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EXECUTIVE SUMMARY 

As the nearly 3-year debate over the merits and possible consequences of NAFfA 
comes to a close, both proponents and opponents of the agreement have cited numerous 
economic studies to support their arguments. Too often, proponents and opponents on both 
sides of the debate have been overreaching when they use these studies. 

For example, last week the Office of the Special Counselor to the President for 
NAFfA issued a statement claiming that "nineteen of twenty comprehensive studies" 
indicated that NAFfA would produce positive ul or nited States. But the math 
in that conclusion is seriously flawed, includin double countin me studies, and exclud-
_ing others. This biases their results towards & ·ded view of these studies. (A f II 
explanation of the difficulties follows the section entitled "List of Models in JEC Report, 
which comes after the Summary.) 

In order to clarify the use of these studies for public debate, the staff of the Joint 
Economic Committee (JEC) has analyzed sixteen major NAFfA economic impact studies. 
In determining which studies to include, the JEC staff analyzed the largest predicted 
aggregate impact on the U.S. economy reported in each of the sixteen studies. Ten claim 
generally favorable or neutral outcomes from NAFfA, while six reach mostly negative 
conclusions about the potential impact of NAFfA on the U.S. economy and labor force. 

Although some NAFfA proponents have used the preponderance of supposedly 
positive studies to create the perception that the economic evidence all overwhelmingly 
supports NAFfA, this analysis concludes that, in fact, the predictions of the studies are 
widely contradictory and the utility of the studies in reaching policy conclusions on NAFf A 
is extremely limited. 

NAFTA,TRADE,ANDINVESTMENT 

Most public debate on NAFfA is focused on the fact that NAFfA eliminates tariffs 
and other trade barriers over a 15-year transition period. Although Mexico during the 1980s 
unilaterally reduced its top oriff rate from 100 percent to 20 percent, there are still average 
Mexican tariffs of 10 percent on U.S. goods. U.S. tariffs on Mexican goods average 3.5 
percent. Much of the NAFfA debate has concentrated on these tariff barriers. 

But it is important to understand that, despite its name, NAFfA is far more than a 
trade agreement. Another central purpose of the agreement is increasing foreign investment 
in Mexico. As noted by the Congressional Budget Office, NAFfA is meant to "to attract 
and productively absorb foreign capital," and to make Mexico "more attractive for U.S. 
investors" (1993, p.iii). 

Unlike the environmental and labor side agreements, which were recently added to 
NAFfA, the investment provisions are central to NAFfA's design and goals. NAFfA 
imposes a comprehensive set of obligations for each nation regarding treatment of foreign 
investors. It assures the rights of investors, including bringing back profits at favorable 
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·. exchange rates, special ci1sputtt resdlution -pfdcedures etlfbrced by trade sanctions, and 
equivalent regulatory and legal treatment for U:S. firms operating in Mexico. 

The central nature of investment in NAFTA can be highlighted by a comparison 
with labor law standards. For investor rights, U.S. negotiators identified a series of specific 
issues in Mexican law and regulation that they wanted to change. For labor law standards, 
no specific changes in Mexican law or practice were demanded or negotiated. 

The importance of investment means that studies evaluating NAFfA's effect on the 
U.S. economy should focus not only on trade impacts~ but on possible investment impacts 
as well. Otherwise, they fail to incorporate one: of th~ two central thrusts of NAFTA. 

THE KEY ISSUES 

Six important issues must be addressed in any thorough consideration of NAFfA: 

• Investment - Will NAFfA enc;ourage significantly higher levels of new in­
vestment in Mexico, particularly investment diverted from the United States? 

• Trade - Will NAFfA have a significant impact on import and export patterns 
between Mexico and the United States, and on the overall balance of trade 
between the two nations? 

• Immigration -Will NAFfA affect the level of immigration from Mexico to the 
United States? 

• Net Job Changes - Will NAFfA have a positive or negative net job impact on 
employment levels in the U.S.? 

• Gross Job Losses -Will NAFfA cause significan~ gross job losses in the U.S.? 

• Impact on Wages - Will NAFfA have any effect on wages in the U.S.? 

Although all of these questions are important.. there .is no single NAFTA study that O..~ 
represeriisathorough and comprehensive approach to this fnl) range of economie-que-stiens. ~ 
1::.. 11------f- th . . d. d...1..... . · ~{' +1-. • b OYl,l(Q..e_, _,,, .c..aC - _Q_ _ __ e economic unpact Stu 1es a ~uu;;sses.....one..:_Qr_mo..re ..... Mu,u_e~mts_,_ ut none o iy_J 
. ~~rii~analyze all the questions simultaneously. Therefq_1yj_QQ_t.b:,PQlic;y_!!!~~i:s ?11d_ the public --tA.€ --~ \-w.1.J ·: 

. :SJi.~~::lrr~~~ctions..iifJbu ;ID<2us1'!IBA slllQLes_are, at bes\ 0 if';;_~ t>i 

1. The Assumptions of Economic Models Determine Outcomes 

The predictive utility of the NAFf A impact studies is inherently limited, because 
they each begin with assumptions that limit the. possible conclusions that can be reached. t

---......._ . ~ll­
j)U~V 
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All economic models must make simplifying assumptions in order to solve their 
equations and produce statistical findings. But the particular assumptions underlying any 
economic model heavily influence the projections that flow from that model. 

Many of these studies assume away major economic issues. Sometimes these 
limiting assumptions are unrealistic. In other cases, the original assumptions mean that 
studies cannot address basic questions about NAFfA. 

It should be no surprise that many of the models that assume favorable economic (M, Wvl -h0J--
conditions reach favorable conclusions about NAFfA. For example: . _ tJ 

• Ten of the models begin by assuming that no investment will be diverted from] ~ ~;_, c, 
the U.S. to Mexico, and are therefore unable, by design, to conclude that the U.S. r0 CLL<,na!;Lt 
could suffer job losses because of shifted investment ~ 

• Seven of the models begin by assuming that the U.S. will experience no ne~ {JJ~l-V) 
change in its employment levels in the future. These models are therefore by ~ ~ 
design unable to conclude that the U.S. could lose jobs under NAFfA. /v. 

The four studies that predict net job gains for the U.S. begin by assuming no cR-< \,f .. c, ~J 
diversion of investment from the U.S. to Mexico. /YV,;"l'Y-

• Four of the five studies that forecast rising U.S. wages begin by assuming no neJ 
employment change in the U.S., and thus cannot predict any loss of U.S. jobs, 
removing from consideration one factor that might put downward pressure on 
wages. 

• Thirteen of the models contain no prediction about possible changes in Mexican] 
immigration to the United States, and therefore are unable to address this issue 
and its possible economic consequences. 

2. Most Models Do Not Test Alternative Assumptions 

In order to assess the impact of these limiting assumptions, it is good practice to 
vary the major assumptions, such as full employment and investment diversion, and see if 
major changes result in the conclusions. But . many of the studies do not conduct these 
alternative tests that alter the major assumptions. Studies that do alter major assumptions 
underscore the danger of relying on studies that do not because when major assumptions 
are changed, the results are strikingly different. 

One study does allow most major assumptions to vary in different combinations, 
permitting side-by-side comparisons of virtually the full range of issues that concern most 
people in the NAFTA debate, including full employment and investment diversion. The 
results range from close agreement with NAFfA proponents when their set of assumptions 
are used to a "maximum displacement" scenario that produces sharply negative results when 
testing the effects of investment diversion, possible job loss in the U.S., and improved 
productivity in Mexico. This study even includes a "social NAFfA" model, testing the 
impact of higher labor standards in Mexico and domestic investment in the U.S. and 

bvJi,_ -[Le.,~ 
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Canada, which produces gains for all three nations. Other studies would be more credible 
and useful if they had conducted comparable tests. · · 

3. Many Models Stretch Economi~ _Reality . 

In addition to the limitations im~s~'.-by, assumpii~n.s ,and the wide variation in 
empirical findings, many of the studies are implausible in light. of economic realities. For 
example: ·. . · · . . · : , ·. ·· · 

--~·-: :_ ';.;:\~ ., ".!~: .1:f :": ... :,.·:::-~·;.tt•~· 

• One study has predicted that ahnbst 6' 'Qlillion' u:s~_ manufacturing jobs are "at 
risk" of moving to Mexico. This i~ highly implausibl~; The six million manufac­
turing jobs represent about 50 per:cerit of_all U.S .. production worker jobs. Ac­
commodating such a massive shift would_ require infrastructure development, new 
construction, capital investment, and worker training on a scale that is well be­
yond the capability of the Mexican economy. 

• On the other hand, another study ·forecasts' an increase in the U.S. of over 2~8 
million jobs because of NAFTA.'·But the ·U.S. Department of Commerce esti~ 
mates that it takes $1 billion in U.S. exports to support 19,600 U.S. jobs. There­
fore, an additional 2.8 million new U.S. jobs attributable to increased U.S. exports 
to Mexico would require NAFTA to cause roughly $140 billion in new U.S. 
economic output. That would require a ripple effect that would be equal to 350 
percent of 1992's exports to Mexico of $40.5 billion. Oearly, this is not a 
reasonable conclusion. 

• Several pro-NAFTA studies also predict U.S. job growth as a result of increasing 
net_ exports to Mexico, arguing that Mexico can continue to import U.S. goods 
at a high rate. But Mexico's ability to import U.S. goods may already be slowing 
down. In the first eight months of 1993, there has been a 52.6 percent reduction 
in the U.S. trade surplus with Mexico; -as U:S'. export growth has slowed from 22 
percent in 1992 to a projected two ·pe:Feent growth ':in 1993. This slowdown 
should be viewed in light of Mexico's balance of payments, which has swung 
away from a three percent surplµs; 0(.GDPii.n , 19~7Jo a seven percent of GDP 
deficit. This deterioration probably' cariiiot continue· without some adjustment 
mechanism. If Mexico was force.d:Jo devalue the peso to improve its trade bal­
ance, as it did in the 1980s, this could raise the relative cost of U.S. goods and 
depress Mexican wages and liviI:1g standards, reducing U.S. exports to Mexico. 

WHAT CAN BE LEARNED FROM THE MODELS 
' 

Confronted with this range of assumptions, techniques, ~d contradictory outcomes, 
it may seem tempting to ignore the economic impact ·studies and regard all of them as 
equally invalid. But discounting their utility entirely does not mean that they are without 
value. Models can be helpful when they address the critical economic issues and create a 
general range of possibilities for most of the important questions associated with the impact 
of NAFTA. 



EXECUTWE SUMMARY ix • 

Although most of these studies claim positive results from NAFfA, there are in fact 
several plausible economic analyses that clearly imply negative effects, particularly in the 
areas of gross job dislocation and wage declines for U.S. workers. 

Net job change as an outcome of NAFfA is likely to be much smaller than man;l - · ; " r, )-,, 

proponents or opponents claim - perhaps up to 200,000 net jobs gained or lost over fiv~J Yv.;t-"---' 
years or more. But even if the U.S. turned out to be a marginal winner in net jobs, that 

of Americans. In fact, NAFf A could result in gross job dislocations of 500,000 or more, ;J'\U,l. 
does not mean that NAFfA could not have substantial negative impacts for a large num:J ? 

and downward pressure on U.S. wages, especially for non-professional workers. · - ~ 

Higher levels of dislocation will mean much more disruption and "churning" in the 
labor market, at a time of slow job and wage growth. Some estimates of NAFfA's down­
ward wage impact predict a loss of $348 in average full-time compensation for a manufac­
turing worker. As real average compensation has only grown by 7 .5 percent since 1973, this 
downward pressure could wipe out over fourteen percent of those gains. 

Because the economic studies reviewed in this report are severely limited in their 
usefulness, the basic decision about NAFfA should be based on other considerations. For 
instance, NAFfA should be evaluated on whether the agreement deals adequately with the 
possible economic consequences of widely different labor conditions and standards in 
Mexico and the U.S., and whether the U.S. has a sufficiently effective plan in place to 
respond to the needs of workers who will be negatively affected by NAFfA. As the debate 
over NAFfA intensifies, policy makers and the public should not allow the predictions of 
economic models to divert our attention from those basic questions. 



LIST OF MODELS IN JEC REPORT 

The main criterion for including NAFTA models in this report is whether they 
provide estimates of aggregate impacts on the US economy. Models that provide only 
Mexican or Canadian impacts as well as models of individual U.S. economic sectors are 
excluded, but all major studies that forecast U.S. aggregate impacts, and that have been the 
focal point of the debate, are included here. 

In general, the scenario with the largest US impacts, whether positive or negative, 
is chosen. These define the boundaries for possible impacts from NAFTA; consideration 
of intermediate scenarios would not change the analysis or conclusions of this report. 

The table below provides a brief description of the models included in the JEC 
paper. 

NAFTA MODELS INCLUDED IN THE JEC PAPER 

Model 

1. Boyd, K.rutilla, McKinney 

2. U.S. International Trade Commission 

3. Bachrach, Mizrahi (KPMG Peat Marwick) 
(199) 

4. Brown, Deardorff, Stem 

5. Robinson, Burfisher, Hinojosa-Ojeda, 
Thierfelder 

6. Roland-Holst, Reinert, Shiells 

Description 

Static computable general equilibrium (CGE) 
model. Assumes tariff removal only, no foreign 
direct investment (FDD, no international migra­
tion. 

Static CGE model. Assumes trade liberalization 
only, no FDI, predicts changes in US-Mexico 
migration. 

Static CGE model. We include the scenario whic­
assumes removal of tariff and nontariff barriers, 
additional FDI in Mexico, no international mi­
gration. 

Static CGE model; includes Canada. We include 
the scenario which assumes trade liberalization, 
more FDI in Mexico, no international migration. 

Static CGE model. We include the secnario which 
assumes free trade, no FDI, and elimination of all 
farm support programs in Mexico, and predicts 
migration. 

Static CGE model; includes Canada. We include 
the scenario with removal of all tariff and non­
tariff barriers, no FDI in Mexico, and no interna­
tional migration. 

[ continued] 
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Model 

7. Stanford 

8. Economic Policy Institute 

9. McCleery 

10. Almon 

11. DRI/McGraw-Hill 

12. Hutbauer, Schott 

13. Koechlin, Larudee 

14. Economic Strategy Institute 

. Static CGE model; includes Canada. We include 
,the.-.s~~ano that .. ~:;umes that assumes free trade, 

.- . 
1ai:idtt~cinal.· FD1 -~ Mexico which displaces US 

:· ·· (an,d, : Cahadiari} (:ioinestic· investment, improved 
· : : Mexi~ ~ chnology, displaced agricultural labor 

'. mi . Me~ico; us and Mexican goods are close 
substitutes; no international migration. 

Dynamic CGE model. We include the scenario 
. ~hich assumes trade liberalization, FDI in Mexi­
, co; and p~ct changes in US-Mexico migration . 
. All -FD!, is. assumed to displace US domestic 'in-

vestment 

Dynamic CGE model. We include the scenario 
which assumes free trade, additional FDI in Mexi­
co: one half of FDI displaces US domestic invest­
ment, on increase in the growth rate of US and 
Mexican productivity, no international migration. 

Macroeconomic model. We include the scenario 
with tariff · and noritariff barrier liberalization, no 

· FDI . ~ Mexico, no .international migration. 

Macroeconomic . model. We include the scenario 
-. , ':· :with _gr¢~ removal of tariff and nontariff barri-
. ers, no FDI in Mexico, no international migration. 

Esfunafes·changes·in US and Mexican exports and 
impOns: b.ased ; on ·experience of other countries 
iw~c;:h have undergone trade liberalization. As-

. sumes additional FDI in Mexico, no international 
·. migration. . . . 

Estimates increase in US FDI in Mexico using 
experience of Ireland and Spain's accession to the 

. Etµ'o~an Community. Assumes all US FDI in 
'. :Mexico ·displaces US domestic investment. No 
. ' international migration. 

Estimate change in US-Mexico imports and ex­
ports for 10 maj0-r manufacturing sectors. As­
sumes Mexico receives additional FDI in export 
industries. No international migration. 

[continued] 



LIST OF MODELS 

Model 

15. U.S. International Trade Commission 
1993) 

16. Choate 

Description 

xiii • 

Estimates changes in US-Mexico trade for major 
US economic sectors. It consists of a quantitative 
model which only considers removal of tariff and 
nontariff barriers, and a qualitative analysis of 
additional US FDI in Mexico and its effect on 
US-Mexico trade and US jobs. No international 
migration. -

classifies US jobs at risk of relocation to Mexico 
based on whether labor costs are 20 percent or 
more of total costs. Based on prospectus of a 
small fund formed to buy US companies and 
relocate them to Mexico. No international migra­
tion. 



