Offsets 
3) Environmental regulation and competitiveness 
4) The need for capital in manufactunng 
5) The impact of non-neutral taxes on intemational investment (if time allows) 



AFL-CIO MEETING 
Friday, November 19,1999 

3:00 p.m. 

Room 324 OEOB 

Attendees: Administration 

Martin N. Baily, CEA 
Robert Z. Lawrence, CEA 
Kathryn L . Shaw, CEA 
Audrey Choi, CEA 
Karon Tramontano, WH 
Robert Shapiro, Commerce 
Jon Orszag, Commerce 
David Wilcox, Treasury 
Robert Cumby, Treasury 
Harry Grubert, Treasury 
William Samuels, Labor 
Harry Holzer, Labor 
Ed Montgomery, Labor 
David Walters, USTR 
Rick Samans, NEC 
Ian Bowles, CEQ 

AFL-CIO 

Thea M. Lee, AFL-CIO 
Mark Levinson, UNITE 
Robert E . Lucore, Teamsters 
Thomas I Palley, AFL-CIO 
David A. Smith, AFL-CIO 
Ron A. Bloom, USWA 
Owen E. Herrnstadt, lAM 
Robert Pajkovski, UFCW 
Michael E . Conyngham, IBT 
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