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. ¥ Metico.is changing, not as.fast as
many North Americans would like, but

- Teforms are proceeding at a pace unpar-

alleled since its revolution.
~ President Carlos Salinas de Gortari
has discarded decades of Mexican suspi-
cion toward foreign investment to open
- ‘up his country like never before.
.. The federal government has closed
smog-producing factories in the first
“major steps toward environmental prob-
. Jem-solving. Mexico today has more

N - human-rights organizations than ever be-

~fore. And opposition parties have taken
“office for the first time since the Institu-
tional Revolutionary Party (PRI) took
- power 60 years ago.
- With the advent of a U.S.-Mexico free-
trade agreement, those changes certain-
-y will accelerate, '
~.- But that’s not 800d enough for Rep.
~Duncan Hunter, San Diego’s conserva-
“tive Republican who lately is sounding
" like a born-again- environmentalist and
~ Jaborite on the free-trade issue,
~ > Hunter argues that free trade will hurt
. American and Mexican labor. He says
+Mexico’s environmental problems will
w.Worsen under free trade. He points out

ce
@

e Edlitotials e
Whither Duncan Hunter?
" Opposition to free trade is bewildering

_cision on the free-trade bill doesp’t make

that Mexico is beset by economic ‘and
political corruption. The United States
shouldn’t enter into a trade pact with
Mexico until all these problems are cor-
rected, Hunter says.

Hunter’s sudden concern for workers
and the environment is mysterious, con-
sidering his 17 percent rating by the
AFL-CIO and zero percent rating by the
League of Conservation Voters for his
voting record last year.

Whatever his reasons, he has it back-
wards. The best way to help Mexico
strengthen its democracy, clean up cor-
ruption and improve the environment is
to help it keep to the course that Salinas
has set. The Mexican people are well-
aware of the political and economie ina-
daquacies of their nation. Increased
prosperity will increase the public elam-
or for change.

Moreover, Hunter’s. congressional dis-
trict, which includes the border region,
will reap -great benefits, along with all
San Diego County, as the commerce
gateway to Mexico in a free-trade era.

Hunter’s opposition to a fast-track de-

sense.




366 S. PIERCE STREET

133 CANNON BUILDING HOUSE COMMITTEE ON ARMED SERVICES EL CAJON, CALIFORNIA 92020
WASHINGTON, DC. 20515 - .. CHAIRMAN, HOUSE REPUBLICAN RESEARCH COMMITTEE ¢ : (619) 579-3001
(202) 225-5672 s

MEDIA ADVISORY Contact: John Palafoutas

202-225-5672
May 20, 1991

SURVEY SHOWS MEXICAN -
AMERICANS OPPOSE FREE
TRADE AGREEMENT

Tomorrow, Representative Duncan Hunter (R-San Diego) will release a
survey indicating that a majority of Mexican-Americans surveyed in a recent poll
are in opposition to the proposed Mexican Free Trade Agreement. The survey

was completed last Friday, May 17.

Rep. Hunter, a member of the House Republican leadership, opposes
fast track. Rep. Hunter's congressional district in California includes the entire
California - Mexico border. William Gill, President of the American Coalition for

Competitive Trade, will accompany Rep. Hunter.
The press conference will take place:

Tuesday, May 21
11:30 am %

Grassy Triangle

Capitol Building

In case of rain the press conference will be moved to Rep. Hunter's office,

Room 133 Cannon. /

-30-



WHITE HOUSE STAFFING MEMORANDU

Document No.

DATE: £443/91 ACTION/CONCURRENCE/COMMENT pUg By: 1300 TODAY
RESPONSE PACKAGE TO FAST-TRACK LETTERS
SUBJECT:
ACTION FYI ACTION FYI
VICE PRESIDENT : O | { MCCLURE O
SUNUNE e iy PETERSMEYER O O
SCOWCROFT v O PORTER Z o
DARMAN { O ROGICH O O
BRADY | { SMITH O a
BROMLEY O O UNTERMEYER O |
CARD 0 { BOSKIN { 0O
DEMAREST { O DELAND / O
FITZWATER O { O a
GRAY. { a O O
HOLIDAY l/ O O O
o e Please forward any comments directly to Holly Williamson, Rm.
231, x6630, no later than 1:00 TODAY, Monday, April 29, with
a copy to this office. Thank you. ‘
RESPONSE:

PHILLIP D. BRADY
Assistant to the President
and Staff Secretary
Ext. 2702



OFFICE OF THE UNITED STATES
TRADE REPRESENTATIVE

" EXECUTIVE OFFICE OF THE PRESIDENT
LTy WASHINGTON
- 20506

April 29, 1991

MEMORANDUM FOR EDE HOLIDAY

FROM: Joshua Bolten')

SUBJECT: Response Package to Fast Track Letters

As promised, attached is a package of materials to be sent to the
Hill on May 1 in response to letters to the President from
Chairmen Rostenkowski and Bentsen and Leader Gephardt. Previous
versions of this package have been circulated for interagency
review, most recently on April 25 for final comment by April 26.

The attached package includes:

o an Executive Summary;

o an Qverview and Tabs 1-4, to be reproduced together with a
cover sheet in one package; and

o a Tab 5, to be included only in the copy of the package
being sent to Leader Gephardt (it answers some specific
Uruguay Round questions he raised).

The attached does not include:

o a cove etter from the President, which is still under
discussion; and

o talking points for senior officials, which will be
circulated separately but would not be part of the package
sent to the Hill.

If any problems or questions arise, please feel free to contact

me or my Deputy, Dan Price (x6800), or Charlie Ries in our North
America office (x5663). Thanks for your help.

Attachments



'fﬁ-North -American Free Trade Agreement’ (NAFTA) . The Administration’s:
' - response; sets forth in detail action plans for addressing these S
E concerns, as’ well as views .on the economic impact of a NAFTA.

- THE POSITIVE ECONQHIQ IMPACT OF A NAFTA

'{*o ‘From 1986 to 1990, as Mexico reduced 1mport barriers,'

“o Under a NAFTA, we can do even better. Mexico still ha :high

@o‘.All three major economic analyses done to date corroborate

i oi_We will benefit from Mexican growth. for each dollar Mexico

In letters to the'President from Chairmen Bentsen and

;ﬁTRostenkowski, and from Majority Leader Gephardt,. the- Administration ZV
. has .been: asked to ‘address a variety of -economic,.. labor and ' : - AP

environmental concerns that have been raised about. ‘the proposed

~ exports more than doubled from $12.4 billion to $28
'-generating 264,000 additional U.S. jobs. :

trade barriers than the U.S. .Mexico’s average duty: is -10%:
'compared to ‘4% in the U.sS. Significant nontariff.barriers:
remain.’ We therefore have much to gain from the elimination
of these barriers. : : : .

that the U.S. will benefit from a NAFTA in exports, output and
employment. , 0

spends on-imports, 70 cents is spent on U.S. goods; for“each’
. dollar of GNP growth, 15 cents is spent on U. S.‘goods. ot

o Further, the resulting economic integration will. strengthen .

the ability of the U S. firms to compete with Japan and the-
Ec. . . . . .

ADJUSTMENT PROVISIONS WE WILL SEEK IN THE NAFTA

Ke] TranSition Measures. In order to avoid dislocations to‘o_ ST
industries and workers producing. goods that are import-senSitive,,-

tariffs and non-tariff barriers on such products-should-be - .
“eliminated in small increments over a time period sufficient to.
ensure orderly adjustment. ' .

—-' In determining import senSitiVity, we " Wlll rely
' heaVily on:advice of the International- Trade . L
COmmiSSion, the Corngress, and the private sector.ﬂpkg_;;f.£~

=< We will be prepared to conSider tranSition periods j{ o
_gbeyond those in the U.s. -Canada FTA.V‘ ; ,

Wl £ . e .
S Avtiedd S . [N




Lor

i--?; Rules of origin will impose clear, tough and

« .~ and~other: trade. barriers -are- staged over- a lengthy period, there
‘may- be- isolated cases: in which injurious' increases: in. imports: -

' ‘could océur.. .To prevent .injury from such ‘increases, we will. seek |

“to include- in ‘the agreement a procedure allowing temporary S s

Even where reductionsfin~tariffs’f.

reimpoSition of duties and other restrictions.,;..

ffeLJThis mechanism. should be designed to respond quickly,

- especially in cases of sudden import increases.

- ‘Special "snap-back" proviSions should be included to
.. address the unique problems faced by producers of
' L;perishable products. : T

:_ Strict Rules. gﬁ origin: We will negotiate rules of originito

ensure that the benefits of a NAFTA do not .flow to mere’ pass-¢;f~‘
through operations exporting products to the U.S.. with only
minimal assembly in MeXlCO. .

.. predictable-standards to the benefit of North AmericanA
}'products.v .

-- We will seek to strengthen the required North American g:ﬁ

content for assembled automotive products.I

- We w111 consult closely with the ‘private sector and
L - the Congress in deSigning these rules. . e

4DOMESTIC WORKER ADJUSTMENT PROGRAM

""" over a long timeframe, we do not expect immediate or -

Since trade barriers on. senSitive products should be decreased

substantial Job dislocations. -

: Nevertheless, beyond including adjustment prOViSions in the
* NAFTA itself, there is a need to assist dislocated workers who :

may have adjustment difficulties.“ .-

The Administration is committed to working Wlth Congress to ..
ensure. a:.worker adjustment program that is adequately funded «‘
and that: prOVldeS effective services to workers who may lose’
their Jobs as a result of an agreement ‘with. Mex1co. -

:Whether prOVided through the improvement or expanSion of an ;,

eXisting program.or through the. creation of a new program,
worker .adjustment measures should be - targeted to provide

.dislocated workers with comprehenSive serVices in a timely '

fashion.;



,We=have agreed with Mexico that labor mobility and our- v .
immigration laws:are not on the table in NAFTA :talks, with the
». possible exception of a. narrow provision facilitating:’.. : :
.3temporary entry of certain profe551onals and managers.

: :_f:o'jProtections afforded by MeXican labor law and practice are-
- --better than generally known. ,

S, {"",

”fioT}Mexico I laws provide comprehenSive rights and standards for
i -iworker in all sectors including the maquiladoras..j A s

Mex1co has ratified 73 ILO Conventions on worker';p
. rights, including those on occupational safety an
health. _ , :

Mexico has a-minimum working age of 14 and mandates
S special protections and shorter working hours for
~;; those between the ages of 14 and 16.,: .

‘o ‘A substantially higher proportion of the MeXican workforce is
‘qtunionized than the u. S. workforce. v . Lo
:ff o:\While enforcement problems have resulted 1arge1y from a lack
* ~ _of resources, a NAFTA would both raise living standards and 2*"
S create resources for enforcing existing laws.zgf e T

§ FUTURE U, S —MEXICO COOPERATION ON_ LABOR MATTERS

o Memorandum of Understanding The Secretary of Labor and her
- _counterpart from-Mexico are prepared to.sign a Memorandum of
Understanding prOViding for cooperation and joint action on a
number: of:- -labor ‘issues which could be. implemented in parallel
',_With our FTA negotiations. : .

;;These include ‘health and safety measures, work

W 1conditions, including .labor standards and enforcement,

_i~1abor conflicts; labor statistics; and other areas- of
: concern to the United states .and Mex1co.‘ :

SpeCific Progects. ‘U.S. and Mex1can 0fflClals have agreed on

jOlnt prOJects to address speCific concerns. in the- labor sector.

. Initial progects include:™ occupational health and safety,
: child labor, and improvement of 1abor statistics.




.7 .to show how they will comply.

<. downs of industrial facilities for environmental violations;
- .the budget of SEDUE (Mexico’s EPA) has increased almost eight
i fold. - . - e R BT

'~ .. ENVIRONMENTAL TSSUES IN THE NAFTA

o Protection of Health and ‘Safety: 'We will ensure that o

:Sfiﬁexlcd;ﬁhéﬁﬁb§lﬁféfesfwin'beihé“afpdiihtién;hévgﬁ f&t{ﬁ{SJJ

' has ordered more than 980 temporary and 82 permanent shut--.