THE SPECIAL COUNSELOR'S REVIEW OF ECONOMIC STUDIES 

In a recent report, the Office of the Special Counselor to the President on NAFf A 
claimed that "nineteen of twenty comprehensive NAFrA studies'' showed positive effects 
from NAFfA for the U.S. economy. But this list of twenty double counts some studies, 
includes others that are not estimates of aggregate impact on the U.S. economy, and excludes 
still others. 

The JEC report includes twelve of the studies in the Special Counselor's repon, and 
adds four others for consideration, for a total of sixteen. The JEC's selection criteria, 
established before seeing the Special Counselor's list, was to consider studies that estimate 
aggregate impacts on the U.S. economy, and to analyze the largest reported impact, positive 
or negative. 

The differences are based on the following: 

Weeding the List of Twenty 

1. Double Counting of Studies. Eight of the studies cited in the Special Counselor's 
report should really only be counted as four in total; the other four are preliminary versions 
that were superseded in later publications by the authors. 1 

2. Including Studies of Narrow Sectors. Three of the studies cited are of specific 
sectors - agriculture, textiles and steel, and automobiles. These do not meet the criterion of 
a "comprehensive" study. 

3. Including Studies of Specific States. One study is confined to a single state, 
California. Again, this does not meet the criterion of a "comprehensive" study. 

After excluding four double-counted studies, three sectoral studies, and one state­
specific study, the Special Counselor's "comprehensive" list can be pared from twenty to 
twelve. 

1In each of these cases of double counting, the JEC report only includes the most recent version of each study - Brown 
et al., 1992; Robinson et al ., 1992; McCleery, 1992; and Hufbauer and Schott, 1993. 
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Adding Studies for Consideration 
• -

1>, ·\:·~:-~i~il~-~~: .. · ·'. ,. ,,:•tt. · -
The JEC report also considers four sft1dies :(fi_at estimate aggregate impacts for the U.S. 

economy that are excluded from the Special Counselor's· list: Stanford, 1993; Economic 
Strategy Institute, 1992; Koechlin and Larudee, 1992; and Choate, 1993. All of these studies 
reach some negative conclusions about NAFTA ,_ 

The exclusions from the Special Counselor's list are puzzling. Three of the studies are 
relegated to a subsidiary list of studies charged:with "selective consideration of certain 
issues." But this criteria does not seem to h(?ld: up'. · · 

First, the Economic Strategy Institute study, excluded from the list, covers ten broad 
manufacturing sectors. This is more comprehensive than four of the studies included on the 
"comprehensive" list. · 

Second, the studies by Koechlin and µrudee and by Choate do concentrate on certain 
major issues, such as foreign direct investment and investment dislocation, and the impact on 
U.S. industries with high labor costs. But the same is true about studies like that of Hufbauer 
and Schott, which considers the effects of a large capital inflow into Mexico, and is included 
on the "comprehensive" list. Further, both of these excluded studies, especially Choate's, 
have been widely referenced in the debate over NAFJ'A. It seems that any full treatment of 
NAFfA studies ought to include all major effott_s, pro and con, even if the analysts differ 
with the conclusions. · · 

Finally, the Special Counselor's report does nbt eveii''m~ntion the study by Stanford 
(1992) done at the Brookings Institution, which provides .the richest range of testing 
alternative assumptions in a CGE model. . ·_ '';\'1 ,,.:f··:1 ·:':?: _ _. :'··<',,,: 

Reconciling the Two Lists 

Eight of the studies on the Special Counselor's list do ·not seem to fit, either because 
of double counting, or because they are too narrow to fit a definition of "comprehensive." 
This leaves twelve studies. The JEC report also considers four other studies that examine 
aggregate impacts on the U.S. economy, but which are .excluded from the Special Counselor's 
list of twenty. Adding these four to the twelve -where there is overlap gives the list of sixteen 
studies with aggregate maximum impacts on the .. U.S. economy, :positive or negative, that the 
JEC analyzes. 

Further Exclusions 

Finally, the bibliography in the Special Counselor's report fails to mention at least one 
critical review of NAFT A impact studies conducted for the Department of Labor by Robert 
A. Blecker and Beverly J. Burr at American University.2 ~ 

2literature Survey on the Effects of North American Trade a,uj I,nvest,nent liberalization on U.S. Manufacturing 
Employment and Compensation , September 1993. · · A • ·~-' ' ' 



Chapter I 

INTRODUCTION: KEY ECONOMIC ISSUES AND NAFTA 

As the debate over the proposed North American Free Trade Agreement (NAFTA) 
intensifies, the issues of its economic impacts remain of central importance. A variety of 
claims and counterclaims about NAFTA's possible or likely economic impacts have been 
made, often buttressed by reference to complex economic and statistical studies. 

This report reviews and critiques sixteen major analyses that address key economic 
issues relating to NAFTA, and assesses the issues in light of those studies. It concentrates 
on economic questions that have been the object of econometric analysis; thus, although 
environmental, labor rights, and other issues also are central parts of the debate over 
NAFTA, those issues are not analyzed here. Those issues should be major considerations 
in reaching conclusions about NAFTA, but this report is confined to an analysis of econom­
ic studies. 

Although proponents and opponents of NAFTA cite a number of studies that use 
economic models in support of their positions, it is important to understand the limitations 
of the models that underlie those studies. For a variety of technical reasons, all economic 
models must make simplifying and theoretical assumptions in order for the models to 
produce statistical results. The role of these assumptions often is overlooked, yet such 
assumptions are critical for understanding what the models predict. 

All economic models are in fact scenarios that must exclude consideration of some 
questions and simplify others. Models are constrained by the available data, by the 
demands of particular statistical techniques, and by theoretical assumptions about key issues. 

In short, economic models cannot substitute for the reasoned judgment of policy 
makers. They can provide important information, providing that people using the models 
understand what assumptions they rest on. Because all results from economic models rest 
in large part on these assumptions, the credibility of the assumptions must be a central 
consideration when evaluating the results from the models. When those assumptions are not 
credible, the conclusions should not be a major factor in deciding public policy. 

KEY ECONOMIC ISSUES IN ASSESSING NAFTA 

The debate over NAFTA involves several key economic issues. These questions can 
be divided into NAFTA's direct effects and the resulting impact of those effects. 

For example, the question of the net gain or loss of jobs in the United States--the 
impact that has dominated much of the debate thus far - is tied to assertions about several 
direct effects of NAFTA, including the likelihood of displacement of investment from the 
United States to Mexico, and questions about NAFfA's effect U.S. exports to Mexico. 
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POTENTIAL ECONOMIC Jf.i~ACTS OF mE 'Nm:r:/AMERICA.N FREE TRADE AG_REEMENT 

The economic debate over NAFTA revolv.e,S::arouhd si£major sets of issues: . 

• Investment - Will NAFTA encourage significantly higher levels of new invest­
ment in Mexico, particularly inveftment diverted from the Uni~ States? 

• Trade - Will NAFTA have a significant impact on import and export patterns 
between Mexico and the United States, and on the • overall balance of trade 
between the two nations? 

• Immigration - Will NAFTA affect immigration from Mexico to the United 
States? .. 

• Net Job Changes - Will NAFTA have a positive or negative net job impact on 
employment levels in the U.S.? 

• Gross Job Losses - Will NAFTA cause significant gross job losses in the U.S.? 

• Impact on Wages - Will NAFTA _have any-e~ect _on wages, in the U.S.? 
. . ' ' 

These are the key questions that members of Cqrigress and the public are struggling 
with. Some of the issues overlap, and all of th,em 'should be ·kept in mind in evaluating 
NAFTA's potential impacts; · -- -,<,_' 1

:• _- __ -,··_ / : -

Before reviewing the models and their assumptions, this report outlines key provisions 
of NAFTA in section II. Section ill reviews the models -in detail, and section N assesses 
the key economic questions in light of the models .. Section V summarizes the findings. 

If 

. ~ ~ . .. , . ! .- ~ ' • )- . 

• ~ ', ; .~. . ' . ' . . !' 



Chapter II 

KEY PROVISIONS OF NAFTA 

The North American Free Trade Agreement contains important provisions on trade and 
investment, liberalizing trade between the U.S., Canada, and Mexico and providing guaran­
tees to protect foreign investments. 

TRADE PROVISIONS 

NAFTA eliminates tariffs on goods meeting the rules of origin' over a 15 year transi­
tion period. Table 1 shows the tariff reduction schedule on U.S. imports from Mexico. 
The gradual phase-in of tariff reduction is meant to ease the transition for those in import­
sensitive industries. 

TABLE 1. NAFTA TARIFF ELIMINATION SCHEDULE FOR U.S. IMPORlS FROM MEXICO 

Year 
(January 1st) 

1994 
1998 
1999 
2003 
2008 

Percentage of Duitable Imports on which 
Tariffs are eliminated 

60 
9 

11 
12 
8 

Source: Congressional Budget Office, A Budgetary and Economic Analysis of the North American Free Trade 
Agreement, 1993, p. IO. 

NAFTA has additional provisions relating to workers in import-sensitive industries. 
During the transition period, if NAFTA causes an import surge which threatens or causes 
serious injury to a domestic industry, the importing country may 'snapback' tariffs to the 
pre-NAFTA levels for up to 4 years, although this action can only be taken once. In 
addition, a country taking a safeguard action must provide the exporting country with trade 
concessions equivalent to the value of the additional duties imposed by the action. The 
Supplemental Agreement on hnport Surges calls for an "Early Warning System" to 
anticipate employment trends in import-sensitive industries, and a country that sees such 
trends may call consultations with the exporting party to determine if NAFTA safeguard 
measures are necessary. 

1 The rules of origin determine what goods will receive preferential tariff treatment A good is considered as 
originating in North America if it is completely North American (e.g., minerals, agricultural commodities) or if it had non­
regional materials that were transformed in North America so that the tariff classification changed. If a good is in the same 
tariff class, it may still meet the rules of origin if it has a specified percentage of value in North America. There are 
specific rules of origin for automobiles, textiles and apparel. 
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INVESTMENT PROVISIONS 

POTENTIAL ECONOMIC IMPACTS OF THE NORTH AMERICAN FREE TRADE AGREEMENT 

Despite its name, NAFTA is far more than a free trade agreement; its provisions on 
investment are equally important. NAFTA creates a comprehensive set of obligations 
regarding treatment of foreign investors. The principles of national treatment and most­
favored-nation treatment will apply to investors from any" NAFTA country.2 NAFTA 
phases out performance requirements on investments, including specified export levels, 
minimum domestic content, preferences for domestic sourcing, trade balancing, and 
technology transfer. 3 It also includes protections for intellectual property rights and 
copyrights. 

NAFTA also assures the right of inveitorf·to: convert :kical cu~~cy for earnings, 
proceeds of a sale, loan repayments or other transactions associated with an investment. 
NAFTA virtually prohibits expropriation ofip".~~t;nJ~n~. an~requires compensation to the 
owner for any expropriated investments. / · 0:: ' . :,· ' · . ··. : · · 

. . · . ,, 

',.... ' I . . • .. 

In addition, NAFTA provides a specfat~iSRl!t~. ¢ fµ~m~m procedure, allowing foreign 
investors to go directly to binding arbitratio_~:;'.,.,.:If ':ari~ihv¢stor'. :does not get a successful 
settlement, then their national government may i'esort·to gerieral· NAFTA dispute settlement 
procedures, which include consultation, · a · meeting .of the ·NAFTA Trade Commission, 
requests for arbitration panels, and possible :suspension of other trade benefits. 

These investment provisions have received less attention than trade barriers and tariff 
reductions, but they are essential for understa,n~ing the controversy over NAFTA. One of 
Mexico's primary goals in pursuing NAFTA'is attracting more investment from the U.S. 
and elsewhere. As Blecker summarizes the . ·investment provisions, II... they are mainly 
intended to force Mexico to . revise its laws to provide more favorable treatment for foreign 
investors ... While it is possible to define all of these investment provisions as fitting some 
broader definition of 'trade liberalization,' it is clear that their main purpose is to increase 
capital inflows into Mexico (1993, p. 4)." 

The centrality of the investment guarantees is highlighted by a comparison with labor 
issues. The U.S. reached a side agreement with Mexico on labor rights issues, but the 
contrast with the treatment of investor rights is striking, not just in technical, but in practical 
political terms. In technical terms, the most significant labor issues in the Mexican context 
(the right to organize, to right to bargain c91lectively~ and the right to strike) are subject to 
a very limited review process and enforcement under the agreement is not permitted. 

Perhaps more important, the practical politi~al · ~atmen_t :.of labor rights differs funda­
mentally from the treatment of investor rights. In: the case ofirivestor rights, U.S. negotia­
tors identified a series of current Mexican laws and pta~fices for which they wanted change . 

.. :' ::./·,:r.t:\ . .- .. _· .. /!.", 

2NAFfA - does not change Mexico's constitutional · pn,hitiiti6~ · Against foreign investment in the oil, gas, basic 
petrochemicals, nuclear, and electricity sectors. 

3Mexico has taken reservations which allow a gradual phaseout of perfonnance requirements in some areas. These 
include a JO year phaseout of auto industry requirements and a 7 year phaseout of the requirement that maquiladoras' 
domestic sales not exceed specified percentages of export saies; · ·. 
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The Mexican government in tum acknowledged that its current law and practice departed 
from the U.S. demand and it publicly agreed to change either its law or the enforcement 
of its law. With respect to labor rights issues, however, the U.S. government did not 
identify current Mexican laws or practices and demand that they be changed. 



Chapter Ill 

ECONOMIC MODELS OF NAFTA IMPACTS 

This section reviews models of NAFfA that estimate aggregate impacts on the U.S. 
economy. Key assumptions and predictions of U.S. impacts of the models reviewed here 
are shown in Table 2. 

TYPES OF ECONOMIC MODELS 

Seven of the models in Table 2 are static computable general equilibrium (CGE) 
models. These models have a detailed structure based on microeconomic estimates. The 
model is fitted to data from a selected "base year" that serves as a reference point for 
determining the effects of trade liberalization. 

To simulate NAFf A, the model is run with no change from the base year except the 
reduction in trade barriers. Economic impacts then are calculated by comparing the change 
in variables before and after the trade liberalization impacts. These models are referred to 
as "static" models because they calculate the impacts of a change in trade barriers while 
holding all other factors constant. 

Unlike static models, dynamic computable general equilibrium models compare changes 
over time for economies with and without a policy change such as NAFfA. They allow 
predictions of NAFfA's effect on the growth rates of economic variables such as GDP, in 
contrast to static models that only estimate one-time absolute changes in levels. Over the 
long run, gains from small changes in the growth rates of economic variables such as GDP 
and labor productivity can dwarf one-time changes in absolute levels. The Economic Policy 
Institute (Spriggs, 1991) and McCleery (1992) models both simulate the U.S. and Mexican 
economies over the 1991 to 2000 period with and without NAFTA.4 

A third group of models, macroeconomic models, use econometric techniques to trace 
the correlations between key economic variables over time. They do not rely on the 
microeconomic underpinnings typical of CGE models, but instead extrapolate into the future 
the historical relationships of different variables. The Almon study (1992) and the ORI/Mc­
Graw Hill (Shiells and Shelburne, 1992) model simulate the U.S. and Mexican economies 
with and without NAFTA in this manner. 

A fourth type of model predicts NAFTA impacts by using the historical experience of 
other countries that have undergone trade liberalization. The Hutbauer and Schott (1992, 
1993) model is derived from a World Bank study of 31 cases of economic liberalization, 
and assumes that NAFTA is accompanied by a comprehensive Mexican liberalization 
program that includes greater oil production, monetary and fiscal restraint, and greater 
privatization. Projections then are made for Mexico's trade from 1989 to 1995 with and 
without NAFTA. The Koechlin and Larudee (1992) model estimates U.S. investment in 
Mexico due to NAFfA and its effect on U.S. jobs through a statistical study of U.S. FDI 

'The EPI model is a variant of a model by Hinojosa-Ojeda and McCleery (I 992). 
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in 23 countries, and a more specific study of the additional U.S. FDI that Ireland and Spain 
received upon joining the European Community. · 

A fifth type of model utilizes case studies of major industries to predict NAFTA 
impacts. The Economic Strategy Institute (ESI). 1992 model projects the changes in 
investment in Mexico, U.S.-Mexico trade, and U.S. jobs in 10 industries from 1994-2002. 
The ITC (1993) study assesses potential NAFfA impacts on m~jor U.S. industrial, agricul­
tural, energy, and service sectors. Both of these , mcxlels were done after the NAFTA text 
was finished in the fall of 1992. Hence they consider actual provisions of NAFTA (such 
as tariff reduction schedules and rules of oti,gin) tbat earlier studies could not.5 

. ~ ,· ... 

