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U.S. Senator 
North Dakota 

Byron L. Dorgan 
U.S. Senate Washington. D.C.10510-3405 

FOR IMMEDIATE RELEASE 
Thursday 
December 1., 1994 

202 224-2551 
- .... -

Contact: Barry Piatt 

or Becky Fleischauer 
PHONE: 202-224-2551 

"DORGAN RELEASES STUDY WHICH SHOWS NAFTA COST U.S. 10,000 JOBS 

SAYS GATTIS MORE OP THE SAHE" 

(WASHINGTON, o.c.) --- A new congressional study, released 

Thursday by U.S. Senator Byron Dorgan (D-ND), has concluded that 

implementing the North American Free Trade Agreement (NAFTA) 

caused a net loss of 10,000 American jobs during the first nine 

months of 1994. 

The study, which was prepared by th8 congressional Joint 

Economic Committee (JEC), was requested by Dorgan, who serves on 

the col11l'llittee. It concluded that while increased exports to 

Mexico have created jobs during the first nine months of 1994, 

changes in the overall trade balance with Mexico have resulted in 

a net loss of 10,000 U.S. jobs since NAFTA went into effect 

because of an even larger increase in imports to the u.s. trom 

Mexico. 

Further, the study found that NAFTA has not increased u.s. 

employment but rather it has increased global access to Mexico's 

low wage labor ~upply. The study cited growing shipments of 

capital goods antl production inputs to Mexico from the U.S. and 

other foreign countries, and the rapidly rising imports of 

finished products from Mexico to the United States. 

"Proponents or NAFTA who've been boasting in recent months 

that the u.s. - Mexico trade agreement has substantially boosted 

u·. s. e.xports to Mexico have failed to provide the whole story to 

the American people," Dorgan said Wednes_day. 

He said he asked for th~ JEC staff· study because he wanted 

to understand what the net impact is on jobs as a result or 

NAFTA. "While' the study is cautious in its conclusions," Dorgan 

said, "when you look at the picture of, not only U.S. exports to 

Mexico, but the Mexican imports to the United states, you find 

that the u.s. trade surplus with Mexico has declined and that the 

full picture shows that we've lost jobs -- not gained jobs -- as 

a result of NAFTA. 11 

-- mor~ --
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Dorgan said those who are now boosting the General Agreement 
on Tariffs and Trade (GATT) agreement, which will be voted on 
Thursday, in the U.S. Senate are lllclking the same failed claims 

that they made about NAFTA. "While we only have nine months 
experience with NAFTA it's important to note that what little 
experience we have confirms the worst fears that some of us had 
that this was, if not a giant sucking sound, still a steady drain 
of American jobs to Mexico." 

"Those who purport to give information about the u.s. trade 
situation need to start providing the American people with the 
whole picture, not just selected bits that would lead someone to 
reach a conclusion that is directly the opposite of the 
conclusion one would reach if they had all of the information." 

The fact is "NAFTA and GATT are trade agreements that make 
it easier for American jobs to go where labor is cheap," Dorgan 
said. "They mean fewer jobs and lower income in the U.S. It's a 
bankrupt trade strategy that weakens our country but strengthens 
corporations who want to employ cheap labor elsewhere and ship 
their goods here." 

"We need more jobs and decent income," Dorgan said. "That's 
what the NAFTA debate was about, and that's what the GATT debate 
is about. And I hope that members of the Senate will review this 
study and understand its consequences on a broader scale as it 
relates to the GATT trade agreement." 

-- END --
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\ 

-JOIST ECONOl.JlC COMMITTEE 
U.S. CONGRESS 

FAX TRANSMITTAL SHEET 

DESTINATION: 

Na.me 

Organimtion 

Telephone 

Number of P(..fe• lncludtng Cover: 

COMMENTS: t2w.s f.i,-., $ _. 

DATE: 

ORIGINATOR.: 

FROM: 

10 

Name 

Joint Economac Commillee 
Dirk•en Senate Office Building 
lloam. G-01 . 
Wcuhington, D.C. 20510 

Faz: (202) 224-0240 

Telephone: (202) 224-6171 



JEC Staff Analysis of 1994 U.S. - Mexico Trade Data: 
NAFfA Impacts 

Summary 

The analysis presented here suggests that claims to the effect that the North American 

Free Trade Agreement (NAFTA) has unambiguously resulted in substantial job creation 

cannot be supported with the data available at this time. 

On the contrary, the interim data available indicates that in terms of net 

job creation NAFI'A has been, at best, a wash. 

In fact, the new figures on net exports presented here suggest that on 
balance, up to 10,000 jobs may have been eJiroiaated as a result of the 

combined effects of increasing domestic exports and increasing domestic 

consumption of imports from Mexico. 

Supporters of the General Agreement on Tariffs and Trade (GA1T) have cited the U.S. 

experience under the first nine months of the NAFT A to support claims that such trade 

agreements result in net job creation in the U.S. In an earlier study, the Joint Economic 

Committee suggested that predictions of substantial job gains may be exaggerated. 

This report is based on a new analysis of data on U.S. trade with Mexico, through 

September of 1994. It begins by pointing out that while exports do create jobs, jobs are 

also eliminated by increas~d imports. Further, a significant portion of the growth in 

exports has occurred in prodqcts that are imported into the U.S. and then re-exported to 

Mexico, so-called transshipments or foreign exports. Typically transshipments through the 

U.S. incorporate little additional value. 

Therefore a more accurate measure of the overall effect of U.S. trade with Mexico is the 

level of net export~, which is calculated by taking domestically produced exports and then 

subtracting imports used for consumption. As shown in Table 1, ,US net exports to Mexico 

have declined by approximately $500 million since NAFf A took effect on January 1, 

1994. 

Given the growth rate of the economy at the pr~scml lime, and the fact that its level is 

largely a result of a number of domestic factors, it is difficult to precisely define the 

effects of NAFTA on our domestic economy. 

In general we are reluctant to make specific claims as to the job effects of a particular 

policy given that a number of macroeconomic factors can influence labor market 

conditions and outcomes. In the case of increased trade with Mexico under NAFf A it is 

too early to make a compelling case one way or tbe other at this point. It will take at 

least five to ten years for the full effects of the agreement to manifest themselves. 



Issues 

Proponents of the North American Free Trade Agreement predicted that thousands of 

jobs would be created by 1995 as a result of the agreement. Since NAFrA's 

implementation 5ome analy5t5 have claimed support for these predictions- iii estimates of 

jobs already created by increased exports to Mexico.1 

It is interesting that this claim is being advanced at a time that the U.S. 

Dept. of Labor's Office of NAFTA Trade Adjustment Assistance (NAFTA­

T AA) has certified 10,000 workers for adjustment assistance. 2 

This analysis summarizes U.S. trade data with Mexico through I.he firsl nine months of 

1994. It provides a preliminary and partial perspective on the effects of NAFI'A on the 

U.S. This analysis will show that while increased exports have created jobs during the 

period, changes in the overall trade balance have resulted in a net deficit of 10,000 U.S. 

jobs since the agreement went into effect. 

Finally, this analysis demonstrates that NAFTA has not increased U.S. employment, but 

rather increased global access to Mexico's low-wage labor supply, as reflected in growing 

shipments of capital goods and production inputs to Mexico, from the U.S. and foreign 

countries, and rapidly rising imports of finished products from Mexico to the U.S. 

Further. this analysis also identifies four problems with previous analyses of the effects of 

the NAFTA 

• Estimates of job growth associated with increased exports are less than half the 

story. The overall effect of trade on employment is determined by the difference 

between exports (which create jobs) and imports (which eliminate jobs), 

\ 

• The standard mea~ure of import" and exports, the merchandise trade balance, 

should not be used to examine the effects of trade between two countries on 

employment, because this measure includes exports that are produced in other 

countries and transshipped to Mexico. Goods imported from other countries and 

re-exported elsewhere generate very few jobs in shipping and handling, and none 

in production. Such foreign exports of goous produced elsewhere increased 

1Sce, Cot ~mple, Orlando SuiliMI editorial (Nov. 11, 1994) tilled "Trade a Strong Suit: which argues that the General 

Agreement on Tarlfl's and Trade lho\lld be pa,Kd on the "free-trade liUCC'CliS ltOI)' of the United States, Mexico and Canada_• See 

al50, Remi L. Wrona, "Ratification Would Bring Enormo111 Bcnefics to U-'i.", St. LDwJ.s l'ost-J.JupOtcll (Nov, Iii, IY94), Wllic:b claims that 

rrhi5 increue in [U.S.) apon(1 to Mexico] could ,upport up to an estimated 100,000 new job, in 1994. Thc:'C: arc high~kill, 

high-paying job1 in 1ecton like auto, mac:hinety and computers.• 

2u.s_ Dopt. of Labor, Offieo oC NAFTA Trade Adj11Stment Aninuce, reported chat 11 of Sept. 26, 1994 worker& at 1.40 firms 111. 37 

m11e1 had petitioned far adjustment assistante. Dec:isions had been made on 211 petiri0t11, of whic:h 100 plants have been certified for 

'15616toocc, 3 additional appllcation.s 'Will be all\cnd~ 9,86~ W'ln1tr;r¥ have; ~n ccnitled to r«CM usialaJlcc GAd approximacoly l? 

additional workeis will be ccltified in the amended pelJtioAS. 

2 



dramatically in 1994. While the published merchandise trade balance increased by 

2.5% in the first three quarters of 1994, compared to the same period last year, 

the level of net exports ( excluding the foreign exports identified above) declined 

by 27% in the same period. -
• Changes in U.S. trade with Mexico since NAFrA was implemented on January 1, 

1994 have resulted in a net loss of U.S. jobs. on the basis of the estimates 

presented in this analysis. Predictions of large job gains in several pro-NAFf A 

studies have not yet been fulfilled. 3 Recent discussions of export-related job gains 

distort the issue by looking only at jobs created, but not at those jobs which have 

been destroyed. 

• The NAFTA-TAA certified displaced workers are only the tip of the job 

displacement iceberg. The analy.!ii~ presented here shows that 137.000 jobs have 

been eliminated by the growth of imports from Mexico since January 1. Many of 

these are jobs that would have been created in industries such as autos that have 

experienced rapid growth in demand which has been met by expanding production 

in Mexico, rather than opening new or previously closed plants in the U.S.4 

Background 

The Commerce Department's monthly news releases on the merchandise trade balance 

show a slight increase in the U.S. trade surplus with Mexico this year. But, the 

merchandise trade balance is a biased and misleading tool for analyzing the effects of 

trade between two countries because it includes goods that are produced in other 

countries and transshipped through the U.S. to Mexico. 

Examples include General Motors cars built in Spain and sold in Mexico, 

and capital goods purchased abroad, imported into the U.S. and \hen re­

exported to Mexico. The products are exported in substantially the same 

condition as they were imported. 
,, 

Such Foreign Exports inflate the U.S. trade surplus, but have no significant 

effect on U.S. employment or job creation (see Table 2, line 5, and Table 

3). 

Although these foreign exports (transshipments) are only 3% 

of total U.S. exports to Mexico, they have increased by 32% 

in the first three quarters of 1994. 