< . companies,.” -

i

A’Qf'M;xiéb?S“éémpreheﬁéiﬁefenﬁifénhentalfléﬁ'bf?1988;5ﬁhidh‘i§{'fﬁfA

baséd on.U.S. 'law and experience, is a solid'foundaﬁjon for = -

”tackling3itsvenvironmgntal problems. S

;Aiifnéﬁ'inVeétmentS'aré being held to these high legal -

standards ‘and an environmenta1 impact3assessmént is.;equiréd fﬁ

D

f"ﬁnforceﬂedtfhas.in the past been’a}kéy:problem,“bﬁfEHéxiééisJiigﬂﬂ‘

record has been improving dramatically.. Since 1989, Mexico

ur -

*“right to safeguard the envi:onmeng'is*preserygd‘in;thejﬁAFTK;ﬂi

.f;.--;‘ﬁé wiii¥maintaih.the.rightito excludefanz:préddcfﬁu;;-f

" :that. do not meet our health or safety requiréhents;f;T;f’i*

'7£“~and«we will- continue to enforce those“requirementst ‘::

'§f.>5:-el’WeAWili‘maintain'ouf right to impose stringent . - .

o

i pesticide,~ehergyvconservation,<toxié'waste,vandfﬁ.-H

I health and safety standards."

L oe= We~wi11fensure our continued right to limit trade in

. = -products controlled by international treaties ‘(such as
- treaties on endangered species, protection of the a
.-~ ozone ‘layer or . trade in hazardouS'wastes),g_' T

' Enhancement/Enforcement of Standards: We will seek a . commitment -
to wogkltogether with Mexico to enhance environmental, health and -
.. safety standards regarding products, - and to promote their -
- enforcement. T ST IR

e We wiii?brovide-for7fu11_publickgnd scientific”sdfutihy,pfu:'

: -.” any:changes to standards before they are implemented.

ﬁe”Wili provide fof:¢ohsu1tétioﬁé.oﬁﬁenhaﬁ?ihéf o
enforcement capability, inspection train;pg;:wa_“ '

monitoring.and verification. -. | |




e -

:'We;Will deSign and implement an integrated border AR Terle e _
" “environmental plan ‘to address air and water’ pollution,_w;f R
- hazardous" wastes, chemical spills, pesticides, and N
’.enforcement. §

;;During the design phase of the border plan, there will be an
; opportunity for public comment and hearings, during - -
_“implementation, there will be’ periodic comprehenSive reViews._Q R

We willvdiscuss expanded cooperative enforcement activities,

"We Will.establish a program of technical cooperation andf
‘“training; which will include: facilitating sharing of: -

._practices.u

. ,FTA.negotiations, we intendgto pursue anq
ambitiousgprogram of: cooperation on. a Wlde range of B
environmental matters._r-= . ,. .

-.We w111 consult on national enVironmental standards and Do *?H”f
: ',regulations, ‘and will provide an- opportunity for the public to'ﬁ; :
‘ Jsubmit data on alleged - non-compliance. A LoeET

such as coordinated targeting of. environmental Violators.‘

o .

technology for pollution abatement. = . TR f_?, f»i

-3 We Wlll broaden public partiCipation ‘in the formulation and
- __implementation of trade policy to ensure that efforts. to "

liberalize trade are conSistent w1th sound enVironmental

';We will appOint indiViduals to selected trade policy adv1sory

committees who ‘can contribute both- an enVironmental
perspective and substantive expertise.

jIn consultation With interested members of the public, we Wlll

‘complete“a. review of U.S. - Mexico environmental- issues, with

”particular emphaSis on possible environmental effects of the

NAFTA, to:enable U.S. officials to consider the results during

’-FTA negotiations and other bilateral efforts. -

al



i 8 2 - A NORTH AMERICAN FREE TRADE AGREEMENT
L ' Transmitted to the 'Con'g'ressf'~ .

’ S e .+ . by the President : o
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S Introduction

;polic1es toward a more open trade and investment regime

QCanada, the President notified Congress on February 5;. 1991 o

B negotiations to’ include Canada, and so to work towards?

ARESPONSB TO ISSUES‘RAISED Il OONNECTION HITK THE<

: Negotiation of a North American Free Trade Agreement
(NAFTA) offers an historic opportunity to create.the largest

~ market in the  world: 360 million consumers.and a total. output -
" of $6 trillion. . -Such an agreement would eliminate: trade: '

barriers and inefficiencies with our first- and third-largest

. trading partners, with a three-way trade in 1990 amounting. to
. $236 billion.. This opportunity is in part due to. a remarkableﬁ;

‘transformation in Mexico away from statist;. protectionist

: The President notified the Congress of his decision to:’ o
-proceed with free trade negotiations with Mexico on- September‘*'
25, 1990.  Following. further discussions with both Mexico and
the decision of all three governments to broaden the-

American Free Trade Agreement (NAFTA)

cOncerns have been expressed about the' economic impact-of”p

'a NAFTA' and about such issues as the environment, health and:

safety, and: labor, including worker rights. These issues. were.‘
raised directly in letters to the President from. Chairmen
Bentsen and- Rostenkowski, and from Majority Leader Gephardt. -

. Each of these issues is addressed ‘below and in greater detail

1n the papers attached at Tabs 1- 4.

o Economic Impact of a NAFTA

Experience and economic analysis both show that a North
American ‘Free Trade Agreement will result in greater prosperity

-for-U.S.:- workers, farmers, businesses and consumers. The"

factual.record since 1986, when Mexico began opening its
market _shows what can happen when trade barriers are lowered

»between the United States and Mex1co. From 1986 to 1990

o':‘ Exports to Mexico more than doubled rising from
.~ $12.4 billion to $28.4 billion last year -- nearly
twice the rate of overall growth in U.s. exports
.during thlS period ’ )

o f‘ Manufacturing exports to Mex1co went from $10 billion
: to $22 5 billion.




-Agricultural exports to xexico - our fourth largest ,
®: ltnfoféagricultural commodities. --'more,than ’
Tdoubl d: to: $2 sabillion in 1990. R &

fThis expansion-of U S. exports to Mexico has added an
estimated 264,000 export-related jobs in the United States. .
The U. s.,Department of Commerce estimates that in 1990, 538, 000

:'7Lf§gAmer1can jobs were related to U.S. exports to Mexico.u

. Further, as a result of increased exports, our trade
deficit with Mexico has been cut by two-thirds; excluding '
petroleum trade, the United States: ran-a trade surplus of about;'
$2 7 ‘billion with Mexico in 1990. : ‘ o

Under the NAFTA ‘Wwe can do even better._ We can- expand ourys
access to Mexico’s growing market and solidify-the:access: -
obtained in recent years. Mexico’s trade-weighted: average S
tariff is still 10 percent, 2 1/2 times higher- than that: of the~-
United States. Moreover, in the absence of .an FTA, Mexico: ' .
would retain the right under ‘international rules. unilaterally
to raise its top tariff rate: back to .50 percent.: Significant
‘non-tariff barriers also persist. For example,: the: ‘volume: of.
~our agricultural exports is still less than it could be: because -
restrictive Mexican import licenses still apply to 40 percentij;'
of -the value of-U.S. agricultural exports; trade:in: some-- L
‘manufactured goods is distorted by 1icensing and performance
;-requirements. . -

An FTA ‘can be expected to raise average productivity and&'
- real wages in .both countries.  We can- expect to .benefit: from

" “the economic growth and increased purchasing. power of ‘our

_ neighbor.. For each dollar Mex1co spends on imports, seventy .
cents is’ spent on U.S. goods. For each dollar of growth in‘
' Mex1co, fifteen cents is spent on U.S. goods.

o All three major economic analyses that have been done to
date corroborate that the U.S. economy will benefit from a-
NAFTA in terms: of exports, output and’ employment.* Attached at-
Tab 1.is a discussion of these studies, our assessmént of the
FTA’s progected economic 1mpact on the United States, as well

'.u*‘ The Clopper Almon Study, commiss1oned by. the U. S.'

: Department of Labor, Industrial Effects of a Free Trade .

Agreement between Mexico and the. USA; the KPMG Peat- Marw1ck

Study - (Policy Economics Group), contracted for by the.U. S..

Council of the Mexico - U.S. Business. Committee, and- the-

’ International Trade Comm1551on Investigation study entitled The
F _Trade

- with Mexico; requested by the House- Committee on Ways and Means '
"and ‘the” Senate Finance cOmmittee.- . - T :




" “"We:will’ continue to draw on the best analyses during the
‘ negotiations. . The Administration has asked . the International "
“Trade, Commission .(ITC). to analyze the probable ‘economic effect 4
-'on specific U. S..industries and consumers of eliminating. = -
. tariffs -and nontariff trade measures between the United States .

‘.. and Mexico. ‘We also have asked for an analysis of the effect o

'-of such actions on our trade w1th Canada.

- , Further, the ITC is continuing work on a- computable
‘general equilibrium model for examining the economic: impacts of::
- a NAFTA. ‘We will draw on the ITC’s further. analyses as well as
. ongoing work in academia and the private sector. = Our goal is :
to use the best-analyses from a variety of sources to. ‘help . o
" .guide us in crafting an agreement that 1s 1n this nation's N R

- :interest.: o

C s Beyond econometric analysis, we will rely on the advice of'g‘
our: private sector and the Congress. Econometric models- -can. be';

~useful tools, but their findings must be considered in - L
conjunction with the. experience and expertise of our - private_w_, o
sector and the Congress. ; e

;T he Impact of a HAFTA~on U.s. Johs‘

Fears- that the NAFTA will result in massive. job flight or,,\

*'ﬁjob'loss are 'unwarranted for a number of reasons. ' First, of'-

.~ the three completed studies described above, one -- the" Clopper
" Almon study --- deals with the impact of an FTA on:overall U.S. -

”",employment. ~That study estimates that an FTA would result in

net creation.of. up to 64,000 jobs over ten years, ‘with most of

"'.those jobs in the manufacturing sector.

'Second Mexico’s economy is 1/25 the size of the U. S.-'
economy. . Its exports to the United States amount to only 6

" percent- of. U.S. imports. Therefore, scenarios of mass :
: _dislocations resulting from reduced U.S. trade barriers are not:

‘realistici: Any concerns in this regard are further. reduced
.given our: 1ntention, as discussed below, to seek adequate
trans1tion and adjustment measures 1n .the 'FTA 1tself.- :

o Third the United States ‘is already relatively open to'
Mexican 1mports, our average tariff on Mexican imports being

- - under. four percent. - Further, there are relatively few - ]
-lﬂ'restrictions on investment in Mexico for -export purposes. Thus.
;. our-firms ‘and workers are already competlng directly with .