The sixth type of NAFTA study proviqes only a .single simple criterion for classifi­
cation of U.S. jobs "at risk" rather than aJp~iil .in~el,. · Cho,ate (1993) defines U.S. jobs 
at risk as those in manufacturing industries :witll'.labor ;costs:that are at least 20 percent of 
total costs. It is based on the investment cri~i-iiof<a·fund that was established to buy U.S. 
manufacturing companies and move all or a·, portiort of them 'to Mexico. 

5Hufbauer and Schott provided a qualitative assessment of the actiral NAFfA text in 1993. However, the only change 
in their quantitative model of NAFfA impacts was not drawn from the substance of NAFfA, but on a revision in the 
Commerce Department estimate of the number of U.S. jobs per billion dollars of U.S. expo~. 

~-· 



TABLE 2. KEY ASSUMPTIONS AND PREDICTIONS OF U.S. IMPACTS OF NAFTA MODELS 

Model Assumptions I Predictions 

U.S. Con- Growth in 
Time Net U.S. sumer Pref- FOi in U.S. Invest. Mexican Gross U.S. Net U.S. Net U.S. Immigration 
Frame Job Change ercence for Mexico Division Prod. Job Loss Job Change Wage to U.S. 
(years) Allowed U.S. Goods Allowed Allowed Allowed (persons) (persons) Change (persons) 

I. Boyd, 5 to 7 No Prefer U.S. No No No NR 0 by assump. +0.01% No migration 
Krutilla, goods 
Mckinney 

2. ITC (1991) NR No Prefer U.S. No No No I NR 0 by assump. +0.018% Decreases 
goods skilled 

+0.005% 
unskilled 

3. Bachrach, NR No Prefer U.S. Yes: $25 bit. No No I 33,900 0 by assump. +0.03% No migration 
Mizrahi goods rise in Mexi-

can capital 
stock 

4. Brown, 10 No Preference Yes: 10% No No I 76,623 0 by assump. +0.2% No migration 
Deardorff, based on rise in Mexi-
Stem firm can capital 

stock 

5. Robinson, NR NO Prefer U.S. No No No NR 0 by -3.4% +610,000 
Burfisher, goods assump. rural 
Hinojosa- -4.2% 
Ojeda, unskilled 
Thierfelder +0.3% skilled 

+0.3% 
professional 

\ 

I '• 6. Roland- NR Yes Prefer U.S. No No No NR 2,839,710 Oby No migration 
Holst, goods assump. 
Reinert, 
Shiells 

7. Stanford NR Yes Prefer U.S. Yes: $30 bit. $26 bit. Yes I NR -91,974 -1.08% No migration 
goods rise in Mexi-

can capital 
stock 

[continued] 



I able 1. (contmue<1) 

Model . Assumptions I Predictions 

US. Con- Growth in 
Time ,Net U.S. sumer Pref- FOi in U.S. Invest. Mexican Gross U.S. Net U.S. Net U.S. Immigration 
Frame Job Change erence for Mexico Division Prod. Job Loss Change Wage to U.S. 
(years) Allowed U.S.Goods Allowed Allowed Allowed (persons) . (persons) Change (persons) 

8. Economic 10 No Preference Yes: $44 bit. $44 bit. No 550,000 0 by assump. -0.16% -l,581,000 
Policy not based rise in Mexi- skilled · 
Institute on country can capital +4.8% 

stock unskilled 

9. McCleery 8 No Preference Yes: $92 bit. $46 bit. Yes. NR Oby assump. -0.8% No migration 
not based rise in Mexi- mfg 
on country can capital +0.3% 

stock skilled 
, ~~ 

>- . ·:<:: unskiijed 
>•· l • • • . , • .~ •• 

10. Almon • '5· Yes·· > NA . No No No 18,800.' · 44,500 NR No migration 

ll. DRI . 8 Yes··: NA No•· No NR ,,, Nit c<) ., 1,21 ,000 +1.0% · No migration 
McGraw-Hill . · , < . · i ,' .. ·:, - . , • .mfg. 

' . . .. ' ; ·' '· . , + 1 Oo/i 
·~ " • ~ ::~ ... : -· • 0 

,,_ . , ., .. · :• : . service 

·12. Hufbauer, ·5to6 ·ye;~i},.'- ··:· NA , ,Yes: $60bil. No NR ',,. .145;odd if _: r11,ooo NR Nomigration 
Schott ' ·· · · -' · · 

13. Koechlin, 8 Yes NA Yes: $31 bit. $3 l bit. to NR 290,000 to No estimate -1.2% to No migration 
Larudee to $53 bit. $53 bi!. 490,000 of job gains -2.0% 

14. Economic 9 Yes NA Yes: $63 bit. No Yes 837,500 to -32,000 to NR No migration 
l Strategy 912,500 -220,00 
·., Institute 

15. ITC 15 NA NA Yes: 6% to Yes: some NR +/-0 to NR NR No migration 
( 1993) over 16% sectors such over 5% by 

by sector as home sector 
appliances 

16. Choate NR Yes NA Yes Yes NR I 5,900,000 N9 estimate NR No migration 
jobs "at risk" of job gains 

I 

Abbreviations: NR = not reported NA= not applicable FOi = foreign direct investment Prod.= total factor productivity 
mfg = manufacturing 



Notes to Table 2: 

I. U.S. Consumer Preference for U.S. Goods: 

The ITC (1993) qualitative study does not make explicit assumptions concerning U.S. consumer preferences. The ITC (1993) study has a quantitative model of 
each industrial sector which assumes that U.S. consumers prefer U.S. made goods. 

II. FOi in Mexico: 

All of the estimates in this column represent the amount of FOi over the entire time period of the model; they are not annual changes. The FOi in the Stanford 
model and the EPI model represents the amount induced by a 10 percent reduction in the risk premium on investment in Mexico. The FOi in the McCleery model 
represents the amount induced by a reduction in the risk premium on investment in Mexico by a full percentage point in the manufacturing sector and 700 basis 
points in the non-manufacturing sector. The Hutbauer and Schott estimate includes capital inflows other than FOi. The additional FOi in the ESI model is 
calculated by using the model's prediction of a I 00 percent increase in annual FOi and its estimate of current levels ofFDI ($7 billion). 

III. Predictions of U.S. Impacts: 

The models by Brown and other, Roland-Holst and others, and Stanford include U.S.-Canadian trade in their predictions of U.S. impacts. 

IV. Gross U.S. Job Loss: 

All gross job losses are over the time period specified by the model; they are not annual job losses. The ESI gross job losses are calculated by applying this 
study's U.S. job multiplier to its projections of additional Mexican exports to the U.S. by the year 2002. 

V. Net U.S. Job Change: 

All net job changes are over the time period specified by the model; they are not annual changes. The net job change in the Roland-Holst model is calculated by 
multiplying the percentage of U.S. employment (2.47%) by total U.S. civilian employment in 1988, the base year of the model. The net job change in the 
Stanford model is calculated by multiplying the percentage of U.S. employment (-0.08%) by total U.S. civilian employment in 1988, the base year of the model. 

VI. Net U.S. Wage Change: 

The ITC ( 1991) net wage changes are the midpoint of 7 estimates, which vary depending on the degree of preference of U.S. consumers for U.S. made goods over 
goods made in Mexico and the rest of the world. The net wage changes in the EPI, ORI/McGraw-Hill, and McCleery models are for the year 2000. 

VII.Sources: The date in the table are derived from the models and the calculations described above. All of the model citations are in the References section. 
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KEY ASSUMPTIONS OF NAFTA MODELS 

Like all economic models, the results of the NAFf A studies depend on key assump­
tions. Among the most important of these assumptions are full employment in the U.S., 
the amount of foreign direct investment Mexico receives due to NAFfA, the extent of 
investment diversion from the U.S. to Mexico, whether NAFfA will increase productivity 
in Mexico, and whether consumers in the three nations can or will express strong preferenc­
es for goods made in their home countries. (1bese assumptions are shown in Table 2.) 
Understanding these assumptions is essential for assessing the findings reported by the 
various models, because many models often cannot address key economic questions 4ue to 
limiting assumptions. 

Full Employment 

Seven models assume full employment,6 defined as no net change in total U.S. 
employment. Thus, by definition, these models cannot predict that NAFf A would result in 
a net reduction in U.S. jobs. This assumes that the U.S. economy can be expected to 
operate at or near full employment most of the time. At full employment, changes in policy 
may affect the composition, but not the absolute, number of jobs. However, the U.S. 
economy has been operating in recent years with an unemployment rate over 6.5 percent, 
a level well above most estimates of full employment. Models that assume full employ­
ment ignore the last decade of experience in the U.S. economy, and they cannot, by design, 
find that NAFfA would result in net job losses for the United States. 

Foreign Direct Investment (FOi) in Mexico 

Six models assume no increase in FDI in Mexico, although FDI is an important reason 
for the increase in U.S.-Mexico trade in the 1980s and a central goal of Mexico in pursuing 
NAFfA. Models that do not permit analysis of FDI thus fail to consider a potentially 
important effect of NAFfA. 

It is very difficult to predict the actual levels of change in foreign direct investment in 
Mexico due to NAFfA. Thus some models, such as those by Brown and others, and 
Robinson and others, simply assume some increase in investment in Mexico. 

The case studies by ESI and ITC (1993) are based in part on interviews with industry 
experts and current trends in FDI in Mexico. But their predictions range very widely. The 
ESI model predicts that FDI in Mexico will double due to NAFfA. The ITC (1993) study 
predicts that U.S. investment in the Mexican bearings and pharmaceutical industries will 
increase by 6 to 15 percent in the long run (e.g., the full 15 year phase-in of NAFfA). It 
also predicts that U.S. investment in Mexican auto production and auto parts, computers and 
electronics, major household appliances, and apparel will increase by 16 percent or more 
in the long run. 

6Bachrach and Mizrahi run a version of their model assuming unemployment exists in the US. This version predicts 
a net increase of 61 ,000 US jobs. 
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The Choate model does not provide . a quantitative investment forecast; but it assumes 
that U.S. jobs employing 52 percent of U.S . .. producti!.:m w·orkers in manufacturing are "ar 
risk" of relocation to Mexico or to competition from low-cost imports from Mexico. It does 
not take into account other important factc:>~ :4~te[tll'iningjol:> location and movements, such 
as educational levels by industry in dete11ni11ir1g: -yµmeiability, sunk costs in plant and 
equipment, relations to suppliers, etc. _ , ,.. ,:. ·, · · · · 

. ::· 

Overall, the models ' assumptions conce~ ing-FDI;hl Mexico vary widely, indicating the 
uncertainty involved in taking account of this key factor. If FDI in Mexico is larger than 
predicted by a given NAFfA model, then Mexican exports to and imports from the United 
States, and the potential gross job losses and gains, may be larger. 

Investment Diversion 

Investment diverted specifically from the United States to Mexico will have different 
impacts on U.S. workers than general increases in FDI in Mexico. Alternatively, additional 
FDI in Mexico could be moving from somewhere else overseas, or simply represent an 
addition to global investment activity. But investment diversion is investment in Mexico 
that would otherwise have been invested iP the United States. It will affect U.S. workers 
through the direct loss of capital investment in addition to indirect trade effects. 

Ten models assume no investment diversion. Models that exclude investment diversion 
by assumption cannot provide findings that U.S. workers Will be harmed by location of 
factories in Mexico instead of the United States.' If there is diversion of investment, these 
models will underestimate gross U.S. job losses due.fo NAFTA.7 

' . ' ~. . ' . ' 
The Stanford model predicts an additional $30 billion irivested in Mexico of which $26 

billion is diverted from the U.S. and the remainder from Canada. The EPI model assumes 
that all $44 billion of their projected increasf'm FDI' ·in.J'4e.xico from 1991 to 2000 is 
diverted from U.S. domestic investment. '. The'koechlin and Larudee model assumes that 
all of the estimated U.S. FDI in Mexico of. $3l .billion to $53 billion over 8 years is 
diverted from the U.S. It is not likely that aII FbI MexiGo receives due to NAFfA will 
represent investment diverted from the United States: If some of the capital flowing to 
Mexico would have gone to other industrialized countries in the absence of NAFf A, then 
these models will overestimate the amount of investment diversion due to NAFfA. 

The McCleery model predicts that NAFTA will increase FDI in Mexico by $92 billion 
from 1991 to 2000.8 The ITC (1993) model predicts that some investment diversion will 
occur in industries such as major home appliances (p. 16-2). However, it does not divide 
the predicted increases in U.S. FDI in Mexico in each industrial sector into the amount 
diverted from the U.S. and from other countries. ,, 

7Investment diversion will imply some gross job gains due to balance of payments effects. The outflow of US FDI 
to Mexico should increase U.S. exports to Mexico, other thing~ constanL Thus the net job effects of investment diversion 
are uncertain. 

8The additional capital in Mexico is relative to the baseline of the McCleery model, not qie free trade only scenario. 
~·· 
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Growth in Mexican Productivity Due to NAFTA 

Eight of the models in Table 2 assume that NAFTA does not increase productivity in 
Mexico. As the Congressional Budget Office (1993c, p. 8) has noted, this assumption will 
affect the studies' predictions of gross job losses. Models with this assumption will predict 
smaller increases in Mexican exports to the U.S. than models that assume increases in 
Mexican productivity. 

The assumption that Mexican productivity will not increase is highly questionable, 
especially for models that include additional FDI in Mexico. Much of the recent f~reign 
direct investment in Mexico has been world class capital embodying modem technologies, 
which should increase productivity. Assuming no increase in productivity is equivalent to 
assuming that new capital investment in Mexico will be no more productive than the 
average Mexican capital stock, which includes much inefficient equipment from the import 
substitution era. 

For those models with increases in Mexican productivity, Stanford assumes that total 
factor productivity in foreign owned manufacturing plants in Mexico is 55 percent higher 
than domestic-owned plants.9 The McCleery model assumes that the rate of total factor 
productivity growth depends on the level of output of capital goods in both Mexico and the 
U.S. The ESI model incorporates productivity increases by assuming that new FDI in 
Mexico will have the same capital/output ratios as their counterpart industries in the United 
States.10 

Consumers' National Preferences 

Six models assume that consumers in the U.S. can and will exercise a strong preference 
for goods made in the U.S. over similar goods made in Mexico.11 In other words, U.S. 
consumers can both distinguish products in terms of the country of production, and exhibit 
a preference for those goods. Models with this assumption will reduce the Mexican-made 
goods that U.S. producers buy after NAFTA, other things constant, and result in less 
displacement of U.S. workers than models assuming that goods are not differentiated 
according to where they are produced. 

This assumption is a standard assumption for many models that assume that the 
economy is in "equilibrium" despite similar production occurring in both countries. But for 
products made by major multinational enterprises operating similar facilities in the U.S. and 
Mexico, and especially for Mexican produced components of U.S. assembled products (e.g., 
car parts), such an assumption is hard to accept. 

9Toe 55 percent figure is based on a study by Blomstrom and Wolf (1989) which compares total factor productivity 
in multinational affiliates in Mexico and domestically owned firms in Mexico. 

1°'This assumption is not stated in the 1992 ESI study (NAFTA : Making it Better) described in the text However, it 
is made in their earlier study The New North American Order: A Win-Win Strategy for U.S.-Mexican Trade (1991). See 
page 46. We assume that this same assumption is used in the 1992 study. 

11The national product differentiation assumption is referred to as the Armington assumption. See Armington (1969). 
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Fourteen of the models in Table 2 p~~✓id~\d~l 'm~~res of ~pacts on U.S. trade 
with Mexico. The predictions cannot be c9rripared e~actly because they cover different 
periods of time and present the results in different·fomis, but an approximate comparison 
can be made. Estimated increases in U.S. exports to Mexico range from 5 percent to 74 
percent,12 while estimated increases in U.S. imports from Mexico range from 6 percent 
to 98 percent.13 

Unlike the predictions concerning NAFTA's · positive effects on the volume of U.S. 
trade, there is no consensus concerning the direction of NAFTA's effects on the total U.S. 
trade balance. Many models begin by assuming that· NAFfA does not change the U.S. 
trade balance, and those models that predict changes in the trade balance cover different 
time periods and yield conflicting results. Estimated narrowing of the the U.S. trade deificit 
range from well under 1 percent to 11 percent.·14 The largest predicted widening in the 
U.S. trade deficit is 5 percent,15 so the absolute range of variation in models is sixteen 
percent. 

Thirteen of the models in Table 2 do not .consider .potential changes in labor migration 
from Mexico to the U.S. due to NAFTA. ijenoe,most.,of the,.models provide no insight on 
whether NAFTA will affect U.S. jobs and w~ges .through changes in labor migration. 