316 NAPTA models arc rcvi~ in a JEC Stall Stlld)', "Potential Impacts of NAl'"TA: An A6'eiiment of the Debate•, October 

1993. Six of these models predict net job guins from 220,000 10 2.8 miU!on jobs {Staff Study at pp. 10, 11 and 25). 

4Personal coru;umption e.xpendituies on inotOl' vehlclc.s and pans incrca&ed by 7.7% in the firtt three quancn of 1994, Iii compan:d 

to the same period of 1993 (&onomic lndicaJors, October 1994, p. 4). H=r, net expom of vehicle, and paru from MeKico 

dccrcucd by 18.4%, accocdiog to tbc C.0.nmcn-c Dcpl. Ja.LiS ...,,,j.,,..,,d ill llth. ual)'lii&. TI1e U.S. had• net expert ddiat of $1.507 

billion iA vehicles and parts with Mexico through September, 1993. This deficit incrca&ed to $1.785 billion in 1994. 

3 



A Better Measure 

A more accurate measure of the effects of our trade with Mexico is Net Exports, which 

are equal to domestic exports less imports for consumption. This measur~ removes 

fore·ign exports and imports not for current U.S. consumption from the trade balance. 

The U.S. merchandise trade balance with Mexico increased by 2.5% 

through September (Table 2, line 8), but net exports actually decreased by 

27%, or $483 million in 1994 (Table 2, line 7). Qearly, the merchandise 

trade balance would be a misleading measure if used to estimate the 

domestic employment impacts of the NAFf A 

lmJ,>llcations 

1. Employment 

The employment effects of trade are estimated by using a rough estimate that each $1 

billion in exports (imports) increases (decreases) employment by 20,000 jobs.5 Increased 

domestic exports lo Mexico ha\l'e created approximately 127,000 jobs, while increased 

imports for consumption into the U.S. have destroyed 137,000 jobs. This means the 

decline in net exports has reduced U.S. employment by 10,000 jobs. 

Many economists predicted that NAFTA would generate significant overall employment 

gains for the U.S., but these have yet to materialize.6 Significant job displacement and a 

small net employment loss has resulted, to date. As shown below, the U.S. is exporting 

raw materials and parts to Mexico, and importing final products of greater total v-cll.ue. 

\ 2. Industries 

High-wage manufacturing jobs have been eliminated in many industries by the growth in 

imports from Mexico. NAFfA has reduced net exports and employment in electronic 

equipment (e.g. TVs}, transportation equipment (autos), scientific instruments (medical 

equipment) and furniture ana fixtures; net exports and employment have increased in 

food produc~, chemical products, rubber products and fabricated metal products 

(including automotive engines), as shown in Table 4. Generally, U.S. losses are 

concentrated in industries that make final products. while gains are concentrated in 

sectors that make inputs to production. 

50evis, Lester A., 1992, U.S. Dcpanment oC Commerce, &onomic.s and S111w.tia Admini,tration, "U.S. Jobs supponed by 

Merchandise Export5 to Mc:xiro". 

6Scc footnote 3, above. 
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3. U.S. Transshipments (Foreign Exports) 

This analysis raises questions about the reasons for the rapid growth of transshipments of 

products from other countries to Mexico. The largest increases have bee~_~ 

non:.Clcctrical machinery (capital goods) and transportation equipment (autos). While the 

reasons for these increases are not known with certainty, possible explanations include 

superioT U .S- port and distnoution facilitie.c. and reduced tariffs on productc; imported 

into Mexico through the U.S., because of tariff reductions for U.S. goods in the NAFTA. 

NAFT A Rules of Origin limit transshipment of products in order to avoid tariff 

liabilities. 

Qualifications 

Some analysts may object to the suggestion that NAFT A caused the trade changes 

discussed in this report. 

The overall U.S. deficit on merchandise trade increased by 28% through 

the first three quarters of 1994. In addition, the Mexican economy has 

grown slowly this year (3.8% in the 2nd quarter). If growth in Mexico picks 

up, U.S. exports to Mexico could increase faster in the future, improving 

the U.S. trade balance. 

However, total U.S. imports have increased by only 13.2% this year, versus 

an increase in imports for consumption from Mexico of 24.3%. In addition, 

the Peso is overvalued. If the Peso is allowed to decline then the trade 

balance will decline. 7 

Note that the data in the attached tables were obtained from the Commerce 

Department's Trade Policy Information System (COMPRO). It contains the most up-to­

date trade statistics available at the level of detail shown here. Totals for prior years 

differ sliglltly from those publilihed in Commerce Department News releases because 

COMPRO includes revisions for prior years and the News releases do not. Revisions are 

more common in export data. Therefore the net trade m<;asures for 1994 (lines 7 and 8, 

Table 2) are likely to increase slightly (by about $50 million) when final revisions have 

been made -- this reflect-. a smaJl but consistent hia1, in these data. 

7on April 27, 1994 sh,;; U.S. and c:.nad11 ~tcd II pcCIU40Clll $7 blWon credit lin,;; to nppon lhg r00, ,midi indkat'-IJ tlwt mfl~ 

forcc:5 would othcl'Wi5e caWIC: it to decline. (Dallas MorfUllg News, April 27, 1994, p. lD). 

5 
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Table 1, U.S. Net Exports to Mexico 

Year-to-date 1993 and 1994 
(thousands of dollars) 

Net Exports 
Domestic exports less Imports for Consumption .. 

\. 

.. 

... 

I Partial year data I 
I (January thru Septemb I Change I 
I 1993 1994 I ($thous.) (percent) I 
1 ______ 1 ______ 1 

I I I 
I 1, 1ee,057 1,305,463 I -482,594 -21 .0% I , ______ , ______ , 

✓ 
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Table 2, U.S. Trade with Mexico 

1990 ttuu September, 1994 
(thousands of dollars} 

totals for all oomrnodi1ies I ParUal yurdata I 
year I (January thru September) I Change I 

19'90 1991 1982 1993 I 1993 1994 I (Sthou1.) (percent) I 
I 

1. Import• for conaumptlon 29,605,1:162 30,445,131 33,9134,581 38,667.684 I 28,156,793 34,992,924 I 6 ,836,131 24.3% I 
I 

2. lmporte not for coneumpllon I I I 
(general Import, I•• lmporla for cona.) 666,331 749,161 1,249,588 1.2e1.e92 I 9.62, 195 732,622 I ·229,673 -23.!)% I 

I 
I 

3. General Imports 30,172,293 31,194,292 35,184,149 39,929,658 I 29,115,988 35,725,446 I 6 ,606,.58 22 .1% I 
I 
I 

4. Dom•Uc uporta 27,467,595 32,279,218 39,tl04,899 40.265,478 I 29,944,849 36,298 ,387 I 6,353,S38 21.2% I 
I 
I 

5. Foreign exporta 907,872 996 ,562 992,552 1,310,011 I 925,306 1,222 ,823 I 297,S17 32.2% I 
I 
I 

6.. lotal uporta 28,375,468 33,275.780 4O,S97,451 41,635,494 I 30,870,155 31,s21,21O I 6,651,055 21.S% I 
I 
I 

7. Net Expc)m (4 -1) ·2,038,367 1,834,087 5,570.338 1,597,813 I 1,788,057 1,305,463 I 482,594 -21.0% I 
I 

e. Mwctaandta• Tr.ad• Bafanca (8 • S) -1,796,1126-,- 2,081,488 5,413,302 1,106,839 I 1,751.167 1,195,163 I 44,596 
I 

2 .s% I 
I 
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Table 3, U.S. Foreign Exports -·..--

to Mexico Parttal yMr data 

(January thru September) Change 

1993 19N (lthoua.) (percent) 

Total all c:ommodltlee 92S,~OCI 1,222.8.23 DT,617 :12.Z" I 
I 

35-Maohlnery, HC8,:6 eleotriotJJ 18B,7tJ0 317,03(1 128,279 dB.a% I 
37-Trenaponetlon equlpmerw 118,130 218,921 100,101 84.8% I 
39-Mlscellaneoua manufaciured commodllle• 26,096 88.502 43,407 173.0% I 
36-Electrloal & eleotronlc maoh, equip, & auppllea 310.816 343.155 32,339 10.4% I 

38-Sclentlftc & prof lnau: photograph & opt gd• ate 54,281 64,7'5 10,46' 19.3% I 
28-•Chamioala and allied producta 21,184 28,930 7,746 38.'"'-

30-Prlmary metal produc:la 11,-418 18,802 7,M,4 6-4,7" 

30-Rubber and mlacellaneou, plutlcs products I 30,971 34,680 3,689 11.9% 

26-Paper and allied product■ I 4,709 6,260 1,551 32.9% 

21--Tobacco manufaCNrea I 210 1,813 1,403 868.1% 

29-Petroleum refining and related producta I 135 1,339 1,204 891.K 

25-Furnlture anct fixture• I 2,807 3,889 1,082 41.6%, 

3X--Manufaotuntd commodltlaa not Identified by kind I 1,806 2,791 985 5'.5% 

22-TexUle mill producta I 4.263 5.140 877 20.6% 

02-Llveatock and llvHIOck producta I 472 1,259 787 188.7" 

32-Stone. clay, glua, and concrete products I 4,941 5,238 297 6.0% 

O9--Fleh, freah or chllled: and other marine products I 14,701 14,887 186 1.3% 

24--Lumber and wooe2 proau~ta. except tumtture I 2,428 2.564 1:38 6.6% 

14•-Nonme1alllo mlnarala, except fuels I 796 805 9 1.1%. 

, 0--Metalllc ores and concentrate• I 3 8 5 166.7% 

\ 
I 

99-Spaclal claaalflcatlon prc111lslone, nspf I 594 555 -39 -8.8% 

08-Foroatry produota. n11pf I 1~9 -,g -50 -39.8% 

91-Scrap and waste I 396 148 -248 -62.8% 

13--Crude petroleum and natural gaa I 874 678 ·298 -30.6% 

12-BltumfnQW ggal and lignite I 390 67 -329 -83.1~ 

27-Prtnttng, pubUahlng. and allied products "I 1,966 1,811 -355 -18,1% 

92-Used or aecond-hand merahandlae I 8,051 4,983 -1 ,058 -17.6% I 
23-Apparel and related products I 17,890 ... 16,007 ·1,883 .10.6% I 

31-Leather and leather products I 8,123 6,230 ·1,893 -23.3% I 
01-Agrtoultural produelll I 10,786 4 .053 -8,733 -62.4% I 

34-f'abrlcatd metl prod axe maoh & tranap equipment I 49,335 39.750 -9,585 ·19.4% I 
20--Food and kindred products I 30,939 8,907 -22,032 -11.2% I 



., 

Table 4, U.S. Net Exports ---
to Mexico Partlal yNr data 

(January thru September) Change 
1993 1994 (Sltloue.) (percent) 

Tot.I •II eofflftlOdltl .. 1,788,057 1,305,'83 "'82,&M -27.""-

3e-Etectrlcal & electronic mach, equip, & supplies -1,587,514 ·2,8~.358 -1,2e1,s44 7Q.5% 

13•-ctucie pe11'0Ieum and natural gaa -3,027,467 -3,341,H1U -314,3b3 10.4"'-

38-SClentlflc & prof lnatr; photograph & of1 r,d• •tD 404,878 102,381 -302.517 -74.7"' 

25-Furnitura and tfxture, -152,7~ -3tu,tl42 ·211,8Q3 138.1% 

98-_Speclal claaalflcatlon provisions, nHo4 -957.865 •1,109,989 -152,124 15.9"' 

37-Tranaportalon equipment ·1,D82,§8 -1,205,15Q -142,521 13.4"-

23--Apparal and ralatad producta .Q68,169 -1.076,908 -108.7.il9 11 .2"-

39--Mlacellaneoua manufactured commodities ·108.899 ·173,811 -64,912 59.8% 

24•-Lumber and wood products. except fumlture 130,940 89,004 -41.938 -32.0%, 

33-Prlm■ry metal prodwot. 530,208 '488,762 -37,...W -7.0~ 

35-•Machlnery, except elec:trlcal 2,264,712 2,237,129 •27.583 ·1.2"' 