.. imports from Mexico. By contrast, Mexico’s average trade-:
. weighted tariff is 2 1/2 times higher than that of the United
States and numerous non-tariff barriers ex1st which limit U. S'uf




en that our market. is’ already relatively.open
makes?sense to lower Mexican trade barriers to

ﬁ0pportunities.-~~»

We: would® expect some aspects of a NAFTA actually to . :
- increase:‘investment in.the United States. For example;. current
< Mexican performance:. requirements compel some U.S. firms-to - . .
- invest in and: export from Mexico in order to gain. access. to the
internal- Mexican market. If such requirements were eliminated
" in a NAFTA, some firms could expand their U.S. investment. to
- serve. the- Mexican -market through exports from the United: .~
- ' _States. " In general, increased export opportunities to. Mexico -
. mean- increased investment in the United states. ;,:;ﬂ
N Fourth, the mere fact that wages are lower in Mexico does
’ lnot mean that manufacturing jobs will flee-to. Mexico. : Wage

?".f_dlsparities between Mexico and the United States largely -

. worker is seven times more productive than his Mexican:

e factors such as education, higher technology, better:

'reflect the disparity in productivity. - oOn average, .the. u. S.fija_

counterpart. - Our advantage in productivity results- from'~

transportation, communication and overall infrastructure;
_Hence, wage disparity by itself is a misleading factor in»‘f
-assessing any potential employment losses.~-a» . . K

.'&s‘i“ -

: Fifth, trade liberalization is not a zero-sum’ game in
: which the’ benefit for one side necessarily entails-a- loss for.
- the ‘other. . As noted, Mexican growth contributes-to: U.S.:

”'_growth since. 70. cents of every Mexican import dollar is: spent

-, in-the. United States, and-15 cents of every dollar of Mexicanx
: 1ncome growth flows back  to the United States. = .-

Slxth reductlon of barriers on both 51des of the border - .
will. spur economic integration that strengthens. the global’
- competitiveness of U.S. firms. A number of U.S.. companies have
‘'stated that their Mexican operations have helped or even: '
increased. their employment in the United states. .- By*1ncreas1ng
. efficiency and ‘lowering the cost of inputs; higher value: and '
higher wage: U.S. manufacturing operations will be better
pos1tioned ‘to take on competition: from Europe and Japan. ' In
this/'sensej. foreclosing the ~opportunity to negotiate. a. NAFTA
would be : a~w1ndfa11 to our European and Japanese competitors.

- A 1988 study by the ITC supports this conclus1on. The ‘
_ITC ‘found that the vast majority of responses from 323 U.S.'

| firms 'stated that their Mexican assembly operatlons increased .
"the- competitiveness of their U. S.. production. - These. assembly

’5.operations were - integrated with high-wage manufacturing -
" operations’ in the United States. Most firms. indicated that the

i=a1ternat1ve to moving part of their labor-intensive’ assembly
T«operations to Mex1co, where a. substantial amount of u. S. i




- . effects or dislocations that may' arise as a result of,

. ﬁﬁigiFiﬁally;fﬁh€;é§égé;5-hﬁmbér of*U;S.:proqrém;5;§éiiébie £b. .
~assist firms in responding to changes flowing from an FTA.. The.. ™~ -

Administration and the Export-Import Bank arendmdnégthoseithagié;‘

het'positiVe'efféct on U.S. employment, we should ensure that

to potential increased competition frdmluexico,“we.yillfseék;
transition period. in which sensitive duties and other barriers

‘ ﬁéid.ﬁééd,.ﬁésftbfmoﬁé tﬁe1f‘opefétibnsftbfthégFér;
re fewer:U.S. components would be used.. .’ . .= " -

Departments of Commerce and Agriculture, the Small: Business-

actively promote-U.S. exports.’ Mexico is the largest: -

. beneficiary of Eximbank financing, and-the U.S.. trade center in.:"

Mexico is our- largest, hosting 1,300 companies from 44 states - -
in trade shows since ‘1989. We will ensure that-such programs:: . -
are appropriately tailored to meet the needs and. opportunities: - . -

of a-NAFTA. = .

Adqutgén; Prdvisions-igtthe NAFTA I ‘fﬁf“ff A

Even though we are convinced that the FTA wilIfreSgltiinaa

the FTA contains adjustment provisions to- avert “injurious

' : ‘ - of. FTA
liberalization. oOur position on these issues, summar iz
below, is discussed at greater length. at Tab 2. - ..

To allow concerned industries and fafmers'tiﬁeftbfadjhé

would be phased out in small increments. As in the case of .the :i:.

. U.S.-Canada FTA, the  longest transition should be provided. for.

those producers most sensitive to competition from Mexico. " The. --
Administration would be prepared to consider transition periods. ...

) beyond those provided in the U.S.-Canada' FTA. In decidingon..

our negotiating position with regard to each product, we will - -

-draw heavily on advice from the ITC, the Congress, and the ~ -~ .
private sector. - - ; - - : -

We can expect that Mexico will also want transition - L
periods. . for sensitive Mexican_industries.‘.Although,transitiqn

‘rules in that sense serve to delay benefits of -trade - - . oo

liberalization, transitions offer important assurances to - R
industries” concerned about imports. Coupled with appropriate .. .
safeguard mechanisms and rules of origin, we see -transition 7
rules as protection against dislocations while still allowing .
us to achieve benefits of trade liberalization. . - . .

2. Safegﬁard Mechanism

We believe that it.is essential to include'safeguéraj;";“

‘provisions’ in the agreement- that allow us to respond- .-
- effectively. and quickly if there are injurious increases in.. =
-. imports under a NAFTA from Mexico or Canada in any:-industry or.




. far If Mexico and. Canada are partly. responsible: for
<+ injury:arising: from a general import. increase, we must also-

;-éﬁiretain thenability to: limit. Mexican and. ‘Canadian: products as
c. ,part of a safeguard action on- imports from all sources.y;; S

Beyond those general rights, we should have the. ability,

. ’during a-transition period, to act quickly: against -only- Mexico j-;

or Canadaif injury to some sector is caused by a concession

= granted in the: FTA. We believe such a safeguard ‘mechanism-

-should allow us to suspend temporarily preferential trade -
treatment accorded under the NAFTA (including. reimposition: of .
‘duties). - Producers of perishable agricultural commodities’

RCE might have particular problems that need special additional

L twenty years of that agreement. | _ s

- products that have been only slightly processed in North'

mechanisms, such as the kind of temporary "snap-back" provisionJ;
that is provided in the U.S.-Canada agreement for the first.

S 3. ‘ es' or i

‘. We will seek strict rules of origin in the NAFTA. fhe“
~ benefits of an FTA should flow to the products of countries:
- that are parties to the FTA, and not to other countries’ .-

e SR

America. ~We will work with all.concerned private" sector* i
. interests and with the Congress on rules of origin that: ensure*f'
that Mexico w111 not become a mere platform for third-country N
'exports. ' . 4

g ", We should draw on our experience with the strong rules ofﬁ

- origin in the-U.S.-Canada FTA, recognizing that changes might - -

- - be necessary to meet trade conditions in Mexico.. We believe;. - .

. for example that we should seek in the NAFTA to strengthen the-
;required ‘North American content under: the rule of origin for

assembled automotlve products.

Domestic Wbrker Adjustment Programs

Beyond 1nc1ud1ng adjustment prov151ons in. the FTA 1tself
there is a.need to assist dislocated workers who may have
adjustment : difficulties. While we are convinced that the best
adjustment program is a healthy and expanding U.S. economy, we
recognize that effective retralning and ad]ustment programs
" . facilitate smooth adaptation to ongoing shlfts in technology’
and’ 1ndustr1a1 competltlveness : _ ..

The Admlnlstratlon is flrmly commltted to a worker

H"adjustment program that is adequately funded and ensures that

workers who may lose their jobs as a result of an FTA with

;'Mex1co will receive prompt, comprehensive and effective

services. Worker adjustment serv1ces,ywhether provided through#
the 1mprovement or expan51on of an ex1st1ng program or through




;*H’f abog Mobilitx

~ . contemplate any provisions in an FTA that would requir

| ':_technical changes to facilitate temporary entry .of certai

‘jSalinas Administratlon is well aware of the critical

on’ of:"a new program, should be targeted to provide
workersﬂwith appropriate services in a timely

The Administration is committed to working with the

_““’:”cOngress to ensure- that the objectives. outlined above are met
7. - and- adequately’ funded.. - Any needed .changes to 'U.S. law to

implement such' a“program should be in place by the:- time the

fﬁ”"fagreement enters into force and could appropriately be. .
~".-a,'addressed in legislation implementing a. NAFTA. . =

. - We share the concerns expressed by some in the Congress B
and private sector that a NAFTA not lead to increased..: y
immigration of foreign workers. .We believe that. current u. S.{;
immigration policy is sound. Accordingly, we do-not::. . . -

to our immigration laws, with the possible- exception o
profe551onals and managers, as was done under the U. s.-Canada
FTA.  We would consult. closely with the COngress even wit.
regard to that’ limited exception. . - . _ ﬁ._.f

Further, ‘we believe that 1mprovement of living standards

i-in'Mexico, which an FTA would foster, will encourage Mexicans. f

to seek’ employnent opportunities at home. As President’ Salinas
has stated, "more jobs will ‘mean higher wages in Mexico, and
this in' turn will mean fewer migrants to the United States and«*

‘-Canada. We want to export goods, not people. "

ﬁu‘iﬁan Ri'ghtsﬂ .
‘The. Salinas government has moved v1gorously to curb human
rights abuses, establishing in May 1990 the prestiglous

" - National Commission on Human Rights. The Commission is
- politically .independent. With strong support from President
-Salinas arid the Mexican public, the Commission has actively
'1nvest1gated cases and worked effectively to reduce all. forms - -
- of human- rights abuses. The Commission has received wide

support for its work; its efforts have been applauded by groups'»

" such as Amnesty International. .In addition, in October 1990,
. President: Salinas announced a twelve-p01nt plan to ensure that-

the Mexican police respect human rights in their treatment of
persons arrested. This plan and the Comm1551on s on901ng work

,"ﬂ appear to have resulted in a significant reduction in
K v1olations .over the past several months. .

In 1ts effort to reform and modernize Mex1can society, theli




'fffcooperation on. labor matters as well. T ;'i-.f

ffcontribution continued progress ‘on human rights will make to
“ Mexico’s:dévelopment.’ Indeed, negotiation of an FTA - -

;:;,Q”strengthening Mexico’s ties with Canada and the United States f_}“
‘;x;ifw1ll be .an: effective way of reinforcing this progress. ‘ T

N o ‘-

Ty

" Mexico has strong labor protections in its Constitution )
‘ and laws. The Mexican government has a strong political

ij‘ commitment. to promoting the rights and interests of workers," :
. including increasing standards of living and a safe and healthy

workplace. There are, however, enforcement problems, resulting

L‘Q ' largely from inadequate resources rather than inadequate laws. -
~~  By.promoting economic growth in Mexico, an FTA would generate o
- .greater prosperity and resources that Mexico could: devote. to..

-~ improving the-situation of workers. Further, closer U.S.-
.- Mexico economic cooperation will create opportunities for

S A discussion of current labor law and practice in Mexic
is included at Tab 3. As this discussion demonstrates, . the. -
fundamental rights of Mexican workers are already well=. -

'protected in law. These rights' and protections include ,._fTT:“?n”.

i'“"o ."Constitutional and statutory guarantees of the " .
i~ .."freedom of association and the. right to- organize, to
s bargain collectively and to strike. - . _

o - fRatification of 73 International ‘Labor Organization
IR (ILO) Conventions. regarding worker rights and ‘labor:-
".. standards, which in Mex1co gives these Conventions o
the force of law. - . :

. ;oiinyrohibltion of forced or compulsory labor.,

o fifA minimum age of 14 for employment plus spec1al legal
-:Tflprotections and shorter working hours for ‘those. ‘
Aﬁbetween the ages of 14 and 16. : .

o 5{;Const1tutionally established pr1n01ples regarding
.,Q;;conditions of employment, including a minimum wage, . -
AT an eight-hour work day, a seven-hour shift for night .
. work,- and a maximum work week of six days. The same’ '

.. rights apply throughout ‘Mexico, . 1nclud1ng the :
-maqu11adoras . :

"Approx1mate1y 30 percent of the Mex1can workforce “is ..

"-{}?unionized ‘as is more than 90 percent of. industrial production f
.workers in firms.with more than 25 employees. ' Both percentages_

mi'_are substantially higher than in the Unlted states.; o




legislation: on safety and health ‘sets’ out
_rotection for workers. In 1978 the Government

-incorporating ILO obligations on occupational safety and- “J‘~ o
health.  Revisions provided that the safety: of .the- workplace is : '
" the" direct*responsibility ‘of the. employer; who: must report

:.accidents,; create health and safety committees to review

working conditions and train workers to prevent: job-related .

. -injuries. Health and safety requlations are implemented .