The ITC model predicts a reduction iriJl,iigraticih: 'from :Mexico to the U.S. due to a 
narrowing of U.S.-Mexico wage differentials: The model'by.Robinson and others assumes 
no increase in the Mexican capital stock and '.elimination of protection for Mexican farmers, 
resulting in extensive rural job displacenient:::/TI1Hr:·ad4s. 610~000 persons to the existing 
flow of labor migration to the U.S., which .is· a rhaj9t"J·eason why the wages of U.S. rural 
and urban unskilled workers fall by over 3 perce_nt.16

. ,· _ · 

12Tite 5 percent increase is from the Bachrach and Mizrahi model, and the 74 percent increase is from the ESI model. 
The ESI model provides estimates of a range of additionaLUS expons to Mexico of $28.7 billion to $31.2 billion by 2002. 
The midpoint estimate of $30 billion is compared to 1992 US expons to Mexico of $40.5 billion to determine the 
percentage increase. 

13nte 6 percent increase is from the Almon model and the model by Robinson and others. The 98 percent increase 
is from the ESI model. .The ESI model provides estimates of a range of additional US impons from Mexico of $33.5 
billion to $36.5 billion by 2002, after accounting for trade diversion. The midpoint estimate of $35 billion is compared 
to 1992 US impons from Mexico of $35.6 billion to determine the percentage increase. 

1'The Bachrach and Mizrahi model predicts an improvement in the total US trade balance of 0.07 percent The Almon 
model predicts an improvement of 11.3 percent ,, 

15The ESI model predicts a decrease in the US trade bal;mce of from $1.3 billion to $8.8 billion. Using a midpoint 
estimate of $5 billion, this would be 5 percent of the 1992 US trade d#icit of $96 billion. 

16The model by Robinson and others has another scenario which assumes a ten percent increase in the Mexican capital 
stock (without investment diversion) and a greater degree .o( trai;le protection for Mexican farmers. This results in net 
outflow of migration from the United States to Mexico of 2.CXX) .people, It predicts· 0.0% to 0.2% wage gains for the four 
types of U.S. workers. 

·' 

;::, ,' .. . . 
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Seven of the models in Table 2 assume full employment, so they cannot find a net job 
loss in the U.S. The largest net gain is the Roland-Holst model's prediction of 2,839,710 
jobs over a period of several years. 17 The ORI/McGraw Hill model predicts a net employ­
ment increase of 221,000. Stanford predicts a net job loss of 91,974 W°ple.18 The ESI 
model predicts a net job loss of from 32,000 to 220,000 jobs by 2002. 9 

Nine of the models in Table 2 provide measures of gross job displacement. These 
range from 18,800 jobs over 5 years in the Almon model to a potential loss of 5.9 million 
jobs over an undetermined amount of time in the Choate model. This estimate of "jobs at 
risk" is more than six times higher than any other estimate of gross job loss. The largest 
estimate other than the Choate model is the ESI prediction of 837,500 to 912,000 jobs 
displaced by 2002, an annual average of up to 114,000.20 

SUMMARY 

These models' results can be roughly classified according to their assumptions. Five 
of the six models, which assume no increase in FDI in Mexico due to NAFTA, predict 
positive U.S. labor impacts. This is not surprising because, without additional FDI, Mexico 
would not receive modem capital equipment and technology which would boost its exports 
to the U.S. and the wage pressure on some U.S. manufacturing workers. Models that 
assume no additional FDI in Mexico are likely to predict minimal adverse U.S. labor 
impacts, based in large part on the assumption. 

Models that include investment diversion generally predict larger U.S. gross or net job 
losses and wage reductions than models that do not consider investment diversion. In 
particular, investment diversion is primarily responsible for the substantial gross job losses 
predicted by the EPI and Koechlin and Larudee models. Stanford conducted multiple 
scenarios in part to do a sensitivity analysis of investment diversion. The inclusion of 
investment diversion in his displacement model contributes to its predicted 1.08 percent 
reduction in U.S. wages. 

Models that project total factor productivity growth in Mexico also predict larger 
adverse U.S. impacts than many other models, including downward impacts of U.S. wages. 
The assumption in the ESI model that new FDI in Mexico has total factor productivity 

17The absolute job number is derived by multiplying the percentage of US employment gain from the model (+2.47%) 
by the total US civilian employment of 114,968,000 people in 1988 (BLS, 1993), the base year of the model. 

18The absolute job number is derived by multiplying the percentage of US employment loss from the model (-0.08%) 
by the total US civilian employment of 114,968,000 people in 1988 (BLS, 1993), the base year of the model. 

19The ES! model predicts net US job gains in 1994 and 1998 due to a US trade surplus with Mexico. The net job 
losses in 2002 are due to a projected US trade deficit with Mexico of from $1.3 billion to $8.8 billion. 

~e ES! model predicts that Mexican manufacturing exports to the US will increase by a range of $39.5 billion to 
$43.5 billion by 2002. However, $6 billion to $7 billion of this increase will be trade diversion (replacement of imports 
from other countries rather than additional US imports). Hence the net additional U.S. imports would be $33.5 billion to 
$36.5 billion by 2002. Using the ES! job multiplier of 25,000 jobs per $1 billion of US trade, we calculate the gross job 
losses to be 837,500 to 912,500 by 2002. 
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equal to U.S. productivity is a major reason,why ·it predicts such large increases in Mexican 
exports to the U.S. and resulting U.S. gross job losses. 

NAFI'A-induced changes in labor migration are responsible for much of the adverse 
U.S. labor impacts predicted reported by the _mQde, by Robinson and others. The assump­
tion that U.S. consumers distinguish and preferl.1:S. made products tends to reduce U.S. 
adverse job impacts due to NAFI'A.21 

In sum, models are more likely to predict substantial U.S. gross job losses or wage 
reductions if they include FDI in Mexico, investment diversion from the United States, 
increases in productivity in Mexico, and · assume that U.S. consumers do not distinguish 
between similar goods made in the United States and Mexico. The inclusion of migration 
in NAFI'A models may raise or lower _ adverse U.S. labor impacts depending on the 
treatment of capital flows, the Mexican agricultural sector, and the impact of NAFI'A on 
the ease of economic interaction between the U.S. and Mexico; These key assumptions are 
inherently uncertain, again illustrating that the· models cannot substitute for judgment 
concerning the pros and cons of NAFI'A.22 

,_ ,- · - '>, · ' 
..... ,, 

' .. . . . . . 

-<1:)!ti;"t Y 
; 

•' ··~ 
·• ·,1·t 

21An example is provided by the Stanford model. One scenario: 'whicil assumes national product differentiation, 
predicts positive U.S. labor impacts. A second scenario, whic;ll assum_es a smaller &gree of preference by U.S. consumers 
for U.S. ma_?e goods, predicts U.S. net job and wage !os~, ::.:,: :; · ·\/·: 

22The fact that judgment has to be used in considering ttiese models is shown by Clyde Prestowitz 's (president of ESO 
switch from opposition to support of NAFfA. Althoilgh,.~t·;~ q-;lll:>.l! ~si!po_w;!h.eJ::SI model, he now belieyes that there 
may be significant displacement of Asian production by Mexican: production, whicll will reduce adverse impacts on US 
workers. See "NAFfA: Why We Hafta," The Washingt~~:-~q~~;sei,ilin'iber '19; 1993 . 

• J • ..... 
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Chapter IV 

WHAT DO THE MODELS SAY ABOUT THE 
KEY ECONOMIC ISSUES? 

The previous section discussed the findings and limits of economic models relating to 
NAFTA. This section uses those findings to assess the six key economic questions 
identified in section I. 

TRADE IMPACTS 

A central issue in NAFTA is changes in trade- U.S. exports to Mexico, U.S. imports 
from Mexico, and the resulting overall balance of trade. Higher U.S. exports to Mexico 
would support U.S. jobs, while increased imports from Mexico could displace U.S. 
companies and workers. As noted earlier, most analyses predict increases both in U.S. 
exports to Mexico and in U.S. imports from Mexico, resulting from reduced tariff and other 
trade barriers. 

Assessing the Prospects for Trade 

In evaluating these varying claims, it helps to consider recent historical data and trends. 
For example, proponents cite the small size of existing U.S. and Mexican trade barriers as 
evidence that NAFTA will have inconsequential impacts on U.S. workers; the U.S. and 
Mexico currently have trade-weighted average tariffs of 3.4 and 10 percent respectively 
{ITC, 1991a). 

At the same time, supporters point to the large increase in U.S. exports to Mexico since 
1987. The last decade has seen significant growth in U.S.-Mexico trade, as shown in Figure 
I. Bilateral trade (exports plus imports) increased from $28 billion in 1980 to $79 billion 
in 1992. Mexico's share of all U.S. trade increased from 6 percent in 1980 to 8 percent 
in 1992 (BEA, 1993, p. 76). Trade in manufactured goods has expanded even more rapidly 
than trade overall, as shown in Figure 2.23 Advocates of NAFTA claim that the agreement 
will maintain or accelerate this trend in U.S. exports to Mexico, creating still more jobs for 
U.S. workers. 

23Dependent on oil for almost half of its exports just a decade age, Mexico now relies on manufacturing for three 
quarters of its exports to the U.S. In dollar terms, Mexico's manufactured exports have risen from $4 billion in 1980 to 
$27 billion last year. 
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Figure 1 
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The issue of whether the recent growth in U:S. exports to Mexico can be sustained 
must be considered in light of the deterioration in Mexico's current account.24 Mexico 
has swung from trade surplus to trade deficit, not just with the U.S. but with the rest of the 
world. In 1987, Mexico had a surplus on i~ current account (which includes payments for 
services as well as merchandise) equivalent to 3 percent of its GDP. By 1992, that surplus 
had dropped to a deficit equal to 7 percent of its GDP, as shown in Figure 3. 

-C: 

~.gure 3 

Mexican CiJrre·~t. Account Balance 
As a Percent of GDP 
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Sources: Department of Commerce; _Banco de Mexico; Joint Economic Committee. 

While the U.S. trade balance with Mexico strength~ned between 1987 and 1992, the 
change was very modest in comparison to ili,e total .change in Mexico's current account. 
Mexico 's merchandise trade balance with· the U.S. decliried by . $11 billion, but its total 
~al~ce including services and trade wi~ trye rest 9( the world fell by $27 billion, as shown 
m Figure 4. ,. _._ ,., '" ., , .;,,< . .. ;. , · :i-:•l ~ .=' ... ,! .... )'._, ·,, -~•- . : ~- I- .. 1 , , 

.,·i. · ... :·· '.· , 
.. , 

~e current account includes merchandise exports and imports, exports and imports of services (net invesonent 
income, net receipts from foreign travel, other services); and 'neH ransfers (gifts): . ' . . : ' . ~ 
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Figure 4 

Mexican Current Account Balance 1n-.--------------------------, 
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Sources: Department at Commerce, lntemational Financial Statistics: Banco de 
Mexicx:>: Joint Economic Committee. 

It is unlikely that Mexico can continue to run widening current account deficits, and 
the mechanism for adjusnnent may require a real depreciation of the peso. There has been 
a real appreciation of the peso relative to the dollar since 1987.2 This increase has 
greatly benefitted the price competitiveness of U.S. exporters to Mexico, helping to fuel the 
recent U.S. export boom. A correction of Mexico's current account deficit would reduce 
the growth rate of U.S. exports to Mexico and increase U.S. imports from Mexico, by 
changing the relative price of U.S. goods and depressing living standards in Mexico. 

Thus, extrapolating the 1987 to 1992 trend in U.S. exports into the future, as some have 
done, is questionable in light of Mexico's current account imbalance today. At some time, 
Mexico will have to begin repaying the borrowed capital that is now financing the U.S. 
trade surplus, slowing the growth in the number of U.S. jobs that are supported by exports 
to Mexico. 

lYJne annual change in the real peso exchange rate was calculated by adjusting the nominal depreciation in the peso 
relative to the dollar for the annual difference in U.S. and Mexican inflation rates. The inflation rate was measured using 
each country's consumer price index. 
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Some of the most difficult issues to quantify regarding NAFI'A relate to investment. 
Wtll NAFI'A encourage new foreign investment in Mexico? How much of that investment 
will be diverted from investment and job ~~tion in the United States? 

. . 

On the one hand, NAFI'A reduces Meii~~barriers -to '-imports which have provided 
an incentive for U.S. producers to locate in 'Mexiqo: · On the other hand, as discussed in 
section II, much of NAFI'A is specifica.Uy:de_s,igned to fiiMer reduce barriers to U.S. 
investment in Mexico. Indeed, as the Coiigres's1onal Budgef Office notes, a central go~ for 
Mexico under NAFI'A is "to attract and productively abs9rb foreign capital," and to make 
Mexico "more attractive for U.S. investo~'.;:~~.0 1}.9·9-~, ·P~}i.n~ Thus, -.NAFI'A may result 
in sizeable new inv~stment flows to Mex,ic'Q/ ~oip.,e :'!-t · the ·expense of investment and jobs 
in the U.S. · · · ·· -' · ' .. · ·' ·· 

. . :· ~. --,· .. ~ ·.:: .. ' 
,\·,, ,._ ~ 

Given the importance of the investment.1$SU~,-especia}ly..its potential impact on U.S. 
jobs, it is somewhat surprising that ten of the models .received in this report do not consider 
the question of whether U.S. investment would be diverted to Mexico as a result of 
NAFI'A. · . . 

What is the justification for excluding ·possible ·investment diversion? There are two 
arguments. First, some analysts claim that no investment diversion will occur because 
Mexico will only receive foreign investment that otherwise would have gone to other 
countries. The investment would not have occurred in the United States in any case, with 
or without NAFI'A, so there is no reason to indude it as a direct impact of NAFI'A. In 
this view, any increase in U.S. FDI in Mexico due to NAFI'A will all be at the expense of 
U.S. FDI in other countries, rather than direct investment in the United States. 

The second argument against including investment diversion is that any investment 
shifts from the U.S. to Mexico would be too small to ·affect aggregate domestic U.S. 
investment. For example, if $2.5 billion . of diteC;t •investment . in manufacturing were 
diverted from the U.S. to Mexico in 1992, it\\'04lpJJ.e •Onl'y" about 1.5 percent of the $174 
billion in U.S. manufacturing investment in the U.S.-{BEA,-1993). Thus, any investment 
diversion that does occur will be far too .sm~ .. ~O. sigt!jfica11tly ·affect the U.S. economy. 

The claim that no FDI in Mexico wo~ld .. ha:ve ~n made in the United States is 
undercut by Mexico's impressive performfuicet;•tif.?~ftract_ihg'· U.S. investment, and in 
producing goods requiring world class capitit .:t~hnology, and labor skills such as engines 
and cars for export to the U.S.26 Factotje~' Prcstucing ·such goods could well have been 
located in the U.S. Given Mexico's growing capac:1ty· for }:ligh-:<Juality production, it would 
be surprising if no investment was diverted from the U.S. to Mexico under NAFTA. 

If 

The fastest growing component of U.S. investment in Mexico is manufacturing. 
According to 'the latest U.S. Commerce ~pait:rnent survey, U.S. companies planned to 
spend $2.3 billion on plant and equipment ii1 manufacturing businesses in Mexico in which 

26U.S. imports of motor vehicles from Mexico increased from $1.17 billion in 1989 to $2.59 _billion in 1992 (U.S. 
Deparatment of Commerce, 1993). 
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they had control, at least three times the amount of five years ago. As indicated by Figure 
5, there already has been a rapid escalation in such spending in recent years.27 U.S. 
imports from those U.S. companies operating in Mexico are rising at a comparable rate to 
that of investment It seems unrealistic to assume that there will be no investment diverted 
from the U.S. to Mexico, nor that additional imports from Mexico to the U.S. will automat­
ically be offset by U.S. capital goods exports to establish those plants. 

Agure 5 

U.S. Manufacturing Companies' 
Activity in Mexico 
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The second argument against including investment diversion dismisses the problem, 
because potential investment shifts would be small relative to total U.S. investment. 
However, the relatively small size of potential investment shifts provides no reason to 
ignore their impacts on the U.S. economy. The 700,000 U.S. jobs that NAFfA supporters 
claim were tied to exports to Mexico in 1992 is only 0.6 percent of total U.S. civilian 
employment. If such job claims are included by proponents in evaluating of NAFfA's 
impacts, the potential losses due to investment diversion should also be considered. Again, 
this takes on special importance when trying to assess NAFfA's impact on U.S. jobs, 
where investment diversion could be a major contributor to U.S. losses. 