O9-Flah. freah or chilled: Md other marina produota ·105,162 •130,803 ·25.641 24.4"' 

32-stone, clay, glaaa, and concrete products •178,235 -200,861 -22,816 12.7% 

99-Speclal claaaiflcatlon provlalona, napf -126,057 ·148,418 -22,361 17.7% 

31 --Leather and leather prod~cta -121.581 ·138.925 •17,344 14.3% 

10-Matalllc ores and ooncentrat•• -14,243 ·29,958 ·15,715 110.3% 

14--Nonmetalllc mlnerala, except fuela •27,319 -36,482 -9,163 33.5% 

12--Bttumlnoue com end llgnlto 8,85<4 8,687 -167 -1.9"" 

O8-Foreetry products. nspf 923 6,765 5,832 831 .9% 

91-Scrap and waste 17,747 27,516 9,768 55.0% 

\ 
21 ··Tobacco manufactures 10,797 27,454 18,657 154.3% 

I 

92-Used or second-hand merchandise 99,889 118,739 18,870 18.9% 

27- Prlnang, publlahlng, and allied product& 134,864 178,494 43,630 32.4% 

29-Petroleum refining and related products 265,074 308,807 43,733 18.5% 

O24..lvoetook and llveatook products -187,086 ·116,803 61,292 -30.~ 

22-•Textlle mill produota 387,749 470,625 82,876 21.4% 

20-Food fJlld kindred produots 1s4,1go 964,476 180,280 23.0% 

26--Paper and allled products 959,197 ..,, 1.160,991 191,794 20.0% I 

3X-Manuf110tured commodities not Identified by kind 1,142,346 1,394,781 252,436 22.1% I 
O1 •-Agrlcultural producta 24,337 277,514 253,1n 1040.3% I 

34-Fabrfctltd met/ prod exc mach & transp equipment 681,757 '1'1'1,6'13 311,Q3fJ 48.6% I 
30-Rubbflr and mlscel/anaoua plastlos products 893,735 1,298,817 404,882 45.3% I 
28-Chomloelts end eJ/led produots 1,644,861 2,08?,0?0 423,128 26.7'K. I 



MEMORANDUM 4# N,Ji Ff ft Av,'t_ck,~ 

TO: 

COUNCIL OF ECONOMIC ADVISERS 

September 23 , 1993 

LAURA D' ANDREA TYSON 
~;b 

FROM: ERIK LICHTENBERG~ 

SUBJECT: ST A TUS OF SWEETENER DEFINITION IN NAFT A 

Corn syrup is currently not included in the definition of sweeteners under NAFTA. 
However, the US sugar industry is exerting a lot of pressure to change this , and it is on the list 
of items for which Ambassador Kantor is loolcing for creative solutions. The background on this 
issue is as follows. 

• The US currently supports sugar production by restricting imports to maintain sugar 
prices above world levels. 

• NAFTA provides for a phased incorporation of Mexico into the US sugar program. 

• Mexico is currently a net importer of sugar. Its per capita consumption is quite high , 
mainly because of extremely high per capita consumption of soft drinks . 

• High sugar prices in the US have led soft drink manufacturers to substitute corn syrup 
for sugar. At present, all soft drinks in the US are made with corn syrup. 

• Under NAFTA, Mexican sugar prices will rise to the US level , which has recently 
been about 45 % higher than the market price in Mexico. High sugar prices will create 
a significant incentive for soft drink manufacturers to switch to corn syrup, just as they 
have in the US . 

• One effect of switching to corn syrup could be that Mexico would produce more sugar 
than it consumes. In that event, NAFTA allows Mexico's low-tariff quota for sugar 
imports into the US to increase markedly, malcing it possible for Mexico to begin 
exporting a significant amount of sugar into the US. 

• Current US quota imports of sugar are low , about 15 % of consumption. Current 
Mexican production is about 300% of total US quota imports. Diversion of a share of 
Mexican production into the US market could destabilize the import quota system. 

• Including corn syrup in the definition of sweetener would prevent Mexico from 
becoming defined as a surplus producer under NAFTA and thus keep Mexican sugar 
imports into the US low. 
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Pmidrnt/Cli irf fm 11ti11r Offiw 

Ms. Laura Tyson 
Chair 

August 5, 1993 

Council of Economic Advisors 
314 Old Executive Office Building 
Washington, D.C. 20500 

Dear Ms. Tyson:: 

For your information, I am enclosing a copy of an advertisement, 
sponsored by 15 organizations who represent a broad sector of the U.S. 
food industry, supporting the North American Free Trade Agreement 
(NAFTA). The advertisement, which appeared in the Washington Post on 
Wednesday, August 4, describes the reasons why we give our strong and 
enthusiastic support for this agreement. 

I hope you find this helpful in your efforts to ensure passage of the 
NAFT A. The Grocery Manufacturers of America and American food and 
grocery products industry will continue to lend its support in the fight to 
pass the NAFT A in Congress and would welcome the opportunity to 
provide you with any additional information you might find helpful on this 
important economic and foreign policy matter. 

Sincerely, 

C. Manly Molpus 

1010 Wiscon,in Ave nue, N .W ., Su,tc ')00 , Wa,hington , l) .C. 20007 * (202 ) 1'7-')400 * FA X (202 ) 337-4508 
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Our 15 organizations, which represent thousands of companies and millions of workers in the U.S. 
food industry, strongly support the North American Free Trade Agreement 

NAFTA MEANS GROWTH 
Mexico is among the largest and 
fastest growing markets for our 
food products. NAFTA ensures that 
this expanding export market con­
tinues to grow. 

NAFTA MEANS JOBS 
Increasing exports produces more 
high-wage, high-value jobs. 
NAFTA provides new opportunities 
for our current employees and cre­
ates jobs for the workers of the 
Mure. 

NAFT A MEANS COMPETITIVENESS 
Eliminating trade barriers opens 
markets to our goods. NAFTA 
makes the U.S. more competitive in 
the Mexican and global market­
place. 

NAFT A will help America prosper. We urge the Congress to vote for progress by enacting NAFT A and creating the 
super market of the future. 

GROCERY MANUFACTURERS OF AMERICA oo AMERICAN FEED INDUSTRY ASSOCIATION 
AMERICAN FROZEN FOOD INSTITUTE 00 AMERICAN MEAT INSTITUTE 

CHOCOLATE MANUFACTURERS ASSOCIATION 00 INTERNATIOHAL APPLE INSTITUTE 
INTERNATIONAL DAIRY FOODS ASSOCIATION 00 INTERNATIONAL FOODSERVICE DISTRIBUTORS ASSOCIATION 

NATIONAL-AMERICAN WHOLESALE GROCERS' ASSOCIATION 00 NATIONAL CONFECTIONERS ASSOCIATION 
NATIONAL ASHERIES INSTlTUTE oo NATIONAL FOOD PROCESSORS ASSOCIATION 
NATIONAL SOFT DRINK ASSOCIATION oo NORTHWEST HORTlCUL TURAL COUNCIL 

SNACK FOOD ASSOCIATION 
For further information call the Grocery Manufacturers of America at (202) 337-9400. 

~ 
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POLICY BRIEFING 
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A GA'IT AGREEMENT TO SPARK GLOBAL GROWTH: 
Why America Should Lead the Way on World Trade Expansion 

Paula Stern 

A successful conclusion to the Uruguay Round of the General Agreement 
on Tariffs and Trade (GATI') will benefit the United States in two key respects. 
First, it will establish America's global leadership on a critical principle: namely, 
that liberal trade policies anchored by evenhanded, universally recognized rules 
of engagement are critical to sustaining economic growth in the emerging global 
economy. Second, it will directly benefit American workers, producers and 
consumers by harnessing the forces of global competition in their favor. 

As the negotiations go down to the wire, and as this paper is written, 
there are still sticking points, from aircraft subsidies, to French concerns about 
an American cultural invasion. Nonetheless, after seven years of negotiations 
among 116 nations (111 member nations plus five others), any reasonable deal 
is better than the status quo. Indeed, this GATI' round offers groundbreaking 
opportunities to several American industries by lowering barriers to their 
exports and by protecting their intellectual innovations in a manner never before 
contemplated by a global trade agreement. On balance, this will produce more 
exports and more high-paying export-generated jobs for Americans. 

To be sure, an even better trade agreement always lies over the horizon. 
And that is the case with GATI'. The dimensions of the next round of 
negotiations, which President Clinton is already hinting at, are apparent. 
Nonetheless, it is critical that as Congress considers this GATI' it should not 
let the perfect become the enemy of the good. The alternative to this GATT is 
a status quo that fails to expand U.S. economic opportunities and ensures 
another negotiating stalemate. 

What is the Uruguay Round? 

Work on the Uruguay Round began September 20, 1986 at Punta del Este, 
Uruguay when GATI' members agreed to expand the work of previous rounds 
in reducing tariff and non-tariff barriers. They also agreed for the first time in 
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trade agreement history to include agriculture, investment, services, and industries such as high technology and entertainment under the GATI auspices. Finally, they agreed to bring developing countries under the GATI umbrella for the first time. 

Now, some seven years later, the final agreement will out of necessity be woven from concessions and trade-offs among the following issues: agriculture; intellectual property rights; subsidies for the aircraft, TV and film industries; and member nations' domestic trade laws, such as U.S. anti-dumping laws. Most GATI members protect agriculture with tariffs, quotas and subsidies. Developing nations have pushed hard to lower barriers to their agricultural, textile and apparel exports. Because several developed nations have resisted pressures to ease farming, textile and garment protections, the developing nations have been less willing to go along with U.S. requests to protect intellectual property such as the patents on pharmaceuticals. 

The last remaining unresolved issues between the United States and Europe have been subsidies for aircraft (Airbus), the audio-visual sector (film and TV), and anti-dumping laws. The United States exports more than $4 billion in movies and television. Europe had used the guise of cultural protection to assert its right to restrict foreign programming. Finally, the disagreement over domestic trade laws governing anti-dumping, countervailing duties against subsidies and retaliation against unfair market barriers arose because the United States and others fear a loss of "sovereignty," either within the realm of law or marketplace. 

The U.S. timetable for GATI is as follows. The President must sign the agreement by April 15, 1994 and then submit the final text of the agreement and any implementing legislation to Congress. (There is no statutory time limit for this step.) Once introduced, Congress has 90 legislative days to vote on the bill. No amendments are allowed. The vote could come in the summer, but the President and congressional leaders may want to avoid scheduling a vote on trade legislation before the November elections. The vote on the 1974 Trade Reform Act was held after the election. This may be the best course this time, too. 

The Case for the Uruguay Round 

There is virtual unanimity among economists and a public consensus that American prosperity depends on constantly expanding exports. The GATI agreement represents the single greatest opportunity at this moment to increase the rate at which world trade expands. The benefits of GATT are difficult to calculate precisely. The Organisation for Economic Co-operation and Development estimates that if the GATI agreement succeeds, in the year 2002 
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Gross Domestic Product worldwide will be $270 billion higher than it would 
have otherwise.1 President Clinton stated in Seattle in November that GATT 
would expand the world economy by $5 trillion in the first 10 years.2 The actual 
amounts will probably fall somewhere in between, but probably closer to the 
President's number. 