~through a Federal/sState/local system of-tripartite commissions

e . which supplement legal . provisions, and plant-level committees'

.with equal representation of employers and workers which are.
- . responsible for overseeing health and safety on the factory ,
Efloor. L o o o :

L utur 'U S = ico Cooperation o _Lab ' - 5}§u75

“+in Tab’ 3, .we intend to pursue bilateral cooperation on: labor: -

: f,Mexico Binational Commission. As a first step in this-

. There are a number of labor areas where Mexico and the -
United States could benefit from cooperation. As. set out:ful

- issues- with Mexico through. the  framework of: the. existing:U. S.

-~ cooperation; the Department of Labor and the Mexican. ié_f‘ *‘"x
.| Secretariat of Labor and Social Welfare have initiallegd, and

' are preparéd-to sign on behalf of their governments, a, .
Memorandum of Understanding (Mou) . : T

- This MOU (included in Tab 3) provides a framework for
mutual cooperation between the Department and the Secretariat
in the areas of health and safety measures; -general work

B conditions, including labor standards and their enforcement;'

procedures for:resolution of labor conflicts; labor statistics,
“and. other areas of .concern to. the United States and Mexico.

" In addition, as indicated in the action plan in Tab. 3,
‘U.S. and Mexican delegations have met and have agreed upon
. specific projects in the areas of occupational health and
safety, child labor, and labor statistics. :
: The understandings reached between the: Department and the ‘
-’Secretariat :represent Significant steps forward in’ cooperation
between ‘our two nations in addressing labor  issues of common : .
- concern. In conjunction with the agreed speCific progects, the.
. MOU and its. ‘implementation hold much promise for progress on a
”fnumber of labor- fronts.

. ‘We - intend to pursue work under the MOU in parallel with
.our-. negotiations of an FTA. : _




assessment is required to show how they will. comply... ‘But:the

- Mexicans also need the economic growth that an FTA would?

_provide to generate resources to transform this commitment- intoc
an effective program of regulation, enforcement, . and public

.that Mexico has-no interest in being a pollution haven:for.

' problens. "All new investments are being held to ‘the’ hig 2

: Mex1co and the United States agree ‘that. efforts to
“-increase growth ‘through. an FTA should be complemented by-:.
.coopérative efforts to enhance environmental protection.. A
strong economy and a healthy enVironment can be;. and should be,
mutually supportive. - ]

Tab 4 outlines Mexico s existing programs for

‘.environmental protection, our cooperative efforts- to4date, and
- our. action plan for the future. A number of key- points_should_
be noted. : . : T R

E
tPresident Salinas has made clear on numerons.occa;ibn

North America. Mexico’s comprehensive environmental-law: o
1988, based in large part on U.S. law and experience,
provided the legal framework for. tackling its*enviro

standards set forth in this law, and an. enVironmental impacty

support._

. “We recognize that enforcement has in the. past been a key
problem. But notwithstanding limited ‘means, Mexico’s.
enforcement record has been improving. Between 1989 and the
beginning of 1991, the Mexican government ordered. some 980-
temporary and 82 permanent closures of industrial facilities.
for failing to comply with environmental laws. - In- 1990, Mexico -

‘made the multi-billion dollar decision to phase out leaded

'gasoline and to order that all new cars, including over 40,000 .-
Mexico City taxis, be equipped with catalytic converters. The -
‘government also shut down all 24 military industrial :

installations in the MeXlCO City area because of potential
enVironmental risks.v,

Most dramatically, Pre51dent Salinas announced last month

'the permanent closure of Mexico’s’ largest oil refinery. for -

environmental reasons.  The refinery had been responSible forb»
an-estimated 15 percent of ‘Mexico City’s industrial air

.. pollutants. The estimated cost of that shut- down is some $500
million and up to 5000 jobs. . .

A The Mexican government continues to increase resourcesp<@i;
devoted to enforcement of environmental requirements. - The . .
'budget of. the Mex1can enVironmental agency, SEDUE, has beenpﬁ

QAL TR P L
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ﬂﬁfs:inspectorsnat the border and 50 in Mexico city.,_~-

.requirements. Likewise we will seek to ensure the continued
.right to limit trade in items or products.controlled: by:-. w
- interndtional treaties such as endangered species. At the same~%x
_time, we would like to work with Mexico to enhance’ product 3

* . any changes before they would be 1mp1emented, to ensure- that
. human, plant and animal health and the enVironment are:, -,

imos Meight-fold between 1989'and 1991 (from" $5 :
$39_million) - In anticipation of a World Bank- Loan,;
nnounced: Mexican counterpart funding. for: ‘50 new

“Given' rising environmental standards and increasing J SR '»E

:“‘enforcement, particularly for new investments, the; Mexican

government- has made clear that firms would be ill-advised to . ~k

' seek out Mexico as a pollution haven for new investment.

:332.1 Ad 'SS Env ronme tal e Iss e

We will ensure that our right to safeguard the environmentJ
is preserved in the NAFTA.  For. example, we will maintain: the
right in the FTA to exclude any products that do not. meet: our
health and safety requirements, and we will enforce those:- .

standards, subject to full public and scientific scrutiny ‘of

safeguarded.

During the negotiatlon of any env1ronment-related

- provisions, we will ensure the participation of those’ U S.,

officials who are expert in the subject matter and who-are: -.
responSible for maintaining the integrity of U S. regulations.

- We can assure the Congress that we will do. nothing in the

- FTA to weaken our environmental laws or to diminish. our right
' to protect the health,. safety and env1ronment of Amerlcans. '

3. J01nt Env1ronmental In1t1at1ves

In addition to environmental safeguards w1th1n the FTA, we-

will pursue with Mexico an ambitious environmental program as

described in the action plan at Tab 4. We intend to ‘build on

an- alreadyﬂlmpres51ve record of cooperation in such areas as
“protecting the- border environment-and conservation of wildlife

and marine: resources New joint U.S.- Mexican initiatives will
1nclude.n;? S : : :

o Designnand implementation ‘of an integrated border

environment plan, in a timeframe parallel to . .
j.1mp1ementat10n of the FTA. This plan will address..j
"air and water poxlution, hazardous wastes, chemical

. spllls, pest1c1des and enforcement. .



"7f:with our negotiations of the FTA.

Du tl dgsigniphase;fthére;Vill‘bé’ahfopﬁbrtdnityj,": L
forspublic comment: and hearingsgbnvtﬁeiborder;plan;z-4qw?ﬁ:”
dufiﬁgﬁimplementatibn;!thereuwill,begcomprehensivefﬂ‘ "
_périodicireviews,T:~_ S R . R

' Qpp;ﬁfiésnsuiﬁatidﬂsTbnjimplemenfatibn;'énfofééﬁent:ah&:h o
S enhancement of respective environmental standards.and -
s:--regulatory regimes, ‘including an opportunity for the -

public-to submit data on alleged non-compliance.

‘{ o - Expaﬁsibnwaf'cooperativé-énfofcéhenf activities suépif
' -7 as coordinated targeting of potential environmental
violators. = . - o _ LT

l.bAf” Technical cooperation”and training, including. = iF T
" . facilitating the sharing of technology for pollution: = =~
abatement. and other environmental needs. = | - -

" technical aspects of enviionmental.andﬁconservatiqn% -
- issues; ‘and to address future environmental proble -
.. that could-arise.. Co e T

‘o :Eéﬁabliéhmént of a consultation mechaniSmfﬁo;addfééS

- .. As is ‘the case with our5iabor.initiatives;.weﬁinﬁehditdﬁfit
develop and implement this program of .cooperation in parallel -

B

-+ 4.  Informed Policy Making and Public Participation = -

. 7 As a result of our conSultations*td'date;awe-areicoﬁvinced '
-that we need to broaden the participation in our private. sector
trade advisory process to ensure that our efforts to enhance
“trade and growth are consistent with sound environmental::
-practices. To this end, we will seek out and include on a
-number- of those committees individuals who can bring both .an.

- environmental perspective and substantive expertise.

"~ In-addition, drawing on the resources of agencies with

environmental -expertise and in consultation with inteérested

~ members of the public, we intend to undertake a study of U.s.-

~ Mexico ‘environmental issues with particular emphasis on the -
_possible ‘environmental effects of a NAFTA.. This will be done

- in"a timely fashion so.as to permit U.S. officials to consider-

.. the :results of. that study during the FTA. negotiations and other
- bilateral:.efforts. : : S T '




* Trade

 of the'next century.

*'195t?&;¥;.i.x

. _the world trading system precisely at the time when U.S. " :

CONCLUSION - -

hé{Adﬁihi&tﬁaﬁién'WilifWOfk for a North American Free
' Agreement: that will enhance the well-being of -the United.
States, one that enables us successfully to face the challenges -

J;Withlthe suppoft«éf e Congress -- and 6ni§‘ﬁith:fhéti'f‘

;hrf“support.f- we can negotiate such an agreement. But if ‘the
- <. Congress disapproves the extension of fast track, there can be -
" - . no Uruguay Round, there can be no NAFTA, 'and the. opportunity

for progress .on labor. and environment issues will_have'been:A_f

"A rejection of fast track would also signal a retreat from -

economic: growth is critically dependent on export growthi: ..

' Finally,-a rejection of fast track is a vote of-nq-confidence@ff
no confidence in American farmers, American workers, American:-
. entrepreneurs. - - ~ - ' N

The -Administration is committed to making the fast track - -.

_ work. . The fast track, as conceived by Congress: and implemented -

by both- the Executive and Congress, is a genuine partnership

‘between ‘the two branches. We will work together in preparing:

for negotiations, in the negotiations themselves, and in:. .
fashioning implementing legislation. o e

If we do our job right, if the fast track consultative . = .

- process works as it should, then trade agreements and their

implementing ‘legislation should be approved overwhelmingly by
the Congress. If we do not, then Members .of Congress retain ‘

‘the ‘unqualified right to vote the agreement down by simple-

majority in either House. An extension of fast track in no way
impairs any Member’s ability to exercise that right. - :

‘f"VWe:Will take the time necessary to arrive at agreements -

--.that are truly-and substantially in the economic interest of
. the United:States. -We will take the time needed to consider.

all relevant issues and to consult fully with Congress and the
private sector. Until we arrive at good agreements -- ones

that Congress will agree :are good -~ there will be;no'agreéments;f




FREE:TRADE NEGOTIATION WITH HEXIOO

ECONOHIC IHPACT

"&f?;Igtroductlon

”'-abroad.

. Trade llberalizatlon has been a major factor contrlbutlng
to the. unprecedented growth of the U.S:. and global: ecénomies-
-during the -last four decades. Global tariff averages. have -
fallen from 40 percent to 4 percent since 1947. . While: much
remains.- to be done;" past barrier reductions. have: greatly .
stimulated the expansion of trade. This rapid trade: expan51on
has in"turn encouraged investment, employment, technolog1cal
development, and economlc growth in the Unlted States and, ‘

A North Amerlcan.Free Trade Area (NAFTA) would expand
opportunltles in all three partlcipant countries:-< the:
States, . Canada and Meéxico -- to increase trade. further;v.w

strengthen,competltiveness and enhance. growth, employment: andw
living standards.” Mexico is the United States’: third-largest :
'~ trading partner -- one with which the United States has: had - N
- historically close trade relatlons. A NAFTA would strengthen
these relatlons. _

e

_“ﬁ A NAFTA also ‘makes good sense because of the 1ncreased .
1mportance of exports .to U.S. economic growth.A over. the last: 4 ..
years:;, U.S. merchandise exports have increased by $178:billion. . .
(in - constant 1982 dollars) and’accounted for over' 40 percent off

- U.S.:GNP: growth. - In 1990, export expansion accounted. for- 84

percent: of U.8. GNP growth. -Strong export expansion this: year )
.. and beyond can help to restore ‘and sustain the healthy.- ‘growth

" of* the U.S.” economy and jobs. A NAFTA would boost U.Ss. exportsm.
further. . ) . : _ .