27It should be noted that these data exclude spending in joint ventures and other ventures in which U.S. companies lack 
majority control. ·' 
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IMMIGRATION FROM MEXICO TO THE UNITED STATES 
. ' 

A third key issue in assessing NAFfNs econoi:riit·'imp.act is immigration from Mexico 
to the United States. In recent decades, Mexico ,has almost certainly had a greater effect 
on the U.S. economy through migration of ,its ·~pie than through trade in goods. 
NAFfA's impact on migration flows shoµld be ,· con_side~ m: any comprehensive analysis 
of its economic effects. 

'.-· ,H.,: r. , ,._ .- .. ~;~_'._/ . ·. ·i( ,;, .' 

Of the sixteen studies reviewed here; ) >nly,:·'ilir¢e' cdris1der the potential effects of 
NAFI'A on labor migration from Mexico to· the United Sta~s. These effects range _from 
an increase of 610,000 Mexican immigrants. to. th~ United Suites to a decrease of 1,587,000 
Mexican immigrants to the United States. · . . ,: . , . · · . ':. . 

Modelling immigration movements with any degree of precision is difficult, especially 
when trying to predict the changes as a function of economic impacts which are themselves 
subject to large variations. Offsetting facto~ ~~cuJt to predict come into play. Immigra­
tion into the U.S. would be reduced if wages· and jop opportunities improve in Mexico. On 
the other 'hand, greater imports of farm prciducts into Mexico would displace labor from 
Mexico's rural areas more rapidly, which would stimulate migration to urban areas in 
Mexico and the U.S. In a recent study of possible immigration effects, Martin (1993) 
predicts that NAFfA will initially increase the number of Mexicans moving permanently 
to the United States by between 20,000 and 30,000 per year for the rest of the decade, 
followed by decreases after 2000. The increases in the 1990s are due to .increased demand 
for farm workers in the US, job displacement in Mexico due to elimination of protection 
for Mexican farmers, and an acceleration of existing migration patterns in Mexico that will 
bring more displaced Mexican workers to bor,der areas that. are accessible to the United 
States. . 

NET JOB GAINS OR LOSSES IN THE UNITED SiATES · 

Most of the debate over NAFfA's economic\mpact has centered on this question. Job 
gains or losses are variously ascribed to,increase<i net exports from the U.S., diverted 
investment to Mexico, changes in migration, p~~gis;,,9!' of!i~t factors. 

; 1' ·~:,·- .. ~.. ',. ' , . J·. 

It may surprise non-economists to find that' ~ri '.ofthe models offer no estimates of net 
job changes. In seven of the ten cases, the exclusio.~ is· due !O · a theoretical assumption of 
full employment - no net job change in the U.;S. Thus;· by definition, these models cannot 
result in a finding of net job losses in the United States. 

Economic theory and statistical modeling-do not lend themselves to reliable estimations 
of net changes in the total number of jobs due to expansion of trade and foreign investment. 
In these approaches, trade expansion has effects ·much like techr}ological innovation: some 
workers gain, some lose, and work requirements for the same let el of national consumption 
often are reduced. The net quantity of jobs cannot be estimated with confidence since it 
will depend on the pace and sequence of many offsetting market decisions. 

Six of the models predict net job effects; again with wide variation. The estimates range 
from net U.S. losses of 220,000 jobs to gains of 2.8 million jobs. 

•:,_: 
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Estimates of job impacts ranging into the millions, positive or negative, strain credibili­
ty. A positive gain of 2.8 million jobs in U.S. economic output to increase by roughly 
$140 billion. That would be 350 percent of U.S. exports to Mexico in 1992 of $40.5 
billion.28 

Other models make estimates of net job effects within plausible ranges, but make 
assumptions that limit their productive utility. For example, as discussed above, a critical 
issue is whether investment in Mexico will take place at the expense of investment in the 
United States. But the four models that predict net U.S. job gains as a result of NAFfA 
also assume that some diversion of investment will not occur. For those who believe that 
diversion is a significant possibility, these models should be given less weight. 

Some analyses argue that the Mexican economy is too small to have a significant 
impact on U.S. jobs. But different statistics can paint very different pictures of the 
Mexico's potential to affect the U.S. labor market. As Table 3 shows, Mexico has total 
economic output valued at around 5 percent of U.S. output.29 On the other hand, Mexico 
has a large working age population, around thirty percent of the U.S., as shown in Figure 
6. This implies that Mexico has more potential to affect the U.S. labor market than a simple 
GDP comparison might suggest 

TABLE 3. STRUCTURAL DIFFERENCES BETWEEN THE U.S. AND MEXICO 

Mexico as a U.S. to 
Percentage Mexico 

U.S. Mexico of U.S. Ratio 

Gross Domestic Product 
in billions of 1991 U.S. dollars 5611 283 .05 20 to 1 

GNP Per Capita in 1991 U.S. dollars 22240 3030 .14 7 to 1 
Working-Age Population 
15-64 Years, 1992 (in millions) 166 50 .30 3.3 to 1 
Projected Working-Age Population 
15-64 years, 2025 (in millions) 197 93 .47 2 to 1 
Hourly Compensation in Manufacturing 

in dollars, 1991 (index, U.S.=100) 100 14 .14 7 to 1 

Source: Blecker, 1993. 

28According to the U.S. Departtnent of Commerce, there are 19,600 U.S. jobs for each $1 billion of U.S. merchandise 
exports to Mexico (Davis, 1992). 

29lt is often said that NAFfA would create the "world's largest free trade area." While technically true, this does not 
indicate that the market for U.S. goods has enlarged very much. Since the U.S. economy itself is larger than the combined 
EC economies, a free trade area of the U.S. and Grenada would set a world record. As a practical matter, the five percent 
growth of the U.S. economy in 1988 added as much to the market for U.S. producers as would NAFfA. 

..,. ~' 
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A large working age population is a ne~essary; but not sufficient, condition for Mexico 
to have substantial effects on the U.S. jc:>b .. rn~~J-... ;The J\t;Y- additional factor is modem 
capital equipment with its associated skiU'~-~traiJiiiig~:~ teehnofogy, and managerial methods. 
With increased foreign direct investment :a ·majoi .. goal of Mexico in pursuing NAFTA and 
the treatment of U.S. investors a major conceril:ot-U.S: negotiators, the agreement includes 
many provisions sought by U.S. companies;, considering 'new or expanded operations in 
Mexico. · · 

Some NAFTA supporters argue that wages in Mexico will increase with these produc­
tive inputs, closing the gap with the U.S. ~and litnitil:tgd~wnward pressure on U.S. jobs or 
wages. They also sometimes cite the accessiori; of-Spainand Portugal to the European 
Community in 1986 to argue that low- and high-wage labor forces can be integrated with 
minimal disruption. However, the hourly compensation differential between U.S.-Canada 
and Mexico is 7 to 1, as shown in Figure 7. 30 This is much larger than the 2 to 1 hourly 
compensation differential · between the EC-10 and Spain anq Portugal in 1986. 

ii#' 

JO . •, . • <.. . • • " , . 
Hourly compensation is defined as (I ) all payments made directly to workc;~ . before payroll deductions of any kind, and (2) employer social 

insurance expenditures (expenditures for legally required insurance progr.irtls and"l:oiltractual and private benefi~ plans). Sec BLS (1993). 

. _,,,. -: . .. ':' 
;, , .. _ .. , . . 

. , ~~·tf/ir~~t: ·-1/:f ~r;f{:·.!~ !: :,·::.'~.~J~_r:f-1 ,. 
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Figure 7 

Average Wage At Time of Integration 

10.29 
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Sources: Department of Labor, Bureau of Labor Statistics; OECD; Joint Economic 
Committee. 

In addition, the combined work force of Spain and Portugal was one seventh of the 
work force of the EC- I 0, while Mexico has a labor force roughly a quarter the size of the 
U.S. and Canada. 

GROSS JOB DISLOCATIONS IN THE UNITED STATES 

An analytically related but distinct question is the possible gross job dislocation in the 
United States. Even with a modest net gain in U.S. jobs from NAFrA, large gross job 
dislocation would present a substantial adjustment problem for many U.S. workers, and put 
pressure on public training and income maintenance programs. Nine studies that report 
estimates of gross job dislocation range from 18,800 to 912,500. One analysis (Choate) 
estimates U.S. "jobs at risk" under NAFfA to be almost 6 million - 5,900,000. This 
estimate is not based on any attempt to model the agreement or its possible impacts on 
investment, trade, or other factors. Further, Choate 's estimate is for manufacturing industries 
alone, and represents about one-third of all jobs in U.S. manufacturing industries, and fifty 
percent of production workers. 

By some estimates, NAFfA would have to provide Mexico with an additional $300 
billion of exports to the United States to attract six million additional jobs. In 1992, total 
Mexican exports to the U.S. were valued at $35.6 billion, and the total size of the Mexican 
economy was $329 billion. If all the jobs "at risk" in Choate's scenario were to move, this 
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would require Mexico's exports to the U:S.:.fo 'rise· }?y an'' ;imount equal to 91 percent of 
total Mexican GDP. .. ... : : ,·. . ,· . . 

. /:· : •• !, ':-; , ••.• ~:: 

However, there are plausible estimates ofgross dislocation of over 300,000 U.S. jobs, 
up to around 600,000. This question of gross dislocation has not received as much attention 
as the question of net jobs effects, but these·,lev~ls-\\fOuld require significant program efforts 
for worker adjustment, beyond what is cµriently contemplated. 

" . . . 

IMPACT ON WAGES IN THE UNITED STATES 
-

This question also has received relatively little attention in the debate over NAFI'A. Yet 
it may be the issue with the most far-reaching impact on the United States. Many analysts 
believe that NAFI'A will put downward pressure on U.S. wages, independently of any net 
or gross job impacts. , 

Six of the models do not provide prediction of NAFI'A's impact on U.S. wage levels. 
Of the models that provide estimates, five present aggregate wage levels without examining 
subgroups based on skills or industrial sector.. . . . . . 

!,•"· .. · 

U.S. workers engaged in manufacturirig are directly exposed to competition, but 
workers in nontraded sectors also may be ~dversely affected. Wages of service workers may 
be depressed by NAFI'A, especially in regions ·which depend heavily on industries which 
suffer production losses due to increased, imports from Mexico. 

'· :,."! .·_ . J ., . ~ • ~ . . . ":• , 'I . ·· . ·'-

In contrast, many NAFfA proponert~:'tirgu/~;nhe· a:greement will not reduce U.S. 
wages. They claim that Mexican wages · (m.~~lirecnn U;S. dollars) have risen relative to 
U.S. wages in recent years. But this argurri~rit ·ov'erlooks the huge decline in Mexican wages 
relative to U.S. wages that occurred earlier in · the·' 1980s:·Even after accounting for the 
increases in Mexican wages since 1987, average Mexican hourly compensation in all 
manufacturing is now only 15 percent of U.S. levels, far below the 22 percent of 1980. As 
Figure 8 shows, this drop is nue for the· ·maquHadora sector, aS well as total Mexican 
manufacturing. . ·. _._ · · 
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Figure 8 

Labor Costs in Mexican Manufacturing 
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Of course, for Mexican wages to converge with the U.S., and thus lessen downward 
wage pressure on some U.S. workers, two things must occur: Mexican worker productivity 
must grow more rapidly than in the U.S., and those productivity gains must translate into 
higher Mexican wages. However, over the 1980-1992 period, there has been a dramatic 
divergence of Mexican labor productivity and real compensation. As Figure 9 shows, 
Mexican labor productivity - not just in manufacturing but in the overall economy - was 
higher last year than in 1980 while real compensation of labor in Mexico's manufacturing 
sector stood roughly one-third lower. 
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NAFTA supporters claim that U.S; dabor productivity is sufficiently higher than 
Mexico's to justify the 7 to 1 U.S.-Mexico hourly labor-compensation. However, the proper 
comparison is not average productivity for each entire economy, but sectors where Mexican 
workers are equipped with advanced technology and adequate capital resources. There is 
evidence from case studies that Mexican labor productivity reaches levels approaching U.S. 
levels when Mexican workers are supplied with similar capital, technology, and manage-
ment as U.S. workers. · 

Indeed, case studies of the operations of plants making similar products in the U.S. and 
Mexico find much narrower differences in the productivity levels in the two countries than 
in their wage levels. Shaiken (1992, 1993) has done case studies of engine plants in the 
U.S. and Mexico. In engine production, .a rough labor productivity measure is the engines 
produced per person in an eight hour work day,31 

. A Mexican plant produced three 
quarters as many engines per person as a more aut~mated U.S. plant in 1991. 

... ··•:.1. , • ·.• • . _.,... . fir 

. This productivity difference is far less ·•than the seven to Qne difference in hourly 
compensation. While not typical of the Me.xican economy overall, a modern engine plant 
is becoming increasingly typical of operations ,,in ·MeX:ico producing exports for the U.S. 
market. ... , . .- .:·,,<•· ···.. . · · 

31This measure includes both direct and indirect labor and managerial overhead on thq;bop floor. 
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SUMMARY 

POTENTIAL ECONOMIC IMPACTS OF THE NORTH AMERICAN FREE TRADE AGREEMENT 

The argument that Mexican wages are rising rapidly relative to U.S. wages uses a base 
year of 1987, when Mexican wages were seven percent of U.S. wages. It omits the fact 
that Mexican wages are much lower relative to U.S. wages in 1992 than in 1980. The 
contention that Mexican real compensation is now rising in tandem with real productivity 
increases is not supported by evidence from the last decade. The arguments against 
investment diversion ignore the fact that Mexico is already producing goods requiring 
highly skilled labor for export to the U.S. 

The contention that Mexico is too small to affect U.S. labor markets ignores the-size 
of Mexico's working age population. Although the Mexican economy is only one-twentieth 
of the U.S., Mexico's working age population is about one-third of America's. The 
reasoning that U.S. labor impacts will be minimal due to already low trade barriers 
overlooks NAFfA's reduction in barriers to investment in Mexico and the size of Mexico's 
labor force. The argument that NAFf A will result in no diversion ignores the fact that 
Mexico is already producing goods requiring highly skilled labor for exports to the United 
States. 

The U.S. export boom to Mexico has coincided with a real appreciation of the peso 
relative to the dollar and a huge increase in Mexico's current account deficit to almost 7 
percent of GDP in 1992. It is implausible to base future U.S. export trends and job gains 
on a continuation of this scenario. 



Chapter V 

SUMMARY AND CONCLUSION 

This report has concentrated on three issues related to economic studies of NAFI'A. 
First, it has shown that many of the assumptions used in the models rule out consideration 
of key questions. Second, in cases where models make predictions of the economic results 
of NAFf A, a wide variation in predictions is produced. and it is hard to reconcile the 
disparities. Finally, assumptions and predictions must be assessed in light of historic and 
economic trends, to assess their plausibility. 

Although economic models can be useful in isolating key questions and trying to make 
empirical estimations of NAFfA's impact, the models cannot provide definitive answers 
to key questions about NAFI'A. In addition, there are critical questions about the adequacy 
of the agreement itself that the models cannot answer, and those issues deserve more 
attention as the debate over NAFfA comes to a head. 

This final section summarizes the role and limits of economic models, assesses the 
empirical findings on U.S. jobs and wages, and discusses key questions about NAFfA that 
cannot be addressed by models or empirical analysis. 

USING ECONOMIC MODELS TO ASSESS NAFTA 

The economic models reviewed in this report employ a wide variety of assumptions, 
techniques and data, and differ substantially in their empirical conclusions about NAFfA's 
results. In some cases, the models do not address the key questions. For example, models 
that assume full employment in the United States cannot conclude that the U.S. will have 
a net loss of jobs due to NAFl'A. It is therefore difficult to compare their conclusions to 
models that do not make this assumption. 

This wide range of differing assumptions spans key issues, including full employment, 
whether or not U.S. investment might be diverted to Mexico, the preferences of U.S. and 
Mexican consumers for goods produced in their own nation, the impact of increased 
investment on Mexican labor productivity, and whether immigration to the United States 1 

will be affected by NAFfA. 

Because all of these issues are important in the NAFfA debate, it would be preferable 
for models to allow these assumptions to vary in relation to each other. This would permit 
modeling the interaction among these different factors (e.g., the impact of changing exports 
or diverted investment on U.S. jobs and wages). It is also desirable for analysts to vary the 
assumptions. For example, if a reader is especially concerned about the possible impact of 
diverting U.S. investment to Mexico, then having models that compare results with and 
without investment diversion can show what might be at stake for jobs and wages. 