The progressive case for U.S. support for the GATT agreement can be 
summed up in three points: 

First, America's economic vitality depends on increased global trade and 
healthy economic expansion abroad. The United States exports one-fourth of all 

. the goods it produces, and since 1984 exports have added 1 million 
manufacturing jobs. In the last 20 years, trade has doubled as a percentage of 
America's entire gross national product to one-fourth of the total. 

Exports are crucial for generating new high-wage jobs. Export-intensive 
industries in the United States employ more skilled workers, pay higher wages -
- 17 percent more than non-export related jobs3 

-- and do more research and 
development than import-sensitive industries. Roger Altman, Deputy Secretary 
of the Treasury, has stated that a GATT deal could mean about 1.5 million new 
jobs over the next 10 years.' 

Consumers will benefit as well. Lower trade barriers would cut prices for 
items such as food and clothing, creating substantial benefits, especially for low 
income American families. According to a recent U.S. International Trade 
Commission study, American consumers pay $15.85 billion per year more for 
clothing and textiles than they would if trade barriers were removed.6 The 
GATT deal is expected to reduce textile and apparel import protection 

Organisation for Economic Co-Operation and Development, "Assessing the Effects of the 
Uruguay Round," Paris, France, October 21, 1993. This study has been criticized for focusing too 
much on agriculture and too little on the liberalization of manufacturing trade. 

2 Remarks by President Clinton before the APEC Host Committee, Seattle, Washington, 
November 16, 1993. 

3 Offire of the U.S. Trade Representative, "U.S. Exports Create High-Wage Employment," 
press release,June 1992. Also, "USTR: Exports Create High-Wage Employment," Business America, 
July 13, 1992, pp. 8-9. 

Remarks by Deputy Secretary of the Treasury Roger Altman before the Democratic 
Leadership Council on December 3, 1993. 

U.S. International Trade Commission, "Economic Effects of the Significant U.S. Import 
Restraints," November 1993. 
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significantly. This would expose U.S. companies to new competition, but the job 
losses in the textile and apparel sectors would be offset elsewhere by gains 
springing from higher consumer spending due to lower prices. Consuming 
industries that rely on components, raw materials and parts will also benefit, 
increasing the overall efficiency of American manufacturing. 

In sum, policies that promote trade and increase exports will enhance our 
national welfare by moving workers from lower- to higher-wage industries.6 

Pursuing an export-led growth strategy through GATT will also help the United 
States grow in sectors where we have a comparative advantage and 
simultaneously help traditional industries find new markets abroad. Goods and 
capital will flow more freely, benefitting all ·GATT members, including the 

:world's 'largest exporter, the United States and its consuming public. 

Second, because the globalization of the world's economies is an 
inescapable reality, we need a uniform set of rules. Trade is multi-directional 
and therefore requires worldwide -- not regional or bilateral -- rules and 
enforcement system. Consider high technology products and services. These 
industries rely on guarantees of intellectual property rights to be competitive in 
international markets. The multilateral extension of these rules under GATT is 
essential to reducing piracy of intellectual property. 

While the Uruguay Round will not completely level the global playing 
field, it certainly advances us toward that goal and improves America's trading 
position more than would a continuation of the stalemated status quo. After 
seven years of negotiations, it is time to harvest the results of these talks, and 
with that momentum get on to resolving other trade related issues that have 
cropped up in this period. If nothing else, the plodding progress of GATT is 
clear evidence that political forces must hasten to catch up with market forces, 
or risk becoming irrelevant. 

Third, reaching a consensus in this round of GATT negotiations will 
strengthen the multilateral system that has been the preferred route of U.S. trade 
policy. The failure of the Uruguay Round will send the world looking for non­
GATT alternatives in regionalism or bilateralism. 7 Recent history shows that 
a singular reliance on a bilateral approach is inadequate. It fails to bring the 
needed comprehensive solutions, makes trade liberalization more politically 

6 Lawrence F. Katz and Lawrence H. Summers, "Can 'Interindustry Wage Differentials Justify 
Strategic Trade Policy?", in Robert Fenestra, ed., Trade Policies for International Competitiveness, 
(Chicago: University of Chicago Press, 1989), p. 109. 

7 In fact, it can be argued that both the U.S.-Canada Free Trade Agreement and the NAFI'A 
were necessary principally because GATT moved too slowly. 
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difficult and focuses attention on sector-by-sector negotiations that shift 
attention away from the more long-term and broad-based multilateral or 
regional solutions. In effect, this nation and the world get a bigger bang for 
their negotiating buck from multilateral agreements. 

A GATT agreement on rules and enforcement also will reduce the 
temptation to tilt trade diplomacy toward unilateralism. Without a new GATT 
agreement, the world will be left with a dysfunctional trading system. U.S. 
trade policy will rely increasingly on unilateral U.S. actions triggered by 
petitions from aggrieved parties that are politically well-organized. In turn, 
other nations will feel unconstrained by multilateral rules and will resort to 
their own forms of unilateral trade actions with increasing frequency. France 
is already pushing for adoption of a European Union mechanism that mirrors 
the U.S. 301 laws that provide for unilateral action against a broad range of 
"unfair" trade practices by other countries. In addition, many other nations are 
increasing their unilateral trade enforcement actions, particularly against U.S. 
firms. An important component of our export strategy is to keep these 
protectionist instincts overseas at bay through GATT disciplines. 

Placing the Uruguay Round in Perspective 

When the Uruguay Round first began in 1986, many believed it would 
produce the "Grand Bargain" of all trade agreements. Not only was this the 
first time such vital sectors as agriculture, services and intellectual property 
rights were to be negotiated, it also marked the first attempt to pull developing 
nations under the same enforcement umbrella as developed nations. After seven 
years of delay and trade-offs, the agreement has been diminished somewhat. 
This means fewer and less immediate opportunities for some industries. But new 
market opportunities have been achieved, and certainly a signed GATT 
agreement will deflect the inevitable disaster that would follow a failure to 
arrive at new multilateral trading regulations. 

Moreover the Bargain -- whether Grand or not -- between the developed 
and developing world is a perfect opportunity to address the concerns of 
protectionists who argue that putting American workers in direct competition 
with workers in lower-wage developing nations would harm our standard of 
living. By placing the developing and developed nations under the same trade 
rules, GATT will help demonstrate the mutual benefits to be derived from 
uniform trade regulations that liberalize trade. Some of this will become clear 
from this Uruguay Round agreement, although a fuller agreement would have 
been even more persuasive. 

A number of other issues will serve to perpetuate trade friction despite 
this GATT round. Now that GATT is touching on culturally sensitive issues, the 
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enforcement efforts required will be more difficult to implement, especially in 
developing countries. The extended phase-in period for many of the clauses 
makes it more likely that new political leaders may disavow parts of the 
agreement. China and Russia still remain outside of GATT. And if history is 
any guide, foreign penetration of the Japanese market will remain relatively 
low, although GATT can arguably be viewed as part of an overall strategy with 
Japan that includes bilateral and regional dialogues to reinforce the GATT 
agreements. 

Building Public Support 

The coming public debate over GATT will revive many of the issues that 
arose in the debate over the North American Free Trade Agreement (NAFTA). 
Powerful industries will seek relief for their interests in Congress and other 
legislatures. Opponents will also seize on the budget costs of GATT.8 A major 
theme of the opposition is likely to be America's sovereignty in the context of 
GATT's new dispute settlement arrangements. Already, representatives of 
workers and industries that have traditionally relied on the U.S. trade laws 
have raised warning flags. They could well be joined by those in the labor, 
environmental, and consumer communities who fear that U.S. regulations would 
be jeopardized and by those, such as Pat Buchanan, who voiced isolationist 
sentiments in the NAFTA campaign. The fact is, however, that in any 
international agreement or treaty, every country has to give to get. With better 
enforcement of clearer rules, the United States will gain greater leverage in 
resolving disputes worldwide when we face barriers in overseas markets. As the 
world's greatest export superpower, this is critical. In exchange, U.S. rules will 
have to be in harmony with the rest of the world. 

This fall's contentious debate over NAFTA demonstrated the depth of 
public concern over the domestic economic impact of freer trade. But the impact 
of the NAFTA agreement on the U.S. economy pales in comparison to the gains 
that can be achieved with a successful GATT package. The Mexican economy, 
after all, is one-twentieth the size of the U.S. economy. GATT has 111 
members including the world's largest economies and the most important 
traditional markets that are essential to expanding U.S. jobs and prosperity. 

The NAFTA fight showed the strength of economic nationalism and the 
critical need to build domestic public support for trade agreements long before 
they near a vote in Congress. Hence, we must begin now to lay the groundwork 
for the inevitable attacks on trade. 

8 Estimat.es of U.S. tariff revenue losses range between $8 billion and $9 billion over five 
years. However, as GATT expands trade this static calculation will prove wrong. Tariff revenues in 
the earlier years could even increase if trade, as expect.ed, expands under GATT. 
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The President must place GATI' firmly in the definition of Ameri~'s 
national interest and not allow special interests to kill the pact. National 
interests must come before special interests. This is what the President did 
with NAFTA and he won by elevating the debate to a choice between competing 
or retreating from our global leadership role. Congress has already demonstrated 
that it will follow a strong President who articulates a clear policy and puts the 
power of the White House behind that policy. 

The President also must reassure Americans that the United States will 
benefit from engagement world-wide. The Administration must focus on 
building broad domestic political support. When special interests ally with 
environmental and social-rights activists fighting violations, they can sour the 
mood of the American public. 

Finally, the President will have to show the way for America to reconcile 
its global ambitions and desire for multilateral principles with its unilateral 
tendencies. To be a great exporter, to beat down barriers to our exports, and to 
achieve enforceable rules in the global marketplace, we will have to think about 
harmonizing our trade rules and regulations with those of the rest of the world. 
While we do not want to jeopardize our ability to defend our national interest, 
global interdependence requires us to rethink our traditional notions about 
sovereignty. 

A "Clinton Round" 

The passage ofNAFTA, the Asian-Pacific Economic Cooperation summit 
and the Uruguay Round are steps towards formulating a Clinton trade agenda 
which will enable American consumers and workers to reap the benefits from 
the inevitable global change. They are the first strides towards remaking the 
world trade order. The bipartisan trade agenda inherited from the Bush 
Administration is effectively finished with the successful completion of the 
Uruguay Round. However, this round passed over many new-era issues such as 
the environment, competition or antitrust policies and international labor rights. 

If Congress approves GATI', the Clinton Administration will have done 
a good job in closing out the old agenda, indeed a better job perhaps than many 
expected. Now it must stake out new ground in the trade arena. A progressive 
trade policy must first provide security for American workers. The trade 
community must recognize the very real, and often very jarring, impact of global 
competition on workers and communities, even as the nation benefits as a whole. 
The right to education and training is part of a social contract that must be 
renewed each time we negotiate a new trade pact. This begins with school-based 
youth apprenticeship programs and an employment insurance system that helps 
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workers whose jobs are threatened or disappear buy new skills. Research must 
also be undertaken to address the public's anxiety about wage suppression and 
job losses due to trade. 

Second, we must address the thorny and sometimes emotionally charged 
issue of the environment. In a new "green round," rules must be set to achieve 
sustainable economic growth that does not degrade the environment. But we 
should guard against allowing enforcement actions taken in the name of 
environmental protection to become trade protection. Third, we must assure that 
nations' rules on mergers, cartel behavior and entry into markets are not used 
unfairly by harmonizing antitrust policies. Finally, we must continue to chip 
away at the existing barriers to investment and market access. Of course, other 
nations will also want to include the enforcement of U.S. trade laws. 