Thls paper dlscusses the 1mpact of a- NAFTA on the U S. b
economy and on U.S. investment in Mexico.. Recently completed
"analyses, concur- in finding that a NAFTA would be’ beneficial: to
-the- U, S... economy and its. workers. This discussion concentrates
on:-the U.S.-Mexico aspects of .a NAFTA. This orientation. .-

" reflects the: focus of the studies reviewed" and the: fact’ that -

ﬁ;ifthe ‘United. States already enjoys a free trade arrangement w1th
2' Canada.<A BRI _ : o L o R :




o L Slnce the m1d-19805, Mexico has embarked on a program of R 4
f«;economlc reform aimed at reducing the state’s role in:the. S %
economy and allowing market forces to operate more freely.-w,:7: ’
Trade policy reforms under this: program have transformed: Lo

.. Mexico’s economy from one of the world’s most protectedato a-
i_relatlvely open market. . S "b:‘wﬁ,ﬁﬁggﬁ"

. Mexico 301ned the General Agreement on Tariffs and Trade

.- (GATT) in 1986. 1In joining the GATT, Mexico accepted the

' permanent obligation to reduce its. top tariff rate. from.- 100

‘percent to 50 percent. However, Mexico went even furthe I

lowered its top .rate to 20 percent. As a result, the, average-
‘Mexican tariff applied to imports from the Unlted States...

. (weighted. by the volume of trade) has fallen by more- than hal

.from 25 percent in 1985 to about 10 percent current1y~

In addltion to reduclng tariffs, - Mexico has sharplg

' reduced its use of non-tariff barriers restricting- imports.

Import’ 11censing, which was formerly used to limit: imports: An-7

. all 12,000 items of Mexico’s tariff schedule, is now-. mandatory-.’ i

for Just 230 products, narrowly concentrated in agriculture and o
a few manufacturlng sectors. . o - .

~ Exports from the Unlted States have benefltted .
51gn1f1cant1y from lower Mex1can barrlers. Spec1f1ca11y'*

o vFrom 1986 to 1990 U. S. merchandlse e orts to Mex1co are;m~'
" up nearly 130 percent from $12.4 billion to $28.4 - . O
: billion. . This rate is almost twice as rapid as the )
' 1ncrease in U. S.uexports to the world up 73 percent.-

- -U S. agrlcultural exports to Mex1co, our 4th largest
© °  market for agrlcultural,products, totalled $2.5.:
gbllllon in 1990. Agrlcultural exports .to Mex1co have
rlsen 134 percent 51nce 1986. o : S

:-e-i'Consumer goods' gports from the Unlted States to

-Mexico have tripled since 1986 rlslng from $1
~’b11110n to $3- bllllon. _ .

- U.S. exports of capltal goods to Mexlco have grown
from $5 billion in 1986 to about $9.5. b11110n last

year.




The,D_partmentnofgcommerc'festimatesgthat

The U S..merchandise trade deficit w1th Mexico has’ fallen

- from-$4.9 billion in 1986 to $1.8 billion in 1990.. For
.. %. " non-petroleum trade, the U.S.. bilateral:balarnce with’ )
- -7 Mexico has moved from a deficit of $1 5 billion inﬂ1986 to
- . 7 bi. i b Saees

Even given Mex1co s recent record of lowering trade_-w

... barriers, there is much more it could do to open. its: market
. ‘and thus- create new opportunities for U.S. exporters.. An FT

‘.. with Mexico 'would ‘expand. access to Mexico’s growing market fo

'U.S, ‘exports, and. secure the access obtained 1n recent years

-.Specifically'“ o S a“. . S U

o Many 1nd1v1dua1 Mexlcan barrlers -remain high.
'+ " trade-weighted average tariff is 2-1/2 times -high
;that of the United’ States.y ) ' - L

t;' Mexican tarlffs for telecommunications equipment,
computers, pharmaceutical and auto parts all fall
w1th1n a range of 10 percent to 20 percent.-;,— DR

o 'AJIn addition, in sectors where non-tarlff barriers er51st,
I they are-. s1gn1f1cant. S ..

'{',; ' Forty percent of the value of U. S. agricultural
. - exports to Mexico are impeded by restrictive 1mport
licen51ng requirements. o ST L

”é- Export performance requlrements and minlmum local
o Zicontent requirements still 11m1t U.S. motor vehicle
exports to Mex1co. _“3_ _ _ ._.n“ o o

.\\'

- Forelgn 1nvestors are st111 excluded from or 11m1ted
to minority shares in M"strategic" sectors of - them‘
‘Mexican economy (e.gq.,- petroleum, primary
petrochemicals, banking) .

;3' ;o].,fAn FTA would secure U. s. access to Mex1can markets by -
P, preventing possible future movement toward more a
f;protectionlst p011c1es. : . i




Mexico retains»the right under GATT to raise its

ﬁwould prevent Mexico from doing so- with respect to~
“imports from ‘the U S. o PR o

”:r - By prov1ding a guarantee against future protectionisti
R - trade policies, an FTA would improve confidence. in

‘}3 -‘the- Mexican economy, boosting Mexican growth and -

- “ demand for. imports, particularly’ from the United

ﬁ;97{j: States.

"fi'to’nediun term.

In the past year, ‘three comprehenSive analyses of the ;

~ ‘economic. effects of an FTA with Mexico have been conducted... .
All: three conclude that the U.S. . -economy would benefit: fromtthe -

creation.of a free trade area with Mexico -- in terms: of*%_
exports, output and- employment. .Their major ‘findings: are-
summarized below. : : . o :

1... The ITC Study

Vﬁ_Orlng AZ"

Q_ﬁ,:In September 1990 the House Committee on Ways - and Means _

Jir-and the Sénate Finance Committee requested-that the’
E?International Trade.-Commission . (ITC) conduct an Lo °
investigation of the likely economic impact. on the United-
States-of an FTA: with MeXICO. ‘The study was completed  in
February 1991. . . ‘ - S L

'Dﬁg_up_t_lo;n'

'f,;fThe study covers 1n summary form sectoral regional and
" genéral economic effects of an FTA with Mex1co on the U.S.-
3;Leconomy.; Broad labor market effects were estimated using
san formal mathematical ("computable general’ equilibrium")
u;fmodel. In contrast, more detailed sectoral analyses were
+ "based-on: - - 1) s1ng1e sector ("partial equilibrium") :

. quantitative analysis of the price and trade effects of an-
" FTA;-.2) interviews with experts; ‘and .3) qualitative-
“_;assessments of how non-price factors that affect _ .

,;"indiVidual sectors (e.g.; investment restrictions) The :

- study did not report -quantitative estimates because the ‘

- CommiSSion .was requested by the Committees to. present
, analytical results in- qualitative terms only.,_.at-\«

tariff rates: unilaterally back  to. 50 percent;: .an. FﬁAﬂ;l.«




_or*the United States, an FTA with Mexico would _
expand trade opportunities, lower prices, increase:
:: competition and: result in savings from larger- scale
"production. Because such gains ‘outweigh estimated -
costs, the U S. economy would gain from an FTA._ -

iy ):zfiReal output and the real wages of both higher g_g
;,’_Q;;ffg‘g,ﬂ“fﬁ"jlower skilled workers in the United States1 would
e T increase as a result of the FTA.,

o o,,LIBecause the" Mexican economy is small relative to the
. " United states and trade barriers are already quite
. low, benefits to the U.S. economy overall will. be
.moderate 1n -the near to medium term. . T = ._‘~ <

- _5The FTA could cause some minor shifts among R
R occupations .in the United States (generally from
'.lower to: higher Sklll employment) IS

Y - The FTA could have moderate. to 51gn1ficant effects on.-
T "'« - trade for a number of the U.S. industries covered by- . .
i -~ 7. - the ITC study. However, the ITC concluded.that such . .
oL ~i#’ bilateral: trade gains or.losses would have negligible-
- 7 effects on levels of production: of’ U S. industries,
nationally or regionally. :

20 :-rhe Clom Almon Study
- h Origin' ' ' ' ‘

Commiss1oned by the Department of, Labor, Industrial B
- Effects of a Free Trade Agreement Between Mexico and the.

" USA is'a joint study by groups at-the Univer51ty of
Maryland (INFORM) and the University of Guanajuato, Mex1co K
(CIMAT). 'Dr. Clopper Almon of the University of Maryland.

- was the project director. The study was released ‘in

, September 1990. : ' S

e v

K The“study is based on linking a 78-sector. modél of the
> U.S. economy with a 74-sector model of the Mexican .
economy. Each model forecasts employment, production,

1, As reported in a letter of April 4, 1991, from. ITC -
Chalrman -Anne Brunsdale to House Ways and Means..Committee -
Chairman . .Dan Rostenkowski, updating findings in the- original
' ITC Report on’ the ba51s of new: emplrical data.n




Xpor! 8, ‘and- imports in all sector8>for the period
000743 The effects of a ' U.S./Mexico - FTA are .- . . .. :
xpressed:.as: the difference between a baseline- forecast R
‘(withou ?an,FTA) and forecasts of two FTA scenarios: . 1)
{tariff:elimination only,-and '2) elimination of tarlffs and
fmajor non-tariff barriers. . . g

“Conclusiong

.%fo s. real GNP, eXports, and employment all increase‘w
*:;moderately due to an FTA. as )

IEIRTCN

- An FTA that reduces both tariff and non-tariff
7', Dbarriers would increase real U.S. exports by an
.-’ additional $10 billion a year (at 1990 prices) by the-j g

A .. end of 10 years. Real U.S. exports to Mexico: woulds:. . = -

oo = 7.w ™ be roughly 28 percent hlgher in the year 2000: due to-.
... ~+! - an FTA., U.S. imports from Mexico would increase- by.
S . slightly more than $3 billion and would be 7
_.higher in the year 2000 due to an FTA.;- o

o ' Sectors in the United- States which -would.’

S experience a net increase in employment ‘from-an- FT
. (from changes in both export and import-competlng
. products) - add 88,000 jobs. over 10 years. . Deducted -
.-~ from this are 24,000 jobs which would be lost in -
oo Tmowmd o other! sectors. over the ten year period (an average of
S T 2y 400 ‘per year). o . R .

‘,‘go-*nghe trade 1nten51ve sectors of. the u. S. economy
~.. - _ (manufacturing and agrlculture) w111 gain the most
o .employment from a U.S. Mexico FTA. :0f. the 64,000 net
" increase in jobs, 48,000 would be additlonal ]obs 1n
"the U.S. man nufacturing sector and nearl 2,000- new
jobs .would be in U.S. aqriculture. : S

V,nyhe“U"S. Council of- the Mexlco-U S. Bu51ness Commlttee _
.. -..recently contracted for a study of the effects of ‘a U.S.--
h - Mex1co FTA from the accountlng firm of KPMG Peat Marw1ck

e ’zIn many cases, the Jobs "lost" due to an: FTA are actuallyf
- small reductions in the growth. of - 'sectoral employment that . .
WOuld take place over - 10 years, not absolute reductions 1n jobs;(.




- scenarios: 1) not allowing for additional- invested

(Policy- Economics Group) An executive summaryiof this:
. study: reporting broad conclusions of the analysis has- been
*released, .and the fu11 study is due to be released later

-in 1991. MULT - T

Qeicmg@. - e “

f_The Peat Marwick study, like the ITC, presents results :
from a "computable general equilibrium" model:; .. Taking :
.~ 1988 as a base year, the Peat Marwick study. examines ‘how -
- employment, wages, .incomes, rates of return on capital, =
-, exports, and imports would have been different in 1988 had’
- an FTA been in effect in that year (all dollar valuesvin
-,'constant 1988 dollars) e 5

‘ The executive summary reports results on the basis of two

" capital in Mexico as a result of. the FTA, and 2) allowin
for such additional capital. . _—

::~Scena io assumes o add ti onal ca ”g;;“”

& o ,H~Real 1ncome, wages, and return on capital 1n:the
~ United States 1mprove modestly. R .