Regrettably, many of the analyses in the NAFfA debate fail to fully address either 
problem. Most of the models tightly constrain key variables with assumptions. And, 
although many of them present a variety of slightly modified scenarios, few of them 
conduct sensitivity analyses that fully test the effect of relaxing critical assumptions. 
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As a result, many of the empirical ~6~Jid~i6ri; ,from · these models are in large part 
reflecting the impact of the assumptions. As . the CBO review of NAFTA models states, 
"Most, though not all, of what can reliably be concluded from the models merely confirms 
what economists already knew or believed to be very likely (CBO 1993c, p.4)." Blecker, 
who reviewed NAFTA models for the Department of Labor, testified to the Senate Commit­
tee on Labor and Human Resources that the "vast majority of existing studies are so 
strongly influenced by their authors' theoretical views and prior beliefs that they do little 
more than quantify those preconceptions" (1993, p. II). 

A notable exception is found in the analysis conducted at the Brookings Institution by 
Stanford (1993). Stanford constructs a general equilibrium model that does not assume full 
employment and allows wages to vary depen,dingp~ ·workers; ability to bargain. Stanford 
then varies different sets of the critical assumptiqits,· producing strikingly diverse results. 
In do in¥ so, he ~ustrates the se~sitivity ?[ p:ioqel~' -~ assll;?l ptions, and also allows direct 
companson of different economic scenanos .. ,. . ...... · _.·. : 

In fact, Stanford models virtually the full:~ i t <>f j~s_ue,( t:}lat concern most people in 
the NAFTA debate. In one model, which':heJ :~ ( tl,ie "n~lassical" approach, Stanford 
uses assumptions similar to those used. l?Y) ~any · other economists cited by NAFTA 
proponents, and gets similar results as theihf · ··· ,.. . ___ 

. . ... : · . ·. 

He then varies the assumptions, including the "Maximum Displacement" scenario 
reported in Table 2 32 that tests the effects of investment diversion to Mexico, improved 
productivity in Mexico, arid increased displacement of Mexican agricultural workers, and 
produces substantially worse results for the US:'and·Canada than economic models with 
more optimistic assumptions. Stanford even models a "Social NAFTA" that projects the 
impact of reducing Mexico's external debt, an increase in Mexican labor standards, and 
domestic investment stimulus by the U.S. and Canadian governments. This scenario 
produces gains for all ·three nations. 

Stanford's work is the clearest illustration of the critical importance of assumptions in 
affecting empirical results from these models. By varying key assumptions that are of 
direct policy concern, he shows that assumptions do matter. His results also underscore that 
NAFTA could have very different economic consequences depending on how it is finally 
implemented. 

In addition to the general failure to use· substantially different assumptions in their 
models, many of the empirical studies fail to ground ·their assumptions in real-world trends. 
For example, in models that allow for changes in foreign direct-investment in Mexico, and 
diversion of U.S. investment to Mexico, several .models estimate possible changes in 
investment flows based on the experien9es, ,of other dev~loping countries when trade 
relations were changed. These estimates ar:e -then plugged into the U.S.-Mexico models. . . -. ' ... . ~,_ ' ; ~:· . ;. ~ .. ' -~ 

In contrast, the Economic Strategy Institute . model conducted direct research into 
current patterns of trade and investment between the U.S. and Mexico to estimate invest-. . ' 

32The models in Table 2 were selected · for their max; ~ impact, ·~sitive or negative, on the U.S. economy. 
. . ..: :,· .""::' ·--. ~-· .. : ~. ' . ' : . . . ~ _., _ .. 
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ment changes. The ESI researchers supplemented these data by interviewing corporate 
executives and industry analysts about possible investment plans, and they also incorporated 
an analysis of the actual provisions of NAFfA. Using these specific estimates, the ESI 
study predicts much larger gross job displacement than studies that use investment estimates 
extrapolated from indirect sources. 

While such attention to specific detail does not guarantee final accuracy, it does 
indicate that the analysts have tried to make their model as realistic as possible. When 
empirical assumptions are made about different issues, they should be grounded to the 
extent possible in real world trends. Unfortunately, many of the NAFf A models make ! 
priori assumptions about key issues, often without trying to evaluate those assumptions in 
light of other empirical trends. 

WHAT CAN BE CONCLUDED FROM THE MODELS? 

Confronted by this range of assumptions, techniques, and contradictory outcomes that 
influence the models' empirical conclusions, it may seem tempting to ignore the economic 
impact studies, and regard them all of them are equally invalid. But that would be 
overreacting. The models can be helpful when they address the critical economic issues, and 
create a general range of possibilities for most of the important questions associated with 
the impact of NAFfA. 

The models reviewed here range from implausible and overly simplistic analyses to 
models that carefully consider the limits of data and technique in producing their results. 
This section assesses the models on three areas of concern for NAFfA's impact on the U.S. 
economy - net impact on total number of jobs, gross job dislocation and the possible 
impact on U.S. wages. 

Net Job Change 

This issue unfortunately has dominated much of the debate over NAFfA, to the 
exclusion of other issues. The partial consensus on this issue has to some extent masked 
the other issues of gross losses and pressure on U.S. wages, which also are critical to 
evaluating NAFfA. 

This represents a rare agreement in the NAFf A debate. Compare Jeffrey Schott, a 
leading supporter of NAFfA, with Blecker, one of the principal critics of the economic 
studies. Schott: "the 'jobs debate' has been marked by hyperbole on both sides (Schott, 
1993, p. 2)." Blecker: "There are no credible estimates of large net (aggregate) job losses 
from NAFf A, but then there are no credible estimates of large net gains either" (1993, p. 
11 ). "The aggregate employment implications of NAFfA have, quite simply, been 
overblown on both sides" (1993, p. 13.) But this fragile consensus on relatively small net 
job impacts breaks apart on two other vital questions: gross job dislocation due to NAFf A, 
and the impact on U.S. wages. 
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Gross Job Dislocation 
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The questions of gross dislocation due to NAFTA should be considered separately from 
the question of overall net job impacL If NAFTA does not produce much job dislocation, 
then relatively little will have to be done to adjust to those impacts. But a high level of 
dislocation will mean much more disruption and "chui:ning" -in the job market, at a time of 
slow job growth. · · ·::: . • 

Unlike the estimates of net job impact, ~e.Jc!Qge',Of plausible gross dislocation is much 
broader. Hufbauer and Schott estimate a;grqss disiocation of about 145,000 workers over 
five to six years, while the Economic · Strategy··· Institute . estimates that up to 912,500 
workers could lose their jobs over nine Y~;~,~~~f.Pf ~Af:?A. 

· ,/· (•.::;;.: / ,. '<-./~'~ r- .. ·.:.t· 1
---•··:.: • J , • 

Because they consider only jobs in t:rade4~gQC?ds.'iitgustri~s, the estimates of dislocation 
probably are underestimates. Severe econ~niic dislocation, especially if concentrated in 
specific industries and regions, can have ~-_ larg~r , "negative .(Ilultiplier" effect, as jobs and 
incomes in local service industries are affected by the direct loss of jobs due to NAFf A. 
And it will put additional burdens on federal programs for dislocated workers and economi­
cally distressed communities, at a time of ~yere p1:1cl~et pressure. 

.. .. ,. 

Bleeker's summary seems fair: "gros/)cib. d~l~tion on. the order of about a half a 
million workers over a decade is a realistic possibility, .and this figure is probably conserva­
tive (1993, p. 15)." If indirect, "negative multiplier" efects were to be estimated, dislocation 
would be even higher. 

Impact on U.S. Wages 

If the issue of job dislocation has been somewhat underplayecL there has been even less 
attention to a third critical issue: the possible impact of NAFTA on U.S. wages, especially 
for workers in the lower part of the income 4is~bution. 

Again the models vary in their conciusions. . So~e models estimate a slight gains in 
average U.S. wages, although in many cases their as~µmptions of full employment and little 
or no investment diversion push them in this -.direc.tio'lt Witl.tout job or investment losses, 
there are few other factors in these models 'tlfat cmil.d · drive'wages down. 

k., " . 

In addition, several models that predict .\y~ge, gajns':<lo ~bf.differentiate among different 
groups in the labor market. Thus their firu::t~rrgs·:of ffe.>s.itive wage gams represents an overall 
average, potentially masking simultaneous _ w~ge". gri>~ · for some and decline for others. 

Much economic theory and experience -suggests that closer economic ties between the 
U.S. and Mexico will lead to downward pressure on U.S. wages, especially for non­
professional workers and those without a college education. 'it is important to emphasize 
that this downward pressure on wages does" not depend on finding significant net or gross 
job losses due to NAFfA, but is an independent potential result. 

For example, Stanford (1993) estimates a possible reduction in U.S. labor income of 
up to 1.1 percent, in the absence of corrective social policies or greater efforts to stimulate 
U.S. economic growth. At current rates, this would represent a loss of up to $~48 from the . , 

·-" .. 
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average full-time compensation for a manufacturing production worker.33 This may seem 
like a relatively small amount, but it should be viewed in relation to the wage and income 
stagnation of the past twenty years. Real compensation in the nonfann business sector has 
risen just 7.5 percent since 1973. If NAFfA reduced this by Stanford's estimate, it could 
wipe out 15 percent of those gains on average.34 

OTHER QUESTIONS IN JUDGING NAFTA 

This report has reviewed sixteen models of various estimated economic impacts if 
NAFfA goes into effect. In contrast to a widely-held perception that the vast weight of 
the economic evidence supports NAFfA, this review finds that there are several · plausible 
economic analyses that predict negative economic impacts from NAFfA. Policy makers 
and the public should not assume that the economic studies of NAFfA predict unambigu­
ously positive effects for the United States. 

However, the models and economic analyses also do not automatically prove the 
opposite conclusion - that NAFfA is unambiguously bad for the American economy. For 
this report also has emphasized the limits to economic models. People on both sides of the 
NAFfA debate often are overreaching when they use these economic models. As dis­
cussed, some of the models are simply too crude to shed much light on the issues at hand. 
In other cases, models rule out, by assumption, consideration of key questions. 

But even when done with as much rigor as available data and technique permit, the 
models are only tools for reaching judgments about NAFfA. Several critical questions 
about NAFfA's impact are not addressed in these models, and answering those questions 
should be part of reaching a decision about the agreement. 

I. Are economic provisions and the side agreements adequate? Most of the models 
were run before NAFf A was finalized. Thus they do not attempt to model its specific 
provisions, either the trade and investment provisions at the heart of the agreement, or the 
side agreements on labor. Because passage of NAFf A may well set the terms for future 
trade agreements between the United States and additional newly industrializing countries 
in Latin America and East Asia, assessment of the side agreements is a critical issue. 
NAFfA may bec~me a template for future U.S. trade agreements.35 If this happens, and 

33U.S. production workers in manufacturing would be expected to suffer a cut in compensation at least as large as the 
average cut for all workers in the economy, which Stanford estimates at 1.1 pecent According to the most recent BLS 
figures, U.S. production workers in manufacturing in 1991 were paid for an average 41 hours a week for 52 weeks a year 
and worked for 93.4 percent of the paid hours, for a total of 1991 hours of work per year. With average compensation 
per hour worked of $16.17 last year and if hours paid were unchanged, then annual compensation totaled $32,194 and a 
loss of 1.08 percent would equal $348. 

34Compensation data from Economic Indicators, September 1993, and the Economic Report of the President, 1993, 
Table B-44. 

35The New York Times, in a recent message to Latin American leaders, "President Clinton promised that American 
approval of NAFfA would be 'the first step' in achieving a goal of freer trade throughout the region." New York Times, 
October 19, 1993, p. AIO. 
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economic problems do result from NAFTA::,fyp¢ agreements, ,then the U.S. economy will 
experience more job dislocation and downward·\\'.~g¢ pres~ure. 

2. Are economic and adjustment policies ,ad_equate? Most analysts expect some gross 
job dis.location in the U.S., and some forecast significant.increases in dislocation, with 
additional likely negative effects on communities·0 ~dj ndustries. The higher the level of 
possible dislocation,~~ more ~portru:Jt "i_t •· i:{io.~w;~.~~/h tb~ ~4.Muacy of U.S. lah9r market 
and community adjustment policy. . , ·;,.>;:;/'':' . .}:· .. -·~·· ··,._ · 

. .. :i,.'.f/;L/:.f(" .. · :.·, 
In addition, NAFTA may well put . furtliet_:J,iovmwarcf pressure on wages of non­

professional workers in the U.S. In light. ·of :this _pre$sure, which has not received much 
attention in the NAFTA debate, it is imporiant to consider the adequacy of U.S. policies 
to generate higher economic growth and higher wages and · incomes to help combat these 
low-wage pressures. 

3. Foreign policy considerations. Th;· imp~ct:' dl approvmg or rejecting NAFTA on 
U.S. relations with Mexico, Latin America, and the rest of the world is an important issue, 
but the economic models are of little help here. 

4. Environmental Issues. The economic models reviewed here do not address environ­
mental concerns, which also are significant in the overall debate over NAFTA. 

This report does not pretend to solve the complex economic or other issues relating to 
NAFTA. It has a more modest goal - to conduct a thorough review of economic models 
of NAFTA, emphasize the limitations on those models as a guide to public policy, and 
point out that there is a plausible range of positive and negative economic outcomes from 
NAFTA. Economic analysis and models can be useful tools when used properly, but they 
cannot substitute for the overall process of evaluation and judgment that must be made on 
a complex issue like NAFTA. · · · ·· ·' 

It is this report's conclusion after carefully reviewing the evidence that likely outcomes 
from NAFTA include relatively small net impact's:6lt!Ainenca11jobs, potentially significant 
gross job dislocations, and downward press(i~ . ~1f'w.~g<:'!s·Jor 1ion-,profossional and technical 
U.S. workers. But this conclusion is not, an4:,'.~~~( be ·written in stone. . 

·, . ' , _.,(._) ·.,, .. · ... · 

• ' -:',·. 

If 

' ~-':!- \ •.• 
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MEMORANDUM 
COUNCIL OF ECONOMIC ADVISERS 

August 9, 1993 

TO: LAURA TYSON 
ALAN BLINDER 
JOE STIGLITZ 

FROM: SHERMAN ROBINSON 

SUBJECT: The Politics of NAFTA 

From recent newspaper coverage and conversations on the hill, I think we are starting 
to get a pretty good idea of where the battle lines are forming in Congress regarding 
NAFT A. All agree that passage of NAFT A requires a bipartisan coalition that includes a 
significant majority of the 100 or so undecided freshmen members, mostly Democrats. The 
current solid core of supporters includes more Republicans than Democrats. There is a 
potential coalition of liberal Democrats forming around Rep. Torres, who has been a steady 
critic of NAFTA (he voted against fasttrack) but who has stated he could support NAFf A 
under some conditions (good side agreements, especially regarding labor, and the creation of 
a North American Development Bank -NADBank). Gephardt is also clearly concerned 
about adjustment issues, and wrote a letter supporting Torres' proposal for NADBank (as ,·· 
did, interestingly enough, Orin Hatch of Utah). , 

In assessing the political problems the Administration faces in getting NAFTA 
approved this fall, I make a few assumptions: 

(1) The economic situation will not look very encouraging in the fall. That is, the 
recovery will still look weak, with a high unemployment rate and a steady stream of news 
stories about companies firing workers at all levels. 

(2) The side agreements will look good, but will not satisfy the more extreme critics 
who want strong sanctions in both the labor and environmental areas. 

(3) Perot will probably look a bit weaker, but he will still be a steady critic of 
NAFTA, with more speeches about "sucking sounds." 

In this environment, I think that the major problem concerning NAFTA will be that 
voters are uncertain and fearful about the state of the economy and the security of their 
employment. Perot and the labor unions have succeeded to a large degree in making 
NAFTA a metaphor for this uncertainty. Any trade agreement, almost by definition, 
involves adjustments and changes in the structure of production and employment. Such 
adjustments are much easier in a rapidly growing economy. With economic uncertainty, 
voters are fearful and want to protect themselves. Promises of long-run benefits will not be 
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enough, unless they get guarantees that the Government, which is introducing these changes, 
will manage the adjustment process. In the words of Carl Rowen in a recent Washington 
Post column (8/8/93), the President "must assure that there will be adequate compensation to 
those workers and companies that may lose out." 

In the past few Deputies meetings, we have focused on environmental issues, 
especially regarding financing environmental projects along the border. Some, especially 
Tim Wirth, have argued that environmental issues are crucial, and that there is potential 
support for NAFT A by environmental NGOs, who will be crucial in forming the winning 
coalition. While I think that environmental concerns are important, I think this argument is 
exaggerated. It is far more important to meet the concerns of the liberal Democrats, for 
whom environmental issues are significant but adjustment problems are crucial. For Torres 
and Gephardt, environmental issues are certainly not as important as adjustment problems. 