The "Clinton Round" would focus the world on expanding the rules of the 
road multilaterally, not unilaterally. If the Administration does not act, trade 
opponents may force their own interests on the agenda. A "Clinton Round" 
would place the Administration in a proactive, rather than a reactive, posture. 
This new multilateral thrust should dominate our trade strategy even as we 
build an export strategy aimed at the growing Pan-American and Asian markets. 

A successful conclusion to this GATT round and the opening of a new 
Clinton Round will be a clear sign of the President's political leadership and his 
ability to break through global gridlock. If nothing else, the plodding progress 
of GATT is clear evidence that political forces must hasten to catch up with 
market realities. If political leaders learn nothing else, it is that if they do not 
lead the way, they risk getting run over by dynamic market forces. 

* * * 
Dr. Paula Stem is Senior Fellow at the Progressive Policy Institute and former chairwoman of 

the U.S. International Trade Commission 
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Executive Summary 

The NAFTA and the National Interest 
A Progressive Case for Trade Expansion 

Policy Report No. 17 

by Paula Stern 

Two competing views of America's economic future frame the heated debate 

over the North American Free Trade Agreement (NAFTA). One is optimistic and 

open. The other is fearful, xenophobic, and closed. The fears of many sincere people 

regarding the NAFTA reflect an underlying insecurity about the nation's economic 

future - about the capacity of American workers to compete in a rapidly changing 

world economy. In the face of change, many Americans would like to believe that they 

can throw up economic barriers and ignore the world beyond our borders. 

The challenge for the Clinton Administration is to restore America's confidence 

in itself and in our ability to prosper in a profoundly competitive world. The NAFTA 

is a test case for how America faces its economic future . 

Trade expansion, as President Clinton has noted, is an integral part of a 

comprehensive economic strategy for restoring U.S . growth and competitiveness in 

global markets. Notwithstanding the fear-mongering rhetoric of the NAFTA's 

opponents, there are at least four compelling reasons for Americans to rally behind 

the President's far-sighted policy of trade expansion: 

• First, the United States already has gained jobs through expanded 

trade with Mexico. The NAFTA will further that trend. Since 1987, when Mexico 

began to open its economy to foreign trade and investment, U.S. exports to Mexico 

have tripled, creating 400,000 new U.S. jobs. More fundamentally, trade is not a zero 

sum game. When practiced under fair and reciprocal rules, it increases economic 

efficiency and lifts incomes in both countries. Europe, for instance, has prospered 

within the context of an expanding common market that has steadily eliminated 

barriers to trade within the bloc and also embraced a less developed country such as 

Portugal. The more trade between Mexico and the United States, the richer Mexicans 

will become, and the more they can buy from the U.S. 

• Second, the NAFTA is integral to America's larger strategy of trade 

expansion and liberalization. Indeed, U.S. rejection of the NAFI'A could set back 
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our efforts to break the impasse on the General Agreement on Tariffs and Trade ) (GATT) and to press Japan and our European trading partners to lift restrictions on U.S. trade and inve.stment. It would call into question the credibility of U.S. economic leadership and its tradition of championing open markets and unrestricted commerce. If the United States - for all its problems, still the world's leading economic power - pursues a narrow, protectionist path, others are sure to follow. 
• Third, America's domestic economic renewal is inextricably linked to export expansion. Exports accounted for about 44 percent of economic growth from 1987 to 1992, significantly softening the impact of our own recession. Today, although exports to developed country markets are suffering, developing country markets are booming. In particular, sales to Latin America - the bulk of which are to Mexico - are expanding almost three times as fast as U.S. exports to the rest of the world. Continued export growth is critical for growing jobs at home. Exports generated nearly all of America's new manufacturing jobs from 1987 to 1992, and in 1990 these exports provided a record 7 .2 million jobs for American workers or an estimated 7.4 percent of total U.S. civilian jobs and 17.4 percent of the total jobs in the U.S. manufacturing sector. In other words, exports support more than one in six manufacturing jobs. 

• Fourth, the NAFTA is crucial to better hemispheric relations. A vote for NAFTA is a vote of confidence in Mexico's future. Passing the NAFTA will help Mexico consolidate its historic progress toward economic and political reforms; rejecting it will signal a U.S. shift toward a "beggar-thy-neighbor" attitude toward Mexico and, by extension, the rest of Latin America. Surely, most Americans would pref er to live beside a more prosperous, stable, and friendly Mexico rather than an impoverished, volatile, and resentful Mexico whose citizens flee north for opportunities they cannot find at home. At the very least, we must repudiate the ugly undercurrent ofnativism and prejudice that has accompanied the assault on the agreement. 

When the NAFT A is placed in a factual perspective, the reasonable conclusion is that it will neither be a panacea nor a curse for the U.S. economy. First, the tremendous difference in size between the U.S. and Mexican economies - the U.S. economy is about eighteen times larger - will limit the impact of NAFT A, positive or negative. Mexico simply is not capable of flooding the U.S. with cheap goods. Moreover, NAFI'A will not substantially change the rules governing Mexico's access to the United States, nor will it substantially alter the existing rules of investment for U.S. companies seeking to lower their costs with cheap labor. 

Second, U.S. investment flowing to Mexico is but a small portion of overall U.S. investment both at home and abroad. Compared to total nonresidential fixed investment in the United States of $548.2 billion in 1992, the direct investment by Americans in Mexico - $53.3 billion - was a mere statistical blip. 
Finally, the job losses and gains projected by both proponents and opponents 



must be compared to the overall job turnover rate in the United States. Most studies 
have projected some job gains due to the NAFTA The U.S. International Trade 
Commission projects that jobs gained will outnumber jobs lost by 35,000 to 170,000. 
The Institute for International Economics has estimated that 150,000 lost jobs will 
be offset by job gains of over 320,000. The most pessimistic study has estimated 
cumulative job losses of 500,000 over 5 years. However, all the numbers of the 
estimated employment impact pale in significance compared to the approximately 
eight million to nine million Americans who change jobs each and every year. 

The debate over the NAFTA brings Americans to a crossroads in the post Cold 
War era. One path - President Clinton's choice - leads to the progressive opening 
of world markets to trade and investment, on the view that America can and must 
win in global competition to generate good jobs and rising incomes at home. The 
other path - urged on Americans by an unlikely alliance of "America First" 
conservatives, special interest groups, and Ross Perot - leads to single reliance on 
protection for U.S. industries on the assumption that we cannot, for all our strengths, 
compete against the cheap labor of developing countries or even developed nations 
like Japan. 

Progressives should follow President Clinton on the first path - the path of 
confidence about Americas' ability to face and master change. Fears of cheap-labor 
nations are grossly exaggerated. If low labor costs were all that mattered, advanced 
countries' industries would have decamped long ago for the Third World. Other 
factors that determine plant locations - the education of the work force, technology, 
transportation and other infrastructure, a tradition of entrepreneurship, political 
stability and, above all, worker productivity - give America a decisive advantage over 
Mexico and most other countries. 

What unites the anti-NAFTA forces is a "can't win" attitude toward a world 
that still relies on U.S. economic leadership. For the sake of preserving specific jobs 
in specific industries, this new economic isolationism would deny all Americans the 
manifold benefits of unrestricted commerce; better and cheaper products, more rapid 
technological advance, access to global capital, and wider markets for our goods and 
services. 

The battle over the NAFTA thus presents a key political test for the 
Democratic Party. Support for free trade constitutes one of the party's most venerable 
and progressive principles. Democrats have long maintained that open trading favors 
the interests of average working families, while tariffs and trade protection favor 
narrow business and financial interests. 

Today, however, organized labor and other party constituency groups are 
demanding that Democrats junk that principle and instead seek to protect specific 
jobs rather than the interests of American workers in general. Many congressional 
Democrats understandably find it difficult to resist such demands by loyal 
constituents. Yet with Democrats now in control of both the White House and 
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Congress, the party's challenge is to demonstrate its capacity to govern in the nation's 
interests rather than legislate on behalf of narrow interests. 

While rejecting protectionism, progressives also should spurn conservative free­
trade orthodoxy. The Republican Party's "laissez-faire" trade policies of the last 
decade lost credibility by appearing to ignore the often jarring impact of global 
competition on American workers and communities. Now is the time for a new 
synthesis on trade policy, one that takes into account the plight of working Americans 
buffeted by sudden shifts in global patterns of investment and production as well as 
the opportunities created by open global trade. Trade expansion must work within 
a broader economic strategy that builds new sources of security for U.S. workers to 
replace those dissolving under the pressure of global competition. 

We must forge a new compact with American workers that offers new sources 
of opportunity and security for the era of global competition. Such a compact should 
include creation of a school-based youth apprenticeship system to raise skills among 
non-college bound youth, establishment of an Employment Insurance System to help 
workers whose economic security is threatened purchase career education and skills; 
substantial increases in the level of private investment in worker skill-training; and 
support for profit sharing, pay for performance, employee participation and 
ownership, and other means to create more flexible and democratic workplaces. 

The success of the Clinton Administration will be measured largely by its 
ability to make America more competitive, both at home and abroad. At the same 
time, opportunities must expand for all Americans, especially those with lower skill 
and education levels. To do so, our leaders must convince the American public that 
the benefits of competing in the global economy far outweigh the costs. The NAFTA, 
therefore, is a crucial test of America's resolve to face the future and of the Clinton 
Administration's ability to lead America beyond its fears to a new era of growth and 
economic leadership. 

Copies of the complete study, "The NAFTA and the National Interest: A 
Progressive Case for Trade Expansion," (Policy Report No. 17) are available from the 
Progressive Policy Institute, 518 C Street, NE, Washington, D.C., 20002. (202) 547-
0001. 
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future - about the capacity of American workers to compete in a rapidly changing 

world economy. In the face of change, many Americans would like to believe that they 

can throw up economic barriers and ignore the world beyond our borders. 
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in itself and in our ability to prosper in a profoundly competitive world. The NAFTA 

is a test case for how America faces its economic future . 
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comprehensive economic strategy for restoring U.S. growth and competitiveness in 

global markets. Notwithstanding the fear-mongering rhetoric of the NAFTA's 

opponents, there are at least four compelling reasons for Americans to rally behind 

the President's far-sighted policy of trade expansion: 
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our efforts to break the impasse on the General Agreement on Tariffs and Trade 1 (GA'IT) and to press Japan and our European trading partners to lift restrictions on U.S. trade and investment. It would call into question the credibility of U.S. economic leadership and its tradition of championing open markets and unrestricted commerce. If the United States - for all its problems, still the world's leading economic power - pursues a narrow, protectionist path, others are sure to follow. 
• Third, America's domestic economic renewal is inextricably linked to export expansion. Exports accounted for about 44 percent of economic growth from 1987 to 1992, significantly softening the impact of our own recession. Today, although exports to developed country markets are suffering, developing country markets are booming. In particular, sales to Latin America - the bulk of which are to Mexico - are expanding almost three times as fast as U.S. exports to the rest of the world. Continued export growth is critical for growing jobs at home. Exports generated nearly all of America's new manufacturing jobs from 1987 to 1992, and in 1990 these exports provided a record 7 .2 million jobs for American workers or an estimated 7.4 percent of total U.S. civilian jobs and 17.4 percent of the total jobs in the U.S. manufacturing sector. In other words, exports support more than one in six manufacturing jobs. 