" o  Real U.S. exports to Mexico would rise by 5.4 L
v*_percent while real U.S. imports from Mexico would
rise by 4.2 percent.~ ‘ . v . :

0 fThe U.S. bilateral trade def1c1t w1th Mexico would

- increase slightly (by 2. percent). 3 However, ‘the U. S.”ﬂ:'

. trade deficit with the world, 1nclud1ng Mex1co, would
decline slightly i . , .

Scenario 2 (assumes $25 billion additional caﬁital‘;f

3W1th uU. S.‘exports to Mex1co rising by a somewhat greater

i'percentage than U.S. 1mports from Mex1co, it is unclear why the

U.S. trade deficit with Mexico would increase, rather than -~ o
decrease slightly. A larger base value -for imports than-
exports could produce such a result as could other factors in .

- the Peat. Marw1ck study not fully explained in the. executive jj_ﬂ
. summary o ‘ _ S T

-4The Peat Marw1ck study estlmates that $25 billion in

~.-add1tional ‘capital ‘stock in Mexico is. the amount that would have
- been required ‘to hold the return on capital in Mexico. unchanged'* ’
.;after the hypothetlcal full adjustment to an FTA 1n 1988._ :

v

(S
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Thewimprovement in real v. s. income, wages and:return
n capital is greater than in the first (no .
__dditional capital) scenario.~ : _

f'Real U S. exports to Mexico would rise somewhat less'
- than under the no additional capital scenario.‘ Real
: - U.S. imports would increase more than under the no-
B g"additional cap1ta1 scenario. ‘
"0’ - The U.S. bilateral trade deficit with Mexico,,. )
. however, would increase by 21 percent.® With the
- world, the U.S. trade deficit still gggliggg -
~slightly. .. | . L ;T

:Peat Marwick's flnding with respect to the second
(additional capital) scenario should be interpreted :
carefully. . Because the model compares an actual toa”~ -
o hypothetical final state of the economy in 1988 after all
- adjustments to an FTA, it does not examine the actual .
process of adjustment for the U S.por Mexican economies to, B
-an FTA. - : . R )

Any additional capital 1nflows to Mexico are likely tol
. “finance the increase of imports which Mexico, as a-
"~ developing country, needs badly. U.S; producers who
. currently supply 70 percent of Mexico’s imports would be
-‘well positioned to- supply the lion’s share of such an-*
increase in Mexican imports. As a result, addi a

'.\f,‘ca ital inflows to Mexico from the United States o

elsewhere could well lead to a concurrent stren thenin' of
.the U S. trade balance w1th Mex1co. ' .

':D;: These studles underestimate the benefits from free trade, -

‘partlcularly in the 1onger run.

»As 1s well known to trade economlsts, formal modellng of

-the effects of trade liberalization. routinely underestimates

the economic¢ gains. This underestimation reflects both the
restricted scope of the models employed and the technical
difficulties of" modellng certain important types of gains from .

argeis

trade..'ﬁs

' Because ‘of economic galns not captured by these studies,

.'the benefits may well be substantially larger than reported,

particularly in the longer term.. Underestimation can occur for-

. any one of the following reasons.“‘

‘o - The models measure the increase in economic: efficiency

that results when free trade shifts resources and output
- between sectors. The models do not, however, measure. '
1ncreased eff1c1enc1es and potential economic gains

D




”atrade.j Economists argue that the dynamic gains outside
. .the scope of these models are’ ‘potentially much larger: than
" the gains which the models actually do measure. Such '
- .“dynamic gains arise from any aspect of trade. "
- ~"/liberalization which would increase saving and investment
~ . and thus lead. to higher rates of economic growth over the
- medium to long term. S : .

'»:eﬂ;-ge For example, freeing up international trade and

j‘{ité-“f n'addition,'dgnamig gains cag come f:og'iggrggsegk

lewthrough production sharing and other forms ot-;

-ization in the intermediate steps of production..;:~¥ U

. investment promotes more efficient use of: resources..

. . To the extent that capital becomes more efficientnandr~:

profitable, investing in new capital equipment:::
becomes more attractive. Market-ogenigg igigiatixes

. can _improve the investment  climate, thereby promoting
- investment and spurring growth. . RTINS

~1nvestment in research an develo men

. strongly influenced by investors' expected. rate of
“ return from such investment. R&D intensive: produc
‘generally enjoy 1ntellectual property’ protection for

a specified number of years. Investors’ rate: of-
return is, therefore, 51gn1f1cant1y ‘influenced by the
'size of the market in which the product can be sold.:

ﬁﬁf'EQ-By expanding market size on the one. hand and better

‘”(protecting intellectual property on:the other,.an FTA .

" could increase 1nvestors’ expected rate of return, .
. ‘the ‘nation’s level of investment in R&D and thus the
_economic growth rate.

,"Statéc" gains from trade result from the 1ncreased

efficiency with which the nation’s current capital and

- . labor. resources can be employed in a more open world
. ~.market. Greater . export opportunity encourages the
..expansion of America’s most productive firms and
jvindustries and. the jobs they provide. .Such gains from
- " trade.liberalization are considered a "one-time" -
‘< ~adjustment and do not capture dynamic growth effects on
- ".the.nation’s GNP over time. Computable general '
" “equilibrium models such as those used in the Peat Marwick.
- study ‘and for part of the ITC Report are "comparative
- static".and do not _capture dynamic gains. . Although . -
S ;Clopper Almon’s is a dynamic model, it does not capture '
) f;;some 1mportant sources of" dynamlc trade gains. ’ o




ch= . o - ‘ o The Clopper ‘

Almon study, for example, models the elimination of . '
tariffs-and four ‘major non-tariff barriers:.(Mexican--
vbarriers against agricultural products, computers: and
motor vehicles, -and .U.S. barriers against. apparel b
:-imports) . ‘Other non-tariff barriers (e.g: services trade‘ﬁ
L;'}‘barriers, investment. performance requirements)- are riot - .-

‘“included- in his study. - Similar limitations apply to- the -
-~ Peat Marwick study. - The ITC Report considered a broad
" range of policy changes from an FTA but did not reflect

. all. likely policy adjustments. ,

. Mexico would be of substant1a1 benefjt to U.S. . .

- engineering and construction firms because. of the .
poor  state of Mexican 1nfrastructure., 'This ‘and: many -
other possible elements of an FTA are. not cgpt gg nfﬂ
_the studies. : R

: o’i'?These studies do not. in general consider: gains arising
" from the capture of increased economies of scale-in™
_.production (or the reduction in unit production costs madew;__"
~ possible by large scale production) or increased .. o
. competition among producers. Such factors. tend to amplifyfﬁ'
-“"both. the static and dynamic gains from trade Ul
.;llberalization." s ,

o ,-Finally, quantitative estimates in the studies do not : .
- - include additional gains from the inclusion of- Canada.in a
. NAFTA. . Larger economies of scale within North American.“‘V
~j‘bu51ness enterprises, greater cost-saving and:intra-firm
" trade’ between different divisions of North American f1rms,
- and the ability to perform R&D, engineering, product -
- .design and marketing more effectively on a continental.
- basis would raise the global competitiveness of all three
- ..NAFTA" countrles and further enhance. the1r growth
'wpotential. . . .

- U.S. farmers and especiall manufacturers_would benefit
ﬁ;fron free trade w1th Hex1co. ‘ : ' : Lo
A“”Each study examined the effects of. free trade w1th Mex1co .

“on specific sectors and the economy as-a whole. They concluded'
". that U.S. manufacturing and agricultural sectors will benefit

",:the most from an FTA.

'Vf product. S 2

: 5Where reported below, sectoral employment effects are’ net”
effects from the. changes 1n both export- and 1mport-compet1ng




A The’ ITC ngg;t concluded that among the u. S. industrial :
sectors that would gain the most from an’ FTA with Mexico L E
‘ :Vwould be.,i. - T I _ :
y iiGrains and oilseeds R
?' ”yiElectronic Equipment )
;vMachinery :
f{fsteel' '
fqhemicals
- G} }ij‘zé 2._; he C;gpger Almon §tudz ;
: T T The" Clopper Almon study concludes ‘that the FTA- would act -
- ' to_.increase. U.S. jobs principally in-the manufacturing
sector»(and to a lesser extent in agriculture) ‘vAmong the
. main benefic1ar1es would be: o T e L
o ’iNoneElectrical‘Machinery ' 4-—f';7 900 additional
S B o ”JObS, $312 million
o e .+ . " increase’in .
3 - S . . - - . : e,xport_‘sl ) _
' —- 6,300 additional
2 jobs, $581 million
_increase- in -
'exports
-- 5, 300 additional
: -jobs, $576 million
increase in-
-,exports;<'"“




.o -

*;}gomputersr

- Agriculture -

: x(Estimates of the increase in u.s. jobs and exports arei
-relative to trend in the year 2000, the 10th year:
following hypothetical trade liberalization.: Exporp value

- are reported in 1977 prices. .
understates the value in current 1991 dollars)

( The PeatAMarwicg Studx"-

‘The Peat Marw1ck study concludes that among‘the sectors
o with the largest gains in output and employment in 1988
_.;would have been: ‘ . Lo

{ Optical & Other Instrumentsf

Machinery and Equipment’

Motor Vehicles and Bodies

“ Chemicals

Food

4, 900'additional_
.- U.S. jobs, $999-
"'million- increase
- in U. s.,exports to
Hexico~»'*

This substantially

2, 400 additional

A‘fJObS, $734. million"f
‘increase in - - .o
;exports v

11, 700 additional
'[jobs, $675 million
"increase in . .. .

exports

11, 6do'add1tiona1”
‘U. S. Jobs, $1.3

billion increase.
1n,U_S.,output ‘-'-

3,600 additional -
jobs, $700 mlllion,.f

"‘-'output increase”

21,700 additional

jobs, $300 million: -
output 1ncrease

1, 000 additional

jobs, $400 milllonglf
- output- increase.. -
- 600-additional". e

jobs, $197 million 4?'

output 1ncrease

E s



(Inc eases:represent the extent to which the study e

estimated: that’ jobs and output would have been: higher in
1988: hadﬁan FTA 'been in place with all adjustments . ,;' -
‘complete _output values are reported 1n 1988 prices.)x SPEEPE

S :1"1:;".'?'0.s. 'WORKERS AND FIRMS. ARE wm-rosnxom 'ro ADJ'UST 'ro
o nmn 'TRADE WITH MEXICO - -

industries to increased com tition ‘U.S. work slar

= ) Incr pe . . rker: e
'"well-pgs;tioned to adJust to this gompgtit;on fron Hex1co.~

There is little cause for concern that an. FTA with Mex1co‘¢f

'w111 require adjustments by large numbers of U.S. workers.. e
- U.S. labor should have little problenm adjusting to: 1ncreased
competition from Mex1co for the follow1ng reasonS°

o f;:Total Mex1can output is currently only 4 percent of U s.
: ‘.output.. Thus, the extent to which Mexican competition can
displace U.S. workers 1s sharply limlted._ o nbpﬁ,“ ,

o o . U S. barriers to Mexican imports are already very low --,;a~
> - the- average U.S. tariff on Mexican imports is- under: 4 .
©° . .~ percent. - Also, a substantial portion of U.S. “imports from
" Mexico enter the United States free of duty (either MFN-
.=~ duty free or under. provisions of the Generalized: System- of
;. Preferences. and Harmonized Tariff Schedule subheading 9802°
~ otherwise referred to as "American goods'. returned").. In-

Qf.short U.S. - firms and workers alreadx compete successfullx ’
e w1th Mex1can labor every daz o S _ S

o A u. S. workers are on average roughlz seven times more

productive. - (as. measured by Gross Domestic Product per
- worker) than their Mexican counterparts due to greater
skills, education, higher technology, and better :
transportatlon, communication and other infrastructure in
.- -the United States. This is why they are so successful in
’“current head to-head competition.‘ . : '

"-i .Wage dlsparltles between U.S. and Mexican workers in
: large part reflect differences in labor productivity
between the two countries. High wages in the United
States result from much higher labor productivity in
the United states and, therefore, do not represent an o
overall competitive disadvantaqe for U.S. workers.-




«iQA_r'Trade barriers w1ll be reduced only gradually (the |

Workers and their families ‘are. also consumers. -
.U, S.»import prices which would result from an FTA with: .
- Mexico would increase the real. purcha51ng power of . working"'

families in the United States. - _

higher- productivity job: opportunities in both»
countries. - t .