I think a few conclusions follow: 

(1) The institutional response to establishing NAFTA should be seen as ambitious 
rather than minimal. NAFTA-PLUS is more than just a re-packaging of the Bush 
Administration approach, but represents a different view of NAFTA. The Clinton 
Administration must be seen as responding to the fears of workers and to be effectively 
managing the adjustment process. 

(2) To meet the concerns of environmental groups, it is necessary to provide an , 
institutional mechanism for implementing environmental investment projects and to provide a 
stable source of funding for such projects. We have focused on this concern the most. 

(3) It is necessary to provide support for displaced workers to meet the concerns of 
those who are worried about labor displacement due to changes in the structure and volume 
of trade. The current proposals from the Labor Dept. to provide general support for labor 
adjustment should go a long way toward meeting this concern. 

( 4) It is necessary to provide mechanisms to provide or encourage investment, both 
along the border and elsewhere, to provide social overhead and physical infrastructure to 
ameliorate the adjustment costs inherent in achieving closer economic integration under 
NAFTA. This is a problem area. 

The most recent proposal concerning the side agreements, currently under discussion 
with the Mexicans, would establish two institutions in addition to the labor and environment 
commissions. There would be a Border Environment Administration (BEA), and a Border 
Environment Finance Facility (BEFF), which would be "associated" with the IDB. These 
two institutions would be narrowly focused on border environmental problems. 

I think that the side agreements plus the BEA and BEFF should meet the concerns of 
many environmentalists, even if the environment commission does not have strong 
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enforcement powers. The effect should be to split the major environmental groups, which 
would suffice. 

My concern is that the current NAFTA package does not adequately address concerns 
(1) and (4). Simply managing environmental needs will not be seen as an adequate 
institutional response to those worrying about economic insecurity. In the past week, Torres' 
response to the various press reports indicates that he feels strongly that a narrow focus on 
funding only environmental projects will not suffice, and I think that Gephardt feels the same 
way. Indeed, Torres is reported as saying that he would vote against NAFT A if the 
Administration does not move toward his NADBank proposal. 

Torres is pushing his NADBank idea because he sees it as a broader institutional 
response to the adjustment problems inherent in NAFTA. While it is hard to judge the 
cohesion of the coalition he has put together supporting the NADBank idea, I see no reason 
at this point to make it difficult to compromise. I have stated a number of times that we 
should keep the funding institution flexible, so that we could move some distance toward 
creating the sort of NADBank that Torres proposes, if that seemed politically desirable. I 
would not have called it a "Border Environment Finance Facility" because that appears to 
lock in a very narrow focus. I favored calling it a "NAFTA Development Bank" (NOB), 
just to keep open the possibility of compromise later. Why paint yourself into a comer for 
no reason! 

At this point, I recommend that we should: 

(1) rename the BEFF, say that we plan to be flexible in designing the institution within the 
IDB, and also say that we could move toward Torres' proposal, if the Mexicans are also 
willing; and 

(2) make sure that both the BEA and the NOB are tied to NAFTA. The environmentalists 
would be delighted to have the BEA without NAFTA, and Torres would also be content to 
have the development bank without NAFT A. 



MEMORANDUM 
COUNCIL OF ECONOMIC ADVISERS 

August 9, 1993 

TO: LAURA TYSON 
ALAN BLINDER 
JOE STIGLITZ 

FROM: SHERMAN ROBINSON 

SUBJECT: Newspaper coverage of NAFTA 

There is continuing newspaper coverage of the NAFTA, mostly focusing on 
mechanisms to pay for environmental projects along the border. I discussed some of the 
articles that appeared last week in a previous memo. I attach some of the recent stuff that I 
think is especially interesting. 

There is a good article by Bob Davis in the WSJ (8/6/93), a pretty good article in the 
Financial Times, and what looks like more hurried coverage by the NY Times, all based on 
detailed knowledge of the draft discussed at the Deputies meeting on Monday (8/2/93). 
There is also an excellent column by Hobart Rowen in the Sunday Washington Post (8/8/93) 
discussing the problems of passing NAFTA in Congress. ' 
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. U.S. Would Provide Most Funds for Bank 
Proposed to Clean Up Mexican Border 

By BOB DAVIS 
Sta.JI Reporter o/THE WALL STREET JOURNAL 

WASHINGTON - The U.S. would pro­
vide most of the capital for a proposed 
U.S.•Mexico development bank to pay for 
environmental cleanup along the two coun­
tries' border, even though most of the 
projects would be in Mexico. 

Under a plan Clinton administration 
officials are discussing with Mexico, 
Washington would provide 85% of a pro­
posed $525 million in start-up money for the 
bank, anlf guarantee most of the remain­
ing $4.5 billion it would raise over five 
years. As a result of its contribution, 
the U.S. would have effective control 
over the $5 billion bank. 

The bank would lend to specific proj­
ects, which also would raise their own 
money through user fees and their own 
bonds. Because virtually all of the cleanup 
projects would be on the Mexican side of 
the bord€r, though, Mexico would guaran­
tee repayment of the bulk of the projects' 
bonds. U.S. officials say that the U.S. 
would benefit from the projects because 
much of the pollution on the U.S. side of the 
border originates in Mexico. 

The bank would be one of two institu­
tions that the U.S. recommends creating to 
deal with environmental problems along 
the two countries' border. The other, a 
binational Border Authority, would ap­
prove and oversee the environmental proj­
ects in the border region. The authority's 
territory would be defined as the border 
area's "watershed ecosystems, regardless 
of political boundary." 

The proposals come as trade offi­
cials from the U.S., Mexico and Canada 
continue discussions on labor and environ­
mental side-agreements to the North 
American Free Trade Agreement. Border 
cleanup funding is a central part of those 
talks, although Canada has said it doesn't 
want a formal role in the effort. 

The talks are at an impasse over 
U.S. demands that it be able to impose 
trade sanctions if an arbitration panel 
finds that Mexico or Canada aren't enforc­
ing their environmental or labor laws. The 
U.S. has discussed a compromise plan 
calling for fines on governments for nonen­
forcement; only if Nafta governments 
didn't pay the fines could sanctions be 
imposed. 

But House Majority Leader Richard 
Gephardt (D., Mo.) and Sen. Max Baucus 
(D., Mont.), who is chairman of the Senate 
Finance Committee's international trade 
panel, wrote U.S. Trade Representative 
Mickey Kantor on Tuesday that such a 
·compromise would be unacceptable to 
them. "Unfortunately, the proposals ap­
pear to be aimed at accommodating the 
interests of those in the business commu-

___ . . . . nity and our trading partners, who believe 
··~ . . .· . . ·· · .••. , • . . ··- . . 

there is nothing wrong with the status 
quo," they wrote Mr. Kantor. The support 
of both Democrats is crucial for Nafta to 
pass Congress. 

With regard to the separate envi­
ronmental funding plan, a Nafta working 
group of the White House's National Eco· 
nomic Council on Monday endorsed the 
proposals that are being negotiated with 
Mexico. U.S. officials caution that the 
share of funds contributed by each country 
could change during negotiations, as could 
other specifics. But the plan, prepared by 
the Treasury Department, gives the most 
detailed look at how the U.S. proposes to 
proceed with border cleanup. 

The border development bank, which 
would be housed in the Inter-American 
Development Bank in Washington, would 
provide loans and credit-guarantees to 
projects approved by the Border Authority. 
Of the $525 million in seed money, raised 
over five years, the U.S. would contribute 
$445 million. The 85% U.S. share would 
"practically assure" that the bank could 
obtain a triple-A rating for the bonds it 
would issue, according to a copy of the plan 
obtained by The Wall Street Journal. The 
remainder of the funds would come in the 
form of so-called callable capital, which 
would be guaranteed mainly by the U.S. 
government. 

U.S. officials said that Mexico may 
want to contribute more capital in order to 
get a greater stake in the development 
bank. In turn, Mexico may ask the U.S. to 
pick up more of the tab for specific environ­
mental projects. 

The draft of the plan says its objective 
is "to help get congressional support for 
Nafta passage by creating mechanisms to 
ensure that environmental problems along 
the U.S.-Mexico border are addressed." 
But it may not go far enough to satisfy 
Nafta critics. Rep. Gephardt has said he 
wants to guarantee Nafta environmental 
funding by imposing a tax on border trade. 
The administration says that federal 
spending of $150 million annually would 
come from general appropriated funds. 

Meanwhile, Rep. Esteban Torres (D., 
Calif.), a Nafta opponent, said he would 
support the pact if the administration 
backs his idea for a North American 
Development Bank that would cover 
spending for roads, bridges and other 
infrastructure - not only environmental 
projects. He also would allow the bank to 
finance projects further from the border; 
the administration plan wouldn't fund 
projects in Mr. Torres's district, which is 
120 miles north of Mexico. 

'Tm really disappointed in their pres­
ent position," said Rep: Torres. "It doesn't 
create jobs away from the border." 

"This is arguably half a loaf," added 
Charles Kamasaki, a vice president at the 

EE NE we FL SA 

Airlines Set Earlier Date 
For Fall Fare Discounts 

A WALL STREET J ouRNAL News Roundup 

The airline industry's fall fare war 
will take effect earlier than expected. 

The industry, led by Delta Air Lines, 
cut advance-purchase fares Wednesday 
as much as 35% for travel between 
Sept. 15 and Dec. 15. Yesterday, Wings 
Holdings Inc. 's Northwest Airlines, seek­
ing to stir up end-of-summer· vacation 
business, applied the discount for trips 

· that begin after Aug. 23. J;)iscounts apply 
on tickets bought 14 days in advance. 
AMR Corp. 's American Airlines, Con­
tinental Alrllnes, UAL Corp. 's United 
Airlines, USAlr Group Inc. 's USAir unit, 
America West Alrllnes and Trans World 
Airlines said they would match the 
Northwest move, and all major carriers 
are expected to follow suit. 

Delta appears to have broken any 
hesitation in the industry to impose a­
cross-the-board discounts. Some analysts 
believe airlines have been holding off 
on fare sales until the outcome of a 
federal antitrust lawsuit in Galveston, 
Texas. In that suit, Northwest and Conti­
nental have accused American of trying 
to drive them out of business by steeply 
discounting fares. 

But Northwest's quick move to extend 
the Delta-led fare sale supports the no­
tion that the airlines, facing sluggish 
demand among price-sensitive leisure 
travelers, are eager to discount. ,· · 

National Council of La Raza, a big His­
panic group that backs the Torres plan. 
"But half a loaf gets you no votes. A full 
loaf gets you a lot of liberal and centrist 
Democrats." 

Southern National COil). 

First Savings to Be Bought 
In $181 Million Stock Swap 

Southern National Corp., Lumberton, 
N.C., said it will buy First Savings Ban1c 
FSB, in Greenville, S.C., in a stock swap 
valued at $181 million. 

Southern National, which has $5.2 bil­
lion in assets, said it will issue 0.855 
common share for each First Savings 
share outstanding. The acquisition would 
make Southern National the third largest 
bank in South Carolina and give Southern 
National entry into 21 new South Carolina 
markets. 

First Savings, with assets of about 
$2 billion, is the largest remaining inde­
pendent bank in a state where many banks 
have been bought by out-of-state concerns. 
In June, First Savings' stock rose $2 on the 
announcement that it entered into pre­
liminary talks about being acquired. In 
over-the-counter trading, First Savings 
rose 50 cents to $16. Southern National fell 
12.5 cents to $21.75 on the New York Stock 
Exchange. 
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!W Clinton administration seeks special facility to raise $20bn for border projects 

Mexico-US environment fund proposed 
Lg existing 
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By Nancy Dunne 

THE CLINTON administration 
has suggested to Mexico that 
the countries set up a finance 
facility, only loosely linked 
with the InterAmerican Devel­
opment Bank, to raise up to 
$20bn (£13.4bn) for environ­
mental projects at the border. 

The proposal is part of nego­
tiations on the North Ameri­
can Free Trade Agreement 
now under way in Washington. 
The trade ministers of the US, 
Canada and Mexico met again 
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yesterday to take up where 
their subordinates left off in 
talks throughout the week. 

The official word was that 
progress was being inade but 
reports filtering out of the 
negotiations indica'ted other­
wise - only partly due to the 
US desire to qold the Nafta 
grand finale after Congress has 
approved a new budget. The 
US is still insisting on the use 
of trade sanctions to enforce 
environment and labour 
aspects of the agreement; Can­
ada and Mexico are, to differ-

ent degrees, still resisting. 
Although the administration 

is proposing a stand-alone fin. 
ancing facility for the environ­
ment for the first time, the 
idea is stirring little excite­
ment in Congress, where sev­
eral Democrats are still hoping 
for the creation of a North 
Aniericari Development Bank. 

The Clinton plan is for a bor­
der institution, established 
through presidential agree­
ment between the US and 
Mexico. It would co-ordinate a 
regional plan on the environ-

ment, review project designs 
for dealing with waste water 
and industrial pollution, assess 
the technical and financial fea­
sibility of proposed projects, 
and oversee construction and 
operation. 

It would also mobilise pri­
vate sector finance, direct gov­
ernment supports (loans, guar­
antees, equity finance) and 
provide money through the 
finance facility. 

The latter would be sepa­
rately chartered and capital­
ised by the US, which would· 

provide 85 per cent of the 
$525m · in paid-in capital, and 
Mexico, which would provide 
the rest. It would be capitalised 
initially at $5.025bn, a sum 
expected to yield up to $20bn 
for lending. The IADB would 
be associated with it in some 
form of advisory capacity. 

The scheme has been critic­
ised as inadequate by Mr 
Albert Jacquez, chief of staff to 
Congressman Esteban Torres, 
who has introduced legislation 
to create a North · American 
Development Bank. · 

·Menem finds that free trade is 
something , pf a mixed'. blessing 

· John ;Barham reports on second thoughts in Argentin~ 
. A STEADILY deteriorating trade 

' ~~!~~:,~d. ~~~~?~~gh!~e;~~~t Inflation in Argentina has fallen to its 
lowe'lt Jevel in 24 years, reaching a 

, ; .,. 
year to $4.93bn and Brazil is now Argen­
tina's biggest export market as well as its 
bi~st __ s~pplier. 
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U.S. and Canada Make Deal 
On Beer Amid Trade Talks 

By KEITH BRADSHER 

Special to The N~w York Tim~ 

WASHINGTON, Aug. 5 - Toe U_nit­
ed States and Canada settled a f1ve­
year-0ld trade dispute today that had 
threatened to result in sharply higher 
prices for imported Canadian beer. 

Mickey Kantor, the United States 
trade representative, and Trade Min­
ister Thomas Hockin of Canada 
struck the deal durini; a _recess from 
their continuing negot1at1ons on labor 
and environmental issues linked to 
the North American Free Trade 
Agreement. 

Toe talks, which also include Trade: 
Minister Jaime Serra Puche of Mex1-, 
co, are scheduled to continue on Fri-. 
day. od 

In a separate development t . ay, 
new details emerged of the Clanton 
Administration's plan to _create · a 
joint agency with the Mexican Gov­
ernment to clean up_ the Umt~d 
States-Mexico border region. An in­
ternal Administration document ~lls 
for Congress to authorize $750 m1lhon 

in spending over five years, much_ol 
which would be used as the security 
for issuing $5 billion worth o~ bonds 
for the agency, while $61 m1lhon a 
year would be used fo_r _grants. . 

By eliminating pumuve _America_n 
taxes on beer from Ontario, today s 
agreement "ends the beer war . be­
tween . Canada and the United 
States" Mr. Hockin told reporters m 
the lobby of the Madison Hotel here, 
where the negotiations are bemg 
held. U ·ted 

Just over a year ago, the m 
States imposed a tax of $2.60 to $3 on 
each 24-botlle case of beer from the 
Province of Ontario, which has long 
restricted foreign beer sales and 
which had just imposed a tax on 
aluminum beer cans, The move came 
after lour years of unsuccessful talks 
between the two countri~ about the 
problems faced by American brew~r­
ies seeking to enter the Canadian 
market. 

To preserve their sh:ire of the 

Continued on Page D2 
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A,.t Trade Pact Talks, U.S. and Canada Settle ·Beer Dispute 
Ontario. Toe ma.in brands Imported 

'. continued FrQm First Business Page ·· from Ontario are Molson and La· 
ball's. 

Ameiican market, Canadian brewer­
ies and their American bottlers have 
avoided raising prices and paid at 
least $3 million a month in taxes out 
of their profits, said Daniel Gagnier, 
the president of the Brewers Associa­
tion of Canada. 
If negotiators had not reached a 

deal, ·canadian breweries could have 
eventually been forced to pass along 
the tax to American beer drinkers, 
Mr. Gagnier said. ·. 