• Fourth, the NAFTA is crucial to better hemispheric relations. A vote for NAFTA is a vote of confidence in Mexico's future. Passing the NAFTA will help Mexico consolidate its historic progress toward economic and political reforms; rejecting it will signal a U.S. shift toward a "beggar-thy-neighbor" attitude toward Mexico and, by extension, the rest of Latin America. Surely, most Americans would prefer to live beside a more prosperous, stable, and friendly Mexico rather than an impoverished, volatile, and resentful Mexico whose citizens flee north for opportunities they cannot find at home. At the very least, we must repudiate the ugly undercurrent ofnativism and prejudice that has accompanied the assault on the agreement. 

When the NAFTA is placed in a factual perspective, the reasonable conclusion is that it will neither be a panacea nor a curse for the U.S. economy. First, the tremendous difference in size between the U.S. and Mexican economies - the U.S. economy is about eighteen times larger-will limit the impact ofNAFTA, positive or negative. Mexico simply is not capable of flooding the U.S. with cheap goods. Moreover, NAFI'A will not substantially change the rules governing Mexico's access to the United States, nor will it substantially alter the existing rules of investment for U.S. companies seeking to lower their costs with cheap labor. 
Second, U.S. investment flowing to Mexico is but a small portion of overall U.S. investment both at home and abroad. Compared to total nonresidential fixed investment in the United States of $548.2 billion in 1992, the direct investment by Americans in Mexico - $53.3 billion - was a mere statistical blip. 
Finally, the job losses and gains projected by both proponents and opponents 
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have projected some job gains due to the NAFTA The U.S. International Trade 
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Democratic Party. Support for free trade constitutes one of the party's most venerable 
and progressive principles. Democrats have long maintained that open trading favors 
the interests of average working families, while tariffs and trade protection favor 
narrow business and financial interests. 

Today, however, organized labor and other party constituency groups are 
demanding that Democrats junk that principle and instead seek to protect specific 
jobs rather than the interests of American workers in general. Many congressional 
Democrats understandably find it difficult to resist such demands by loyal 
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Congress, the party's challenge is to demonstrate its capacity to govern in the nation's 
interests rather than legislate on behalf of narrow interests. 
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replace those dissolving under the pressure of global competition. 

We must forge a new compact with American workers that offers new sources 
of opportunity and security for the era of global competition. Such a compact should 
include creation of a school-based youth apprenticeship system to raise skills among 
non-college bound youth, establishment of an Employment Insurance System to help 
workers whose economic security is threatened purchase career education and skills; 
substantial increases in the level of private investment in worker skill-training; and 
support for profit sharing, pay for performance, employee participation and 
ownership, and other means to create more flexible and democratic workplaces. 

The success of the Clinton Administration will be measured largely by its 
ability to make America more competitive, both at home and abroad. At the same 
time, opportunities must expand for all Americans, especially those with lower skill 
and education levels. To do so, our leaders must convince the American public that 
the benefits of competing in the global economy far outweigh the costs. The NAFTA, 
therefore, is a crucial test of America's resolve to face the future and of the Clinton 
Administration's ability to lead America beyond its fears to a new era of growth and 
economic leadership. 
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Executive Summary 

Since unveiling its technology policy on February 22, the Clinton-Gore 
Administration has followed up with concrete actions designed to create jobs, 
strengthen America's technological and industrial leadership, and boost our 
standard of living-today and tomorrow. In the first 9 months, the 
Administration has: 

■ frovid_!d incentives for privete-sector reseatth an~pmeiirand · 
~ew business format~ by extending the R&D tax credit and~ 
capital gains tax for investments in small busin ses; 
· ■ Develope a ational Export Strate , including the elimination of 
export controls on computers and telecommunications that will free up over 
$30 billion in high-tech exports; 

■ Aggressil'ely pursued bilateral and multilateral trade agreements 
(NAFfA, U.S.-Japan, Uruguay Round) that will expand access to foreign 
markets for America's high-tech companies; 

■ Shifted Federal R&D priorities toward civilian technology, with dramatic 
expansion of initiatives such as the Advanced Technology Program, manufac­
turing extension, and the Small Business Innovation Research program; 
■ Promoted defense conversion through the highly successful Technology 
Reinvestment Project and comprehensive procurement reform; 

■ Invested in worker skills required for the high-performance workplace of 
the 21st century; 

■ Developed an action plan for the National Information Infrastructure 
• · ' and ordered the transfer of 200 MHz of specrrum from the Federal Government 

to the private sector to jump-start new wireless technologies; 

■ Forged industry partnerships in sectors such as electronics, autos (Clean 
Car), energy and environment, and advanced transportation; 
■ Expanded Federal investments in basic research through agencies such as 
the National Science Foundation; and 

■ Made better use of information technology a cornerstone of its efforts to 
"reinvent government," by, for example, moving toward electronic procure­
ment. 

TECHNOLOGY FOR ECONOMIC GROWTH 1 
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Collectively, these initiatives will lead to economic growth, the creation 
of high-wage jobs, a cleaner environment, and a continuation of America's 
leadership in basic science-goals established in the Administration's 
February 22 statement on technology policy. As noted in that document, the 
Administration believes strongly that: 

■ Technology is the engine of economic growth, accounting for over half of 
America's long-run productivity. 

■ Leadership in the use and deployment of technology is also essential for 
the achievement of other national goals, including sustainable development, 
energy efficiency, an industrial base capable of meeting our national security 
requirements, and a government that works better and costs less. 

■ The United States must establish a world-class environment for private­
sector investment, given the mobility of capital and technology in today's 
global economy. For that reason, tax, trade, macroeconomic, regulatory, and 
human resource policies are all key to making the United States second to none 
in the commercialization of new technologies. 

■ The Administration's technology policy will not be successful without 
the establishment of a genuine partnership with industry, labor, and 
academia. Given the rapid pace of technological change, government programs 
will not be successful unless they are tightly coupled to industry requirements. 

This document outlines the Administration's accomplishments and 
indicates its plans for the future. The President's technology policy is very 
much a "work in progress"- and the Administration welcomes suggestions for 
enhancing and accelerating these initiatives. 
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Technology for Economic Growth: 
A Checklist of Clinton Administration 
Key Accomplishments 

Establish clear policies for the Federal Government's role in civilian 
technology, including a shift in the Federal R&D balance for civilian 
technology toward a 50/50 ratio. 

✓ Developed within the Administration's first month an explicit, aggres"." _ 
sive plan for using technology to support America's economic growth. 

✓ Submitted and advanced a budget for FY 1994 that included an addi­
tional $2.6 billion investment in civilian R&D, moving the government 
toward greater civilian-military balance in Federal R&D support. 

Launch the Technology Reinvestment Project (TRP) to stimulate the 
transition from defense to civilian industrial capabilities. 

✓ Conducted a national outreach initiative to ensure maximum TRP 
participation by U.S. industry, generating 2,850 proposals for this 
unprecedented, ARPA-led multiagency program. 

✓ Selected 41 projects, accounting for $140 million in requested Federal 
matching funds-the first wave of grants to projects designed to create 
jobs by promoting new, dual-use technologies. 

✓ Planned to announce remainder of awards in this $472 million merit-
based program in November. 

Expand dramatically the Advanced Technology Program (ATP) to spur 
industry's development of high-risk, high-payoff commercial technologies. 
✓ Strongly endorsed the tenet behind this cost-shared program with 

industry to support high~risk, high-potential commercial technologies, a 
major change in policy from previous Adminisn·ations. 

✓ Designed the scale-up of the ATP to ensure that it has major impact on 
the U.S. economy and won congressional support for dramatic funding 
expansion for this program- to $200 million in FY .} 994, up from 
$68 million-at the Commerce Department's National Institute of Stan­
dards and Technology. 

✓ Planned to announce 60 new ATP awards to industry in FY 1994, plus 
three first-time srrategic program competitions. 
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Increase access to commercially user ul technology at Federal R&D 
agencies. 

✓ Made a clear break with prior Administrations by placing heavy empha­
sis on dual-use technology development by the Department of Defense 
to ensure that military and commercial sectors benefit mutually from 
technology advances and proposed an additional $260 million for this 
effon. 

✓ Declared goals and established a specific plan for strengthening and 
streamlining linkages between Department of Energy laboratories and _ 
U.S. industry. 

✓ Upgraded technology commercialization priorities at the National Aero-
nautics and Space Administration. 

Mobilize Federal resources and policies to support the National Informa­
tion Infrastructure (Nm. 

✓ Set an ambitious action agenda for a National Infonnation Infrastructure 
that clarifies private- and public-sector responsibilities and makes 
clear the f undamenral requirements for universal citizen access and 
commercial-sector benefits. 

✓ Organized a multiagency task force to coordinate the Federal 
Government's NII activities and to work closely with industry in carry­
ing out the action agenda and in addressing specific policy issues. 

✓ Congress passed an Administration initiative to transfer to the private 
sector a portion of the radio-frequency spectrum now used by Federal 
agencies, and to allow competitive bidding in granting new 
licenses- thereby promoting private investment in the National 
lnfonnation Infrastructure. 

✓ Initiated a grants program to ensure all Americans have access to the 
NII and won congressional approval for $26 million to begin the 
initiative. 

Promote technology-based exports by revamping and lib~ralizing govern­
ment export control and promotion programs, and by establishing and 
carrying out supportive trade policies. 
✓ Completed a major review of government's trade promotion and export 

policies and opemtions and developed a strategy to boost U.S. exports 
by 60 percent and generate 6 million new jobs by the year 2000. 
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✓ Took initial steps to reduce export controls on U.S. computer, 
supercomputer, and telecommunications products-with massive world 
markets-raising the threshold for licensing computer exports, and 
proposing a dramatic change in the definition of a supercomputer and 
removal of prior expon licensing requirements for most telecommu­
nications exports. 

✓ Began to streamline and improve the government's export promotion 
programs, creating a pilot one-stop shop to eliminate the maze of 
Federal offices that exporters must now contact. 

✓ Advanced the NAFfA agreement, which is expected to bring substantial 
benefits for U.S. technology-based industries and workers. 

Establish a network of manufacturing extension centers to assist small and 
medium-sized businesses to modernize. 

✓ Created a comprehensive plan to scale up from seven government­
supported centers to a nationwide network of 100 centers in a Manu­
facturing Extension Partnership by 1997. 

✓ Jump-started this national network through the defense Technology 
Reinvestment Project, and gained congressional support to fund addi­
tional centers in FY 1994. 

Make worker training and education more accessible and more productive 
to better prepare the American workers of tomorrow. 

✓ Established a new Office of the American Workplace in the Department 
of Labor to speed the adoption of high-perfom1ance work pTacticcs, 
including people-oriented technology strategies. 

✓ Initiated a thorough review of federally funded retraining and assistance 
programs with the aims of consolidating the patchwork of existing 
services and of improving program effectiveness. 

✓ Proposed creation of a national system of standards for occupational 
skills to improve the match between workers' skills and businesses' 
workforce needs. (Legislation is pending in Congress.) 

✓ Advocated an initiative to build an effective schooHo-~ork system that 
prepares young people for high-skill, high-wage jobs. 

Create new Federal laboratory partnerships with industry to strengthen 
U.S. economy and create jobs through the development and commercializa­
t.ion of technology. 
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✓ Established a partnership with the auto industry for a new generation of 
more energy-efficient vehicles. the Clean Car Initiative, and agreed 
upon aggressive, far-reaching goals. 

✓ Entered into a record number of Cooperative Research and Development 
Agreements between Federal technology agencies and U.S. industry, 
with an additional 1,600 new joint projects expected this year. 