“1n_pg;h_gggn§;1g§L_Furthermore, estimates show. thatﬁ

., .Mexicans spend- 15 cents of every dollar. of additional
“.. income on imports from the United States -~ a: factor
i which should tend to further ease any adjustment
- pressures on U.S. workers. - - .

'As discussed in detail in Tab 2, Facilitating Adjustment,'

an. with Mexico will contai sions. :
adjustment, further reducing the potential for the

Adislocation of U.S. workers:

-

’Canada FTA reduced them over a 10-year period)

L - 3The agreement will contain a spec1a1 safeguard~ _: r
) " mechanism that allows. for the temporary re-impoSiti'nga'

of tariffs for industries injured by import
»*1ncreases. :

’=JEconom1c studies conclude that dlslocations w111 he
. mxnimal. even in the: most affected sectors. e :

-

:"~A11 three studies conclude that 1n sectors which would

’experience reductions ‘in output.or employment, those losses ..
would bé extremely small relative to sector 51ze and would be
spread out over time.; 4 "

‘~III. FEARS THAT A -NAFTA WOULD RESULT IN LARGE DISPLACEHENT OF

- U.S:: INVESTMENT AND PRODUCTION TO MEXICO ARE UNFOUNDED; - -
f'ijADDITIONAL INVESTMENT FLOWS TO MEXICO WOULD BE MODERATE.
AND WOUI.D BENEFIT THE U.S. ECONOHY :

ffﬁnal sis of Mexico’s econom concludes that its abilit to

absorb large amounts of d1rect 1nvestment from the United

?M;States is limited.

jﬁfThe three studies- already completed on the 1mpact of an.

~-_"FTA and most other multi-sector, economy-wide, .econometric”
'=a¢>stud1es 1n progress are not spec1fically de51gned to quantify

The: rade’effects of an’FTA would tend to expand T

Theelower,fi.




“the’ impact . of: an ‘FTA on’ foreign investment in Mexico. - The.. -
problemsa Eformally assessing the impact of a NAFTA on- foreign*ﬁ

- investment=in-. Mexico appear to be ones of both modelling and

B data availability- R - . S

. Other analyses, however, suggest the conclusion that a . .
7 NAFTA would not -cause any large displacement of U.S. investment -
- ..or. production to Mexico. Total foreign direct. investment '
" ihflows "to Mexico in 1990 were just $2.6 billion-from all
~countries. _Of this amount, an estimated $1.6 billion was by
U.S. firms.? Even if the effect of. a: NAFTA were: to double: or
triple direct investment flows to Mexico,® total direct -

- iﬁfﬂinvestment would. reach no more than about '$5 billion to $8
"= billion a year, with roughly $3 billion to $5 billion of that

from,U.S. firms. While these figures are quite large relative

T to Mexico’s $200 billion economy, -they are quite small in termsiiﬁ'

»of the $5.2 trillion U. S. economy.

. ol-'“Even if U 'S. direct investment flows to MeXico were to R
- .7 ~double or triple as a result of NAFTA, reaching $3 billionji«"
~ -.to-$5 'billion over the next several years, this amount. = -
S 7 would represent just 0.4 percent to 0.7 percent of current'
L investment in the United States ($750 billion) . .

N-E ‘Last year, -direct investment flows from the U.S." to Mexico-“if
- represented just 3.8 percent of U.S. direct" investment ‘
'Vflows to all countries. : R .

v 'Moreover, a large share of increased U. S. direct S
rinvestment flows to Mexico would come from the reinvestment oﬁ
profits’'earned by U.S. subsidiaries in Mexico, rather than from.
"new: flows of investment from the United States.. In 1989, over-
70 percent of new U.S. direct investment in MeXico was in this

form ' : -

6The Peat Marwick study includes the effects of increaSing f
investment in MeXICO, but does not formally model the aamount.

TR 7For 1989 - the latest year for which U.s. bilateral directv

. investment data are available, U.S. direct ‘investment flows to
Mexico totaled $1.4 billion or roughly 60 percent of 1989 direct
investment to MeXlCO from all countries. .

: 8Prior to their accession to the EC, Spain and Portugal 7

‘iireceivedidirect investment inflows from:all countries equal. to'-

- roughly 1.4 percent of GNP (in 1985 and 1986). . By-1989, direct )
. “investment flows to Spain and Portugal as. a share of their GNP
': had somewhat less than doubled to 2.4 percent of GNP. I




.the: Mex1can ‘economy::: ‘Direct. investment inflows" ‘tripled- to. $1.5 DR
"billion in~1986; the’ year of- Mexican accession the GATT, 'and " o
fhave ‘continued to rise: in tandem with. -the Mexican: government's o ]
'on—g01ng ‘economic reform efforts. Moreover, even  without a

”;o *;;Increased efficigncy and growth w111 genegape ngw )

from the United States.

direc investmentmin Mex1co could ‘be ‘expected to.
,he coming years even in: the absence: of a NAFTA.

. -investment: has already increased. substantially .
ins recenti ears. as’a. result of increased: foreign confidence in -

. NAFTA,  barriers to.the entry into the United States of goods L
- produced in Mexico’ are already so low as to.pose little overall --
- impediment to foreign investors in Mexico producing to serve
the U.S. market.' : RS

There are a number of additional reasons - for concluding
that "even under the most extreme of. circumstances, an--FTA with.
Mex1co would not cause a large outflow of direct 1nvestment fft
- from the United States. ' A , A

' .o . Some of

diverted fgom other developing countries.. - The types of
- investments that can be profitably undertaken. in. Mexico -
. ..are the types which U.S. firms already ‘are making in oth
,y‘developing countries. Investments in Mexico: ‘are-much les
. . 1likely to. substitute for investments for which ‘a- highly :
'“fg-educated labor force. and highly developed 1nfrastructure
- (as in the United States) are needed. S _7 e ‘

o nvgstment funds. Expanding the investment: pie: can‘
< increase’ investment Ain Mex1co w1thout decreasing 1t -in the

“;-United states. o : ' : - i,“ﬂ

o "'As noted above, there are few barriers in most sectors to

' .~ prevent. investment -in ‘Mexico now, so long as the- output 1s
-intended for export markets in the United States .or -
elsewhere. . T

o I hThe current poor state of Mex1can 1nfrastructure ‘and 1ts

-large ‘external debt will act to llmlt the growth of U. S.fyﬂ
' 1nVestment in Mex1co. , . :

"'Moreover, some aspects of a NAFTA may work to decrease ' S

» certain types of U.Ss. 1nvestment in Mex1co. For example,j.

‘to invest in Mex1co to gain access to the Mexican market. 1.;gg*f
-such requirements were eliminated in.a NAFTA, firms could. IR

reduce such investments, or decrease their rates of new

1nvestment “and serve the Mexican’ market w1th 1ncreased eggorts{




-w, "rationalizing" production between'the two markets. In: looking“

&V;ielectronigs) "Much of this investment is for - assembly'-

operations. or. ‘other forms of. production sharing. (which serve to

* “enhance’ the competitiveness of both - Mexican and u.s firms and A
workers) R ' _ o R P R

. of displacing U.S. imports from Asja, ox displacing: -
7 investment in Asia. For example, in response to a poll
- . conducted by the ITC, a large majority of the 323 U.S..:
companies that responded stated that their Mexican’ - a'p
o operations helped then compete against non—Mexican imports
’ ﬂinto the United States.‘- N

- Also, in a free market env1ronment .many U. S5 firmsmwould
-~ prefer to invest in Mexico rather than in Asia. - Proximity.

‘attracts U.S. firms that otherwise would look elsewhere to

rationalize their production. : R

’fWorkers and flrms in the United States benefit from

to co-production arrangements between the United States and-”
Mexico, U.S. firms would be seeking the. sane advantages that:- R
Japanese firms are finding in Asia and German firms-in Spain to L
1mprove competitiveness against third party suppliers. - v

‘o“ ,Home country workers -=-be they Japanese, German or’ ..:
American -- benefit from the gradual shift' toward more-
,productive. better paid and more secure employment which

is induced’ by such co-production arrangements.u.

o The . firms, by rationalizing their production . -
1nternationa11y, tend to .expand the. market, creating Jobs,
and raising -incomes and living standards in both their “”_~

home and host countrles.

.o CO-production in the North American ‘market is likely to -
" increase the competitiveness of all ‘three countries -— the
United States, Mexico and Canada -- vis a vis other - :
"countries. North American products should, as a result,
compete more successfully in foreign export markets.and:
against third country imports ‘into the North. American '

market.
.. 0. 'Also, firms in Mexico are far more likely to source

" capital goods and components from the United States. thant BN
- from firms in other foreign countries. Seventy percent of“.,'

all Mexico’s 1mports are now from the United States, and




, percen of Mexico's imports of capital goods are-from S
" United states.= hE ' TR ST

-~ New capital:. flows to Mexico will stimulate U S. exports to

" Mexico, creating thousands of additional export-related jobs in .
the :United" States. Foreign investment provides Mexico w1th the
dollar purcha51ng power needed to buy’ u.s. . products.

: o".}In developing countries, like Mexico, ggx_ggg;tigngf“J
- - foreig ows result i creas
- nearly t s amount. Since 70 percent of Mexico’s .
/-~ imports now come from the United States. (an evens greater _
-+ portion would likely come from the United States-: ‘under' a -
- NAFTA), increased capital inflows into Mexico could result
',fln large : 1ncreases in U.s. exports to Mexico.;_ ~w T

0 ' The United States, with its strong export advantage 1nj§3'5'
'~ capital equipment and many agricultural products: will be N
. . well-positioned t ly Mexico’s 4 t needs. 'If

by $5 billion annually in the next ‘half decade and.70: )
" percent of the associated increase in Mexican imports were :
- from U.S. suppliers, this factor .alone would create nearly g
- 70,000 more export-related ]ObS in the Unlted States over

_ the period




gt.lj Based on economic analysis and on experience, we expect a:
"North,American Free Trade Agreement (NAFTA) to benefit the U.S..

. economy, including the manufacturing sector. 'As Mexico has

.reduced trade’ barriers over the last five years; U.S. exports
. have: increased. dramatically, ‘including sectors such as steel
- and textiles. Economic studies using different models and .
assumptlons have all projected that an FTA with Mexico’ would

= have:a net positive effect on the U.S. economy,  in terms .of .

na"both output and employment and that adjustment: problems are
not llkely to. be substant1a1 in the Unlted States.r LA

There are few products for which ex1sting u. S. tariffs
"pose a. signiflcant ‘barrier to Mexican exports. ' The‘ average <
U.S. tariff on Mexican imports is under four percent. The U s,.~ -
- tariff on autos, for example, is only 2.5 percent.: Forty-fivezf“'
-percent of Mexican goods already enter the United States duty-éff
free.. : . - . .

o Nonetheless, there has been concern that the NAFTA w1ll
lead to. job dislocations in the United States. We will seek to.