In today's compromise, Ontario 
agreed to reduce various barriers to 
the distribution of imported beer like 
hanilling fees charged on imported 
beer by the Ontario Liquor Control 
Boa,d. But Ontario retained its tax on 
al4minum beer cans, which falls 
mainly on American breweries be­
cause most Canadian beer is sold in 
bottles. 

The United States, in return, elimi­
nated its special t~x on. beer fro~ 

Focus on Border Cleanup 
This week, the labor and environ­

ment talks related to the North Amer­
ican Free Trade Agreement have fo­
cused on how to pay for the cleanup of 
the Mexican border area. 

Several members of Congress said 
the White House was unenthusiastic 
about striking an overall deal in labor 
and environmental talks before the 
end of the month to avoid giving 
opponents more time to criticize the 
agreement before representatives 
and senators in their home districts .. 

As described last week by a senior 
Administration official, the United 
States wants to create a United 
States-Mexico border agency that 
would use money from bond issues to 
build water treatment and sewage 
centers. 

The internal Administration docu­
ment was obtained through lobbyists 
keeping track of the trade talks. Ac­
cording to the lengthy document, a 

new border authority would develop a 
regional environmental plan and then 
oversee the construction and financ• 
ing of water treatment and sewage· 
centers to carry it out. ., 

Creating a Bond Agency 
A separate Border Environmental 

Finance Bank would be set up within 
the Inter-American Development 
Bank, an institution similar to the 
World Bank, and would issue the 
bonds, which would be guaranteed by 
the Federal Government. The United 
States would own 85 percent of this 
new institution, while the Mexican 
Government would own the rest, ac­
cording to the document. 

Also today, the White House and 
senior legislators headed off a poten-. 
tially damaging vote on the free trade 
pact by freshman House Democrats. 

Led by Representative Sherrod 
Brown, Democrat of Ohio, half the 
freshmen class had called for a vote 
condemning the pact, contending that 
it would lead to the loss of American 
jobs to low-wage Mexican workers 

and to Mexican factories, which are 
not subject to the same environmen­
tal regulations as American compa-

. nies. ,· 
A vote against the pact would have 

been a setback for the Administra­
tion which has tried to persuade law­
makers-to avoid taking positions until 
side agreements are struck on labor 
and environmental issues. The White 
House and its Congressional support­
ers plan an aggressive lobbying cam-
paign this autumn. · 

But Representative Lucille Roybal­
Allard, Democrat of California, gath­
ered 22 other freshmen in opposing 
any immediate vote. 

Representative Bill Richardson, 
,he New Mexico Democrat who 1s the 
chief deputy majority whip, led

1 
House supporters of .the free-trade: 
pact in an successful effort to per-: 
suade the freshmen to postpone the 
vote. "This would be divisive at a' 
time that reconciliation is taking 
place, and we ought to postpone _it 
until alter the side agreements are m 
place,"-he said in an interview before_ 
the meeting. 



l . HOBART ROWEN 

NAFJ~~~ Fate 
Is irLHands 
Of Clinton 

' • . ! , • . · :· . 

·1.-n the.#6~-t~the-.wire fight. I~.r 
his budget package, Preside11t -
.Cli/ltdi1 was·able to· cou·nt on the 

- strong support of.House Majotity. 
Leader Richard A, Gephar~t'(D,Mo.), 
House Majority Whip David E ... Bonior 
(D-Mich.) and the powerful House 
Ways and Means Commit\ee . -· 
chairman, DanRostenliowski (D•Ill.). 

But it will be a different ballgame 
when it comes· to the North American 
,Free Trade Agreement; which is due 
·to be presented some tiine in the fall. 

Bonior is dead set against 
, • NAFT A-believing it will cost 

thousands of jobs in the auto industry 
and related industries. He's made 
clear; to Clinton that despite his party 
leadership role, he ·will actively fight to 
defeat NAFTA. 

Gephardt js fokewarm. He has said 
See ROWEN, H12, Col 1 
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Clinton Needs to Show 
Strong Support for NAFTA 

ROWEN, From Bl 

that if the "side agreements" 
Clinton seeks to harden Mexico's 
coinrnitmentto reform of 
workplace ruies and to strengthen 
environmental safeguards aren't 
good enough, lie will vote against 
NAFTA. 

Rostenkowski is strongly 
pro-NAFTA. But given the 
possibility that charges of misuse 
of government funds may force 
him to step down, the 
considerable clout he might have 
had will be absent. "There is no 

·' substitute for Rosty's influence," 
said a pro-NAFT A Democrat. 

Thus, the administration faces 
an uphill fight of considerable 
proportions. Until now, the 
pro-NAFTA forces-largely 
based on industry support-have 
not gotten their act together, and 
they have lacked the strong, 
personal, unequivocal backing of 
Clinton. 

Many congressmen, especially 
freshmen, have been unsure of 
where Clinton really stands. Yet, 
having endorsed NAFT A during 
the campaign-if the side 
agreements can be reached-he 
can hardly back away from it. 
That would be a huge blow to his 
credibility. An actual defeat of 
NAFT A would be devastating. 

"If NAFT A goes down," said a 
strong supporter, "it will affect his 
whole trade agenda." Some 
believe Clinton might then lose 
the extension of the General 
Agreement on Tariffs and Trade, 
or GATT, and be weakened in his 
effort to get greater access for 
U.S. companies to the Japanese 
market. 

Those same freshmen 
members of Congress looking for 
guidance from Clinton have no 
doubt where Ross Perot stands. 
Many first-timers come from 
districts where there is a large 

'" Perot swing-vote potential. 
Looking ahead to 1994, they 
don't want to offend Perot 
supporters. 

Office of Management and 
Budget Director Leon E. Panetta 
told reporters last week that 

" "Perot has lost a lot of credibility" 
in recent weeks, by failing to 
answer specific questions on his 
own deficit-reduction proposals. 

On NBC News's "Meet the 
Press" last Sunday, Perot was 

H · battered by good, tough · 
· · questioning on his proposal for 

saving $141 billion in Medicare 
and Medicaid-a much bigger 
bite than is in the Clinton 
package. 

As usual, Perot ducked: "I 
cannot quote it [ the details] out of 
my head," he whined to my 
colleague, David Broder. He also 
couldn't say whether his 
business-colleague son was for or 
against NAFTA, although Ross 
Perot Jr. is on the record 
supporting NAFTA. 

Yet, it would be a mistake to 
discount the Perot influence. His 
scare talk about "the great 
sucking sound" of American jobs 

being swished to Mexico neatly 
tallies.with organized labor's 
weU•foclised campaign of 
opposition, • . . . 

The fight over NAFT A will not 
be strictly partisan like the battle 
over the budget: There will be 
Democrats and Republicans for 
and against the treaty. A private 
head count by pro-NAFTA forces 
of the division in the House, 
where the battle is likely to be 
won or lost, assuming the Senate 
will vote for the pact, reveals the 
extent of the challenge ahead for 
Clinton. 

This tally shows that those who 
are for NAFTA, or leaning that 
way, are at the moment about 
balanced with those against 
NAFT A-around 160 votes for 
each side. But the "pro" side has a 
significant majority of 
Republicans, while the "anti" side 
has an equally significant majority 
of Democrats. 

If the critical group of more 
than 100 still-undecided 
congressmen-mostly 
Democrats-splits the same way, 
NAFTA is almost a sure loser. 

"The Democratic party is 
clearly divided on NAFTA," 
House Speaker Thomas S. Foley 
(D-Wash.) told reporters Friday. 
"The very nature of the N AFT A 
proposal is that it will excite 
strong opposition witltin the 
Democratic Party and I don't 
even know whether the majority 
of Democrats are for NAFT A. 
. .. NAFTA is going to be a 
bipartisan, tough, tough fight." 

So, if NAFTA is to have a 
chance-and it should because 
the treaty, weighing benefits 
against drawbacks, is positive for 
all three countries involved-the 
pro-N AFT A forces must be 
better organized, especially at the 
White House. They must convey 
to the public the essential facts, 
such as the following, to counter 
Perot and the labor leaders: 
■ Manufacturers don't need 
NAFTA to move to Mexico: They 
have been doing that in droves. 
■ NAFTA will reduce the 
incentive of some manufacturers 
to move to Mexico because tariffs 
eventually will be cut to zero. 
■ Union-made U.S. products, 
even now, are flooding into 
Mexico, and providing U.S. 
jobs-contradicting anti-NAFT A 
union propaganda. That process 
should accelerate under NAFTA. 
■ Equally important, NAFT A will 
stabilize the Mexican economy 
and reduce the ever-present 
incentive for illegal inunigration 
into the United States. 

The president must take on 
this challenge directly, in person. 
He must assure that there wiU be 
adequate compensation to those 
workers and companies that may 
lose out. He must show that the 
benefits exceed such costs. That's 
where presidential leadership can 
make a difference. 

"Without him,· said a 
pro-NAFTA congressional leader, 
"we're dead." 

we.sh,· ¥0 )-, 
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t·,JEDIA AFFAIRS ID:202-456-6409 

TO: Laura Tyson 
Alicia Munnell 

FR: Kim Hopper, I ,aura Schwartz 
Office of Media Affairs 

RE: NAFfA Conference Call 5:00pm - 5:30pm 
DT: Friday, November 12 

NOV 12'93 6:21 No.023 P.01 

Thank you both for spending time with Southern California newspapers today to talk 
about NAFf A. You will he talking with four reporters from Southern California, 
representing mid to large sized newspapers. 

5:30pm EDT • 6:00 pm EDT 

LA Times 
LA Daily News 
Riverside Press Enterprise 
AP, Los Angeles 

Conference Call 

Patrick Lee 
Chris Gessel 
Sherilyn Bankole 
Jim Anderson 



NAFTA STORIES 

2:30 P.M. 

October 25, 1993 

Rep. David Obey Press Conference, The Reuter Transcript Report, 10/25/93. 

"Pena Outlines D.C. - Detroit Partnership", PRNewswire, 10/25/93. 

"Mexico Isn't Yet Democratic, but NAFTA Will Help", Roll Call, 10/25/93 . 
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XX X NAFTA. 

Q Are you saying that you're going to block funding of these 
NAFTA-related institutions because of 

REP. OBEY: No, no, no, no, no, no. Look, what I'm saying is that what 
the administration appears to be suggesting is that we add more money to the 
international financial institutions when we haven't been able to meet our 
international obligations to fund what we've already agreed to for these 
institutions. So I'm simply raising that to assess the realism of the 
administration's newest suggestion.· f 

Q Mr. Obey, people in Europe and in Asia and here are talking about 
globalization. I wonder what you understand what is globalization following 
your kind of thinkingr and (does?) anybody ever (to?) stop that kind of 
process? · 

REP. o~_EY: Well of · course you' re not. 

Q s§ can you please explain your logic here being against NAFTA. 

- RlP. OBEY: I think I just did. ., 
Do you know 

REP. OBEY: • Well, with all due respect, I'm not ~ere to debate you, but 
I'll answer ~ny questions yo4 have. 

Q Okay, I have another one. You know the recent reports; the tide is 
in favor of opportunity, that means NAFTA. 

•. 
REP. OBEY: · I don't make 

Q My question would be, aren't you afraid because the landscape is 

' . 

shaping up, you know, of the next campaign, aren't you afraid of being (hunted 
?) out of your office because you prevented opportunity? 

REP. OBEY: I'm not afraid of anything, first of all. And secondly, I 
don' t .. ·make my decisions on the ba•s of polls or fear. I make my decisions on 
the }fisis of what I ttiink is best ·:'tor this country and the people I represent. 

Q Mr. Obey, what about th~ contrary studies, those of Ross Perot and 
Pat Buchanan, et cetera, how realistic are those? .... 

'-
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· REP. OBEY: Well, as I indicated in my statement, I thought that the 
Choate we believe the administration made a mistake in not including the 
Choate study on their list. But having said that, ~e also indicate~hat we 



-find t .heir conclusions lacking credibility, 

:Q · Mr. p:bey, ._ you·r study is at odds with the GAO report r•~eased this 
summeY, co:mrni:;~ione.d by Mr. Gephardt, which took a look at al 1 or.:·the studies 
on the impact ·of NAFTA. It said that each study is based on a different 

·. formula and some of them include assumptions which have to be made in order to 
carry out 
a -- (inaudible) study, and said that the results are kind of fuzzy, but 
generally it's safe to say that the results are going to be positive for the 
U.S. 

REP. OBEY: Well, I just -- I simply don't agree that we're at variance 
with what Mr. Gephardt has been saying. I'll simply let my statement stand for 
itself. The fact is _that when a study, by definition, starts with the 
assumption that we cannot suffer job loss in this country, when it starts with 
that assumption and then says, ''Oh,.,by the way, boys and girls, we don't have 
any job los~. as part of our conclus~n,'' I don't think we should be surprised 
by that cond-J:_usion; but I also don 1't think we ought to give it much 
credibility in evaluating whether there will be job loss in this country. 

Q Mr. Obey, sir, while it's true that the pro-NAFTA forces have 
argued very strongly through these studies that this will help create jobs, it 
seems to me that the anti-NAFTA rhetoric has to an even greater extent relied 
on the idea that this was got~g to cost jobs, and that's certainly the reason 
the AFL-CIO is so strongly a~inst it. Aren't you afraid by questioning the 
legitimacy of those studies as well ~hat you're undercutting one of the main 
arguments against NAFTA? 

REP. OBEY; To the ~ontr·ary, this strengthens my view that NAFTA ought 
not be. approved, -'eca-qse I think _ that -none of these . _studies define,. cl_~arly 

.what will happentJnder- ·NAFTA. _ · f · 
MORE 
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XX X NAFTA 

Certainly there is no overwhelming body of opinion as the administration has 
tried to create with their assertion that 19 out of 20 studies demonstrate 
positive re~ults. Certainly I think that this study demonstrated that that's 
not correct •. I noticed that Citibank in The New York Times yesterday indicated 
that 18 out 19 studies predicted NAFTA would increase overall employment. I 
don't know which one they left out, but I . think it's the same baloney. 

The fact is that, because there are so many faulty _ .. assumptions built 
into these studies to begin with, you can't totally discount them, but you 
have to greatly discount them and ask other questions, two of which I laid 
out, in order to determine what the right course is for a policymaker. 

Q Mr. Ch~ir1t3n? 
,. 

Q Mr. Obey? ~ 

Q Can you tell me what -- elaborate some of the faults of the IIE 
study and tell me if this is a 

REP. OBEY: I'm not going to single out any study for criticism. The 
report lays out what the problems are, and you can reach your own conclusion.s-

~ . . ~-
on that. 

Q Can you tell~ if this is a joint Democratic-Republican JEC 
report, or is it just --

REP. OBEY: This is -- I'm the chairman of the Joint Economic Committee. 
This.s. is a report put out by the chairman of the Joint Economic Committee, 
ba~d on the staff review of that study. The Republican staffers on JEC don't 
worR for me. :-. -

Q Mr. Obey --

REP. OBEY: They wouldn't want to. 

Q -- on your point on investment diversion, isn't it true that most 
of these studies that you criticize for not (fixing?) any diversion of 
investment assume that foreign investment will increase in the United States 
to a much a greater extent than U.S. investment going down to Mexico; that, in 
effect, opening up this market for the United States will mean that the 
investment fiows will be -- (inaudible) --

. 
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REP. OBEY: ~~11, they may or may not, dep~nding'..ari which studies. you 
look at. The fact is that I questio~ the utility of any study which begins 
with the assumption there will not be any net trans9e·r of investment to 



.Mexico. 

. ~ ··. ni.it ·they•.:,::e :~not saying that. What they're saying is let everythi~g 
'be equal, a very im~ottant -- ( inaudible) -- because we think that investment 
will l;>e great.er in the United States under NAFTA than would be diverted down 
to Mexico. We're not even going to take that into consideration. I mean, that 
is, in fact, what they did in the IIE study. 

REP. O~EY: Well, ·so -- but they start with an assumption -- my point is 
a very narrow one. You can believe any blessed thing you want. And I've 
learned a long time ago that nobody on this issue is going to be influenced by 
somebody's facts on the other side if they've already made up their mind. And 
when studies start with the conclusion that there will be no transfer, that 
means there ' can't be any transfer. So my point is simply, if the 
administration wants to launch arg~. ents or if anybody else wants to launch 
arguments on NAFTA, use some other ~ool to make your case. These studies don't 
make the cas~. ' 

Q • But how do yon . explain the fact that all these Nobel Prize-
winning economists hav~ endorsed~- (inaudible) 

-~ .. _, .. . 
. ~ ~ ~ 

?EP. OBtY: Very simply. I thini you ha~to distinguish between 
economists' evaluation NAFTA as econ~mic exp~s an~-thei4J;>ronouncements on 
NAFTA as val);le judgments._ . .. • 
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