✓ Began or strengthened collaborations with industry through consortia 
covering semiconductor electronics, display technology, textiles, 
biosensors, aerospace alloys, polymer blends, and microelectro­
mechanical systems. 

Create a business environment that fosters innovation and forward-looking 
private-sector investments. 

✓ Won congressional approval of tax incentives for private-sector invest­
ment in R&D and new business formation, including a 3-year extension 
of the R&D credit and a targeted capital gains reduction for investments 
in small businesses. 

Harmonize environmental and economic objectives and improve efficiency 
in the use of energy resources. 

✓ Developed a strategy for reducing the growth of greenhouse gases 
linked to global wanning. including initiatives relying on increased 
energy efficiency that will stimulate technology investments and 
strengthen the U.S. position in the global environmental marketplace. 

✓ In addition to the Clean Car initiative, launched separate initiatives: to 
fund a long-term Federal R&D effort for natural gas and to develop 
environmentally sound technologies-and to boost exports of these 
technologies. 

Orgrini7..e government technology efforts to perform more efficiently and 
effectively, and to work more closely with the private sector. 

✓ Created a strong, new National Science and Technology Council, 
replacing numerous Federal comminees to better coordinate technology 
plans and programs across the government and with industry. 

✓ Championed key legislative proposals to increase coordination across 
government agencies and to improve the effectiveness of Federal tech­
nology programs. 
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✓ Made advanced civilian technology a top priority at the Commerce 
Department for the first time and developed a department-wide strategy 
for meeting industry's technology-related development, commercializa­
tion, and trade needs. 

✓ Launched a wide-ranging effon to reinvent government, including the 
start of a major push to capitalize on new technologies to revamp 
Federal agency operations and better serve industry and the public. 

Maintain U.S. leadership in basic science, mathematics, and engineering. 
Worked with the Congress to increase the National Science Foundation'~ _ 
FY 1994 budget by 11 percent to a total or $3 billion, providing: 
✓ Strong suppon for fundamental research critical to manufacturing, ad­

vanced materials, environmental technologies, and biotechnology; 
✓ Establishment of a technical education program geared to community 

colleges; and 

✓ Doubled support for modernizing academic research facilities and 
instrumentation. 

TECHNOLOGY FOR ECONOMIC GROWTH 7 
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Putting Technology to Work for America's 
Future 

On February 22, the Clinton Administration issued Tech,wlogy for America's 
Economk Growth, A New Direction ro Build Ecorwmic Strength, enunciating a 
technology policy that takes a realistic and comprehensive view of intensifying 
global economic competition. This policy recognizes that industry is the 
primary creator of new technology and the main engine of sustained economic_ 
growth. It assigns the Federal Government a supporting role, performing as 
partner to industry by facilitating technology development and application. 

The February repon provides a blueprint for a far-reaching set of 
specific actions. At its foundation are three central goals that provide touch­
stones for the government's overall role in science and technology: 

■ Long-tenn economic growth that creates jobs and protects the environment; 

■ A government that is more productive and more responsive to the needs of 
its citizens; and 

■ World leadership in basic science, mathematics, and engineering. 

Since February, the Administration has put into place programs and 
initiatives to fulfill these goals. Manufacturing research programs have been 
expanded, education and training programs have been restructured, the entire 
Federal Government is examining its operation and reinventing itself, and basic 
research in science and engineering is benefiting from a sustained level of 
investment. 

Meeting the Challenges 

As the pace of technological progress accelerates and other nations increase 
their mastery of technology development and application, the public and private 
sectors must confront together the challenge of devising and carrying out 
strategies that foster innovation and enable U.S. industry to realize the commer­
cial benefits of new technology. 

Challenges abound. One is to respond to the increasing complexity and 
uncertainty of technological innovation, engendering costs and risks that may 
be too great for even the largest of fums to undertake on their own. Another is 
to maintain a vigorously competitive high-technology sector, where average 
annual compensation exceeds by 20 percent the average for all manufacturing. 

8 TECHNOLOGY FOR ECONOMIC GROWrn 
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High-technology products account for a rapidly increasing share of world 
manufacturing output, nearly doubling to about 35 percent since 1980. 
The United Stat.es, however, has not benefited fully from the boom in high­
technology markets. Over the last decade, expons of high-technology products 
as a share of all U.S. merchandise exports increased only about 4 percentage 
points. Imports of high-technology goods grew much more rapidly, recording a 
20 percentage-point jump in the share of all U.S. imports. Consequently, the 
U.S. share of global shipments of high-technology goods dropped by one-tenth, 
from 40 percent to 36 percent- of the world total. 

New technology also is vital to the health of conventional industries, -
leading the way to market-building improvements in existing products and 
services, manufacturing processes, and overall business performance. In the 
service sector, the tools of the Information Age-with each new generation of 
technology growing in capability and flexibility- help create new opportunities 
for business growth. 

New technology also underpins productivity increases, job creation, and 
gains in wages. The real wage of the average American worker increased 
eightfold over the last century, the direct result of an eightfold increase in 
average productivity. Advances in technology- better machines, organizational 
improvements, and more-skilled workers-account for as much as three-fourths 
of this productivity growth. In recent decades, however, declining rates of 
investment in production technologies have contributed to sluggish productivity 
growth. At the same time, the educational system has not produced adequate 
numbers of workers prepared for the modem workplace, resulting in a large 
pool of low-skilled workers being relegated to low-wage jobs. Over time, 
lagging invesunent in new technology contributes to a less-skilled workforce 
and, in turn, to worsening employment opportunities (lower-quality jobs and 
lower wages). Although technological change can be disruptive to segments of 
the labor force, the consequences of rejecting technological change are far 
worse. 

TECHNOLOGY FOR ECONOMIC GROWTH 9 
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The NAFTA implementing bill gives a priority to NADBank in foreign aid appropriations, and would come at the 
expense of other aid. 

There is IlQ impact on other 150 account discretionary budget appropriations programs since this is in the 
mandatory accounts for FY 95. 

Congress and the Administration will need to decide 
where the out-year funding for the NADBank will come 
from within either the mandatory or discretionary 
accounts. 

The u.s. is in arrears to the multilateral development 
banks already: we can't afford another one. 

We need to address the MOB arrears problem, and set 
priorities for the 150 account. 

The NADBank is an important component of the NAFTA 
legislation to provide for border environmental 
cleanup. 

Inclusion of the NADBank in the NAFTA legislation 
violates the Appropriations Committee's prerogative to 
oversee foreign aid appropriations. The Committee was 
given no opportunity for substantive input. 

The House Rules Committee approved a general waiver of 
all budget points of order. 

The members of the Appropriations Committee have had the same opportunity as other members to make their 
views known on the NADBank. 

The House Banking Committee held a hearing on the 
border cleanup and NADBank, at which the Chairman of the Foreign Operations Appropriations Subcommittee 
testified. 

Mexico is a poor credit risk and the U.S. will end up picking up Mexican obligations to the NADBank. 

Mexico is a good and improving credit risk. It has 
substantial reserves and good economic policies. Its 
new bond issues are trading at par. 

Mexico will share equally in the capitalization of the 
NADBank and is capable of easily meeting its 
obligations. 
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never extradited one of it.~ citizens for crimes committed in the United States. While souroes said 
the Mexican government hat become more responsive to Shaw's concems since ~c NAFTA 
debate shifted into biJh iear. the Mexicans so far have been reluctant to provide written 
assurances - apparently for fear of appearing to cater e,c.ceuively to U.S. inte1·est.11. 

Meanwhile, the general lobbying pressure on Shaw elso has kicked into high gear. Leading 
NAFTA opponent Ross Pe1-ot visited Shaw three times last week. And Shaw was slated to have 
lunch today with a high-profile NAFTA backer. Lee Iacocca. 

Rule Approved For NAFTA Floor Debate Wednesday 
The House Rules Committee today approved a rule for the House to de-bate for eight hours 

and vote on the North American Free Trade Agreement Wednesday, although some NAFrA 
opponents objected to a waive1· of all budget points of order - and suggested some elements of 
the accord could face court battles. The eight hours of debate will be divided into four equal 
segments. Two hours each will be controlled by Ways and Means Chairman Rostenkowskf, 
who favors NAFT A; Majority Ltader Gephardt, who opposes it; Minority Leader l\.1ichel a 
NAFf A advocate; and Rules ranking member Gerald Solomon, R-N .Y., a NAFT A opponent. 

The primary complaints before the Rules panel focused on the North American Develop­
ment Bank, which is considered an appropriation in a legislative bill. Foreign Operatiom 
Appt"Opriation.~ Subcommittee Chairman David Obey. D-Wis., oomplain"d the NAFI'A 
implementing bill gives priority to the NADBank in foreign aid appropriations and that the 
funding would come at the expense of other aid. "The Appropriation.! Committee was offered no 
opportunity for substantive input.," Obey complained, contending there is "no real possibility to 
provide financing for that bank afte1· the first year.'' Obey sought separate debate time on die 
issue, but the panel rejected the request. 

The panel agreed by voice vote to approve the 1'\Jle, ai1d even Solomon, a NAFfA 
opponent, said attempts to amend the bill through l:he 111le would be viewed as obstiiictionist. .. It's nol a good nilc, but there's nothing you c.sn do to prevent i~•~ he said. Solomon also 
suggested the bill has constitutionality problems, and object~ to the inclusion of the supp l~men­
ra.l agreements in the legislation that earu1ot be amended under fast track rules - but which were 
negotiated aftei· fast track authority exph-ed. He predicted there would be court action if NAFf A 
is approved. 

HOUSE RACES 
Valentine Announces Retirement, Cites Age, Family 

Rep. Tim Valentine, D-N .C., first elected to tho House in 1982, announced th.is aftem.oon 
he would not seek re-election next year - becoming the 16th Houae member to retire or seek 
higher office in 1994. Afler a floor speech aimounoing: his intentions. Valentine. 67, said he 
decided to 5tep aside because he wanted to spend more time with his family and cited age as a. 
factor. "I will be 68 years old nexc year,'' Valen.tine said. "I will have served here 12 years. I think 
it's time to tum this responsibility ove1: co 1t younger person.•· 

State political observers had speculated that flack over Valentine· s suppo11 for the Clinton 
budget plan this year had made a re•election campugn more difficult, while others surmised 
Valentine wos unxious to retum home. State Rep. Bobby Ray Hall had announced he would take 
011 Valentine in the Democratic pdmary, representing a cha1lenge on VaJentine's right flank. 
State school superintendent Bobby Ethel"idge, a Democrat, has indicated he will announce and at 

~ 001 
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NADBANK& IMPACT ON FOREIGN AID 

QUESTION: Does NADBank displace other forms of foreign aid? 

ANSWER: 

o The NADBank is not foreign aid. It is a development bank that will finance projects along the border which are either in the United states or are projects in Mexico that have a direct impact on the United States. 

o The FY 1995 funding for the NADBank {$56 million) will not displace FY 1995 discretionary appropriations for foreign 
aid since it is part of the NAFTA implementing legislation, which makes it a mandatory expenditure. 

o The Administration and Congress will have to decide where the out-year funding for the NADBank will come from within either the mandatory or discretionary accounts. 
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NADBANK FUNDING POINT-OF-ORDER? 

Question: Is the funding mechanism for the first year advance appropriations a violation of the Rules of the House? 
Answer: The House Rules Committee has voted to include in the rule for NAFTA a waiver of a technical point of order concerning appropriations for the first year of the NADBank. With this waiver, there is no longer any violation of House rules. 
In the absence of the waiver, a point of order could be raised against the bill because the bill includes appropriations on an authorizing bill. However, there is a strong basis for seeking a waiver of this rule in the case of fast-track consideration of NAFTA. 

Fast-track procedures for a legislative issue dictate that there is only one piece of legislation that can be voted on for that item. This affords fast-track protection to all facets of the legislation. Any facets of the legislation that are necessary and appropriate for implementing the legislative goals are allowed to be and need to be included in that single piece of legislation. The NADBank -- including its appropriation for at least one year - - are necessary provisions for implementing NAFTA. They provide for capitalizing larger amounts of funding that are needed to address critical border environmental and infrastructure issues, as well as community development issues. Such funding could not be begun without at least one year's appropriation locked in. 

Therefore, if this appropriation for the first year of NADBank, is to be accorded fast-track protections, it must be included on the NAFTA authorizing statute. Since such inclusion could be subject to a point-of-order, the waiver of the point-of-order becomes both necessary and justified. 
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BORDER CLEAN-UP: IMPACT ON U.S. TAXPAYER 

QUEST:ION: Will cleaning up the Mexican border be shifted to the backs of the U.S. taxpayer? 

ANSWER: 

o No. The arrangements emphasize user fees, which will be paid by those who cause the pollution and will bring in private funding. Polluters will pay. 

o Thus, the costs to government will be minimized and shared by the federal, state and local governments on both sides of the border. 

o The border clean-up problem predates NAFTA. NAFTA is part of the solution, not the problem. 

o The only new U.S. federal funding is the $225 million to capitalize our share of the NADBank, of which $56 million are included in the NAFTA implementing legislation. This will be leveraged into $2-3 billion in financing through borrowings in the capital markets. This route is much less costly to the u.s. taxpayer than increased grants. 

o The Border Environment Cooperation Commission (BECC) and the NADBank will mobilize and leverage financing from private sources, existing state and local programs, Mexican grants and World Bank and other international loans to Mexico. 
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BORDER CLEAN-UP: IS IT ENOUGH? 

QUESTION: Is this enough? Can it do the job? 

ANSWER: 

o It is ironic that opponents say this proposal would both do too little and cost too much. Which i s it? 

o We think we have covered the priority areas -- and for mi nimal additional costs. 

o The cost of border clean-up has been estimated at between $6.5 billion cu ~s./Mexico Business Council) and $8.0 billion over the next decade to cover the priority needs of wastewater treatment, drinking water, and municipal solid waste. 

The $8.0 billion estimate is consistent with the Sierra Club estimates for these same priority needs. 

The overall sierra Club estimate (some $21 billion) encompasses a much more ambitious program of road construction, support for displaced Mexican farmers, as well as air pollution and hazardous waste which are being addressed through other mechan~sms. 
o We believe that the combination of existing and new mechanisms can generate $8.0 billion in financing. 

$2 billion on the u.s. side from existing sources (state/federal support for the colonias, state revolving funds, municipal bonds); 
$2 billion from the multilateral development banks; $4 billion from new or joint financing mechanisms (private sector sources, U.S . -Mexico grants, the NADBank) 



11 / 16 / 93 19 : 35 '5'2026220081 
dl::ldbc'.c'.IQIQtH 

TREAS INTL AFFS (4]008 / 011 

MEXICAN CAPITAL AND NADBANK LEVERAGE 

QUESTION: Isn't Mexico too poor to leverage their share of 
capital? Won't their obligation fall on the backs of 
the U.S. and our taxpayers? 

ANSWER: 

o The Mexican obligation to the NADBank will not fall on the U.S. taxpayer. 

o Mexican capital contributions to the NADBank will be the same as the United States: $225 million in paid-in capital and $1.275 billion in callable capital to the NADBank. 

Given its reserves, resources and access to funding, Mexico is capable of easily covering its callable 
capital. 

Furthermore, we do not expect the NADBank callable 
capital ever to be called; there has never been a call on callable capital in any of the development banks. 

o Once fully capitalized, we anticipate that the NADBank will initially be able to provide at least $2.0 billion in lending and guarantees. 

o As capital markets become more familiar with the NADBank and its operations, we expect that over time NADBank operations will generate some $3 billion or more in financing, given U. S. creditworthiness and the expectation that Mexico would improve its creditworthiness under NAFTA. 

o The experience of the World Bank is enlightening. 

Its total outstanding loans and commitments are now 
almost as much as its total capital, and its cumulative lending since its inception is greater than its 
capital. 

It currently leverages financing on the capital of both its industrialized country members and its developing country members. 
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NADBANK AND U.S. SOVEREIGNTY 

QUESTION: Will the Border Environment Cooperation Commission 
(BECC) and the NADBank impinge on U.S. sovereignty? 

ANSWER: 

o No. The BECC and the NADBank have no sovereign power of their own. 

@009/011 

o They can only offer their services to state and local bodies and assist them in coordinating, overseeing and financing environmental infrastructure projects. 

o Communities can choose to use the BECC and the NADBank or not. 
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THE BORDER FSVlRONMENT COOPERATION COMMISSION (BECC) AND 
THE NORTH AMERICAN DEVELOPMENT BANK (NADBANK) 

Final agreement has been reached with the Mexican Government on new binational 
mechanisms to facilitate border environmental clean-up and to provide additional support for 
community adjustment and investment related to NAFrA. This agreement, reached after months 
of negotiations, ensures that the United States and Mexico will work together to address the 
environmental problems that plague the border region between our two countries. Special 
priority will be placed initially on wastewater treatment, water pollution, and municipal waste 
problems. Two new organizations will be created: · 

(1) A Border Environment Cooperation Commission to assist border states and local 
communities in coordinating, designing; and financing environmental infrastructure 
projects with cross-border impact. The degree of local and public participation will be 
unprecedented, including strong representation on the Commission's Board of Directors 
and Advisory Council, as well as public notification and comment on proposed projects. 

(2) A North American Development Bank (NADBank) to provide $2 - 3 billion in financing 
for both border environmental projects and, more broadly within the U.S., for NAFrA­
rclatcd community adjustment and investment. The U.S. and Mexico will each provide 
$225 million in paid-in capital over a 4-ycar period to leverage financing. Ten percent 
of the U.S. and the Mexican shares of the NADBank will be available for community 
adjustment and investment. The U.S. shares should generate at least $200 million in 
financing by complementing existing small and rural business assistance programs. 

The binational agreement reflects an unprecedented degree of local involvement and 
public comment for border projects. It will help to maximize private sector financing and 
minimize the budget cost to the U.S. Government. The new accord underscores how NAFTA 
has fostered a new level of cooperation on the environment between our two countries. 

Border Enyjrnuroent Cooperation Cgmroie!on 

The Border Environment Cooperation Commission (BBCC) will work with the affected 
states and local communities and non-governmental organiutions in developing effective 
solutions to environmental problems in the border region. The BBCC will certify projects to 
the NADBank and other financial institutions. To be eligible, projects must observe the 
environmental laws for the place where the project is to be loca~ or carried out. For a project 
with significant transboundary effects, an environmental assessment shall be presented and the 
Board shall determine, in consultation with affected states and localities, that the project meets 
the necessary conditions to achieve a high level of environmental protection for the affected area. 

The BBCC will have a binational Board of Directors and decision-making procedures 
structured to ensure that the views of affected states, local communities, and members of the 
public will be fully taken into account. Each country shall have five members on the Board of 
Directors: the senior environmental official; the commissioner of the International Boundary and 
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Water Commission; a representative from a border state; a representative from a locality in the border region; and a member of the public who resides in the border region. The Commission 
will be required to consult with an Advisory Council of 18 members-nine from each country­that will include representatives of state or local governments or community groups from each 
of the border states, and members of the public, including nongovernl!lffltal organi7.ations. The Commission will establish procedures for public participation, including written notice and 
opportunity to comment on general guidelines and on applications for certification of projects. 

The BBCC will seek to mobili7.e private capital to the maximum extent possible in order 
to leverage government financing. Arrangements for servicing the debt will encourage reliance 
on fees paid by those causing pollution. The BECC can mobili7.e sources of financing for 
environmental infrastructure projects from the ·North American Development Bank; direct 
government support, such as grants, loans, and guarantees from federal, state and local 
governments; and the private sector. 

North American Deyelo.pment Bank <NADBankl 

The North American Development Bank (NADBank) will be capitaliffil and governed 
by the two countries. Its purpose is to finance projects certified by . the Bonier F.nvironment Cooperation Commission, and provide support for community adjustment and investment. The 
NADBank's capital shares ($450 million of paid-in capital and $2.55 billion of callable capital) 
will be contributed equally by the United States and Mexico. It is envisaged that the Banlc will 
be able to make some $2 billion or more in loans and guarantees, with an upper limit of $3 
billion. The Bank will be governed by a six-member board, with an equal number of representatives from each country. The Bank will evaluate the financial feasibility of projects 
certified by the BECC and provide financing as appropriate. 

The United States and Mexico also have agreed that up to 10 per cent of the resources 
of the Bank will be made available, on an equal basis, for community adjustment and investment 
in both countries, which need not be in the border region. The United States will implement 
the program by tapping into existing federal credit programs, such as the Small Business . 
Administration's Section 7(a) loan guarantee program and the Rural Development 
Administration's Business and Industrial Loan Guarantee program. Pursuant to an agreement 
with NADBank, a participating federal agency will issue and administer loans or guarantees on 
behalf of the NADBank to borrowers meeting both that agency's lending criteria and additional 
criteria reflecting the purposes of the community adjustment and investment window. The NADBank will transfer money (up to $22.5 million of its paid-in capital} to participating fedelal 
agencies to pay the subsidy costs and, if appropriate, other costs of this program. 

The U.S. community adjustment window is designed to ensure broad public participation. An Advisory Committee, that will include low income community representatives and non­
government organimtions, will be created to provide advice on critical issues and the program's 
guidelines. Through appointment of an ombudsman, the prpgram will establish procedures for 
responding to the public and providing independent inspection of the operations of the window. 
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NADBANK FUNDING POINT-OF-ORDER? 

Question: Is the funding mechanism for the first year advance 
appropriations a violation of the Rules of the House? 

Answer: The House Rules Committee has voted to include in the 
rule for NAFTA a waiver of a technical point of order concerning 
appropriations for the first year of the NADBank. With this 
waiver, there is no longer any violation of House rules. 

In the absence of the waiver, a point of order could be raised 
against the bill because the bill includes appropriations on an 
authorizing bill. However, there is a strong basis for seeking a 
waiver of this rule in the case of fast-track consideration of 
NAFTA. 

Fast-track procedures for a legislative issue dictate that there 
is only one piece of legislation that can be voted on for that 
item. This affords fast-track protection to all facets of the 
legislation. Any facets of the legislation that are necessary 
and appropriate for implementing the legislative goals are 
allowed to be and need to be included in that single piece of 
legislation. The NADBank -- including its appropriation for at 
least one year -- are necessary provisions for implementing 
NAFTA. They provide for capitalizing larger amounts of funding 
that are needed to address critical border environmental and 
infrastructure issues, as well as community development issues. 
Such funding could not be begun without at least one year's 
appropriation locked in. 

Therefore, if this appropriation for the first year of NADBank, 
is to be accorded fast-track protections, it must be included on 
the NAFTA authorizing statute. Since such inclusion could be 
subject to a point-of-order, the waiver of the point-of-order 
becomes both necessary and justified. 

~002 
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Dear Mr. Oiaimun: 

At the r~t of the aJmmirtce staff. the Congrelsioml Budget Office has 
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