' 'phase out tariffs on import-sensitive products gradually over a

sufflcient transition period to enable domestic industries to.
adjust.- Moreover, we will seek to include safeqguard. prov1s1ons:
to prevent or- remedy serious 1njury to U.S. industries. " We
also- intend to- seek a spec1a1 provision to provide- expeditious
provisional relief to growvers of perlshable agricultural - '
products, who, ‘because of the. seasonal nature of their )
business, are- espec1a11y vulnerable to injury caused by sudden‘
import surges. Finally, we will ensure that effective:
‘adjustment programs -are in place to assist in retraining and
job. placement should ‘dislocations occur. :

Whlle we are convinced that the best adjustment program is
-a_healthy: and’ expanding U.S. economy, we recognize that -
effective- retralnlng and adjustment programs facilitate smooth
'”adaptatlon to. ongoing shifts in technology and 1ndustr1al
competitiveness. - Therefore, the Administration is firmly -
committed to an: effective program for worker adjustment and
'retralnlng. :

. Th1s paper outlines measures that we w1ll seek to 1nclude o
T}in the NAFTA itself to facilitate adjustment, as well ‘as a
.descrlptlon of our major programs to assist any worker :
. dlslocatlon that ‘might occur.‘ . :

T




_12fbneibf:thewprincipaifobjectivés of“a’free-tradé:agféemént;

“-is the elimination of tariffs among the FTA parties-in products
originating-in those countries. - However,  to avoid dislocations

that.could ‘arise if duties on import-sensitive products .were

- 7. removed abruptly, we will negotiate for appropriate transition
" periods in which duties on such products are reduced. in"small .
¥ ;" increments. Such transition periods allow domestic industries,
.. - - including farmers, time to adjust gradually to trade - . - =
.+, liberalization.  Given its greater likelihood of experiencing = - .
“- disruption due to tariff elimination, Mexico is also likely to:

seek fleXible.transitiqn_measures.

,I:The_léﬁgthvof the’fransitioh period”shoulﬁ'téke<a¢ééﬁﬁ%iofv‘

‘J.theyimport-sensitivity of the product. -In the U.S.-Canada FTA;'
-  for.example, tariff rates already set at:zero remained: as‘such;. .-

and some additional tariffs were eliminated immediately:’ For ii’

-7 .the remaining products, tariffs were scheduled to be-eliminated : -
- over three-, five-, or ten-year periods. That schedule: was: . '
-~ negotiated to account for the relative sensitivity of bilateral .
- trade in various products with Canada; our negotiations withe
'~ Mexico-are likely to produce different schedules and: time:- - .

periods to correspond to differences in import. sensitivities.

:,Tﬁe;Administratiph will be prepared to’cdnéideristééing

“Xpériods beyond those provided in the U.S.-Canada FTA. - We have

requested the U.S. International Trade Commission. (ITC), which
is an independent agency, to provide advice on the probable
economic effects of any tariff-changes and to identify import- .’
sensitive products. We will draw heavily on this advice as

" wéll as advice we receive from the private sector in

establishing our position on staging decisions on specific

products. Moreover, we will consult closely on this matter-

with the Congress prior to and during the negotiations. - -

‘ffaAnothéf?imPOitant U.S. objective in'the'FTA,negotiations.

~_ will.be the liberalization and elimination of measures other

than tariffs imposed by Mexico that inhibit market access for -
U.S. exporters.. -These non-tariff measures (NTMs) include -
practices such'as quantitative restrictions, licensing, " import

. ‘charges, technical barriers to trade and restrictive. government
“- procurement policies. S ~

- Mexico. will uhdoubtedly seek the elimination of NTMs. -

s maintained by the Unitéd States, as well. We will ensure. that
., any. agreed liberalization is staged over time to the extent -
“"‘necessary for U.S. producers to adjust. S

-




" the event'of such an 1njurlous 1ncrease.g-

.suspension of preferential trade treatment under:the: NAFTA
"(including reimposition- of duties) for a temporary period: if.
" llncreased.lmports from an FTA partner  are a substantial: cause
- .of serious injury to a domestic industry. Such a. perlod of.

ffundamental part of transition'rules must be’ effective

. 'safeqguard provisions.' Such provisions serve as a ‘backstop to
.. staging. rules,. providing further assurance within- the trade. .
- .agreement itself against injurious dislocations as: a result of -

trade-liberalization. ' We believe that injurious. increases in o

.:7. " imports from Mexico are unlikely, given that- tariffs -- .

" 'especially on import-sensitive products -- will be’ gradually
.. - phased out-over a number of years. Nevertheless, we- believe
" that: there ‘should be effective, transparent safeguard

prov1sions to enable prompt and effective temporary rellef 1n -

Our ex1st1ng free trade agreements w1th Canada and Israell

e 1nc1ude bilateral safeguard prov1sions. We will seek': similar -

provisions in the NAFTA. These provisions would permlt the

relief would enable our domestic producers, includings workers,5 -

..~ “to take necessary steps so that they will be better p051tioned .
. 'to compete when the import relief explres. L _

Fad

: *: Import relief should be timely, where 1t is necessary.. We

~ are aware that in. instances where imports surge, delay in-
" taking action while a full investigation .is completed. may
u_-compound the problem facing the domestic industry, partlcularly}.
.-in the case of perishable agricultural products.: We will seek
the right under the NAFTA to take provisional safeguard R

measures. qu1ck1y, before a full investigation is completed, L
when.there-are critical circumstances where delay would cause"
damage difficult to repair. . Moreover, we will seek a prov151on

to permit the temporary re-lmp051tlon of duties on perishable

agricultural products if 1mports of these products surge..‘A
similar” "snap-back" provision in the U.S.-Canada FTA is-
avallable for the first 20. years of that agreement.

_._»The trlgger for allow1ng safeguard actlons should be- almed
at preventlng serious injury,. -but should not ‘be 'set” so’ low as

. - to enable import restrictions-to be imposed lightly. We must .~
- bear-in-mind that an.excessively low trigger could lead to. f"
. frequent Mexican actions agalnst our. own’ export 1ndustr1es when
;they 1ncrease exports to Mex1co._ ;

~ : : -~

Where 1njury to a U S. 1ndustry arlses from several

‘-f;;:sources ‘of imports, Section 201 of the Trade Act of, 1974
*..sets out- specific cr1ter1a for: taklng a safeguard actlon.ﬂ It

authorlzes the Pre51dent to 1mpose temporary global import‘ L




‘are; a: subgtantial: ‘Cause. of serious injury,or ‘threat. thereof,

‘Président usually ‘in- the form of increased ‘tariffs-or.
j“quantitative restrictions, is designed to prevent or-remedy:
:gserious injury and to. facilitate adjustment of the domestic-

‘injury include’ significant’ unemployment or underemploymeént: an
~.the" significant.idling ‘'of productive facilities (including B
:plant closings) in the affected industry., Y

Hf%uekican and Canadian products. along with: the products -of ~other
"%, countries in such so-called "global" safeguard actions,>if =

;]{in]ury to the relevant U.S. industry. " As in thezcase ‘of:the:
v “U.S.=.Canada. FTA, we are prepared to contemplate exemptionsﬁfor
_our FTA partners, on a reciproc¢al basis;, if their- products*ar
-~ "'not part of the import problem. However,, we must have;the::
- 7 flexibility to include:in global restrictions products of “FT.
- partners, when those products-are part of the problem;
© . ‘the price of a comparable right for safeguard action 'n ou’
EEA exports. L . o . o

»;¥f¢;f Rules of Origig T; o “-!: Coo mf:-'

.;by one FTA party into the customs territory .of :another: should

“benefit from the preferential treatment accorded-under: the
:”such but properly ‘designed rules-help avoid adjustment

. prevent. products of third countries from uSing Mexico- as: a-

g 'pass-through for duty-free entry to the U.Ss. market.,ﬂ T

- the benefits of an FTA will accrue principally to-the. FTA .

"i,FTA. ‘However,. rules of origin cannot be so restrictive that
‘theéy force parties exclusively to use materials solely. '

" of -the FTA. Properly designed rules of origin are fair and
-partners. as-a pass-through. into the United- -States, but: do allo
.'use of third country materials that have been. substantially

-transformed by Significant proceSSing operations., ' .

~.strong rules of the U.S.-Canada FTA in negotiating a: NAFTA, bu

'"'conditions Wlth MeXlCO. We believe, for example,

if the:U.S:- ITC*determines that: increased. import

to- a,domesticfindustry. Import relief provided by the

industry.  Specific: ‘factors examined in determining ‘serious:

oy We intend to maintain the right to restrict imports of”

Mexican and Canadian products are contributing to. seriou

v

Rules of origin are used to’ determine which goods‘importe

agreement. ‘Rules of origin. are not an adjustment mechanism as

problems.. "We ‘intend to seek strong rules of origin that! would

ar

The primary purpose of- rules of origin is to ensure that

parties rather than to countries that are not. parties to the:

indigenous to an FTA country, thereby mitigating ‘the benefits.

predictable, prevent other countries from using our FTA..

We believe we should. draw on’ our experience with thelifs

we  should be senSitive to changes. as necessary to meet trade -
that we

- P ) n
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'"idomestlc industries. - Through our consultations- with the

A w_hemcase 1n the U s.-Canada FTA, workable rules of
‘origln can:be- negotiated only in. cooperationrwith the affected

cOngress and private sector advisors, we will seek to. craft

rules of orlgin that- are clear, tough and predictable.-

_ The Economlc Dlslocatlon and wOrker Adjustment Ass1stance _
Act. (EDWAA-~Title III of the Job Tra1n1ng ‘Partnership Act):is. a.
"flexible,- comprehensive program with a.wide range of services o
for all dislocated workers whose employment loss (for any-.

. _reason) means they are unlikely to return to their previous
ailndustrles or occupatlons. : il

o EDWAA was crafted w1th broad blpartisan Congressional an
. Administration support as- part of the Omnibus Trade and.’
Competitiveness. Act of 1988, the same statute that established

’ present u. S. trade negotlatlng objectlves.- ) - S

1.f» E11 1b111t

- *All workers who have been termlnated or have received a .
. notlce of termination, and who are unlikely to return to. their
' prev1ous occupatlon or 1ndustry, are e11g1ble for EDWAA C
services. -
"0 - Any- worker in any company is ellglble for EDWAA
_without certlflcatlon. Services are provided to
prlmary, secondary and tertlary workers. ‘

2 . Tlmlng

Adjustment assistance under EDWAA is available
1mmed1ately, often’ before job loss occurs. '

o Advance notlce of a plant clos1ng or .a major layoff
'~:'“1s prov1ded to EDWAA staff under the 1988 Worker ’
- Adjustment and Retraining Notification Act (WARN)

- Act, whlch stlmulates early actlon. L _

o - Ina typlcal 51tuatlon, the announcement of a layoff
~will bring a state "Rapid Response" team to the
~worksite, where they will design a range of services

to meet the needs of displaced workers. Often
«‘arrangements w111 be made .to’ assess' and enroll




workers into EDWAA and unemployment.insurance (UI).‘~
programs'at the plant site. j‘_ S R S

'T; }lﬁg:if‘f*fﬁlEDWAA offers a- wide range of services when the probabilityt~'~fv
o - of success:is greatest.” .It is a. nationw1de program w1th a o
flex1ble, 1ocal delivery system. - . - -

_;g;t o_f*'Eighty percent of all EDWAA funds .are distributed
wv4, -, - annually, by formula, to states and substate areas..-‘

'iij; o:QijFormula funds are available ‘to every state, county
T ﬂ.and Congressional district.‘ " . ) <

:6417 Twenty percent of EDWAA funds are reserved by the
Secretary of  Labor to make discretionary grants to
aid especially hard-hit workers, industries and

'areas. : , :

o 4.~; §ervices Prov1deg

'-The speCific EDWAA set of serVices 1nc1udesn 2l

Goif; Rapid Response' on-site’ rapid response to plant,
.- closings and mass. layoffs, often before actual
?ﬁ,layoffs occur. . o

T 0 {‘,Re-gmployment Seryice5°~ outreach development of
: gﬁ”ind1v1dual readjustment plans, labor market - S
" . information, job development job search ‘and” -
<.~ placement, supportive services such as relocation ,
”ass1stance -and pre-dislocation readjustment programs.

-.o~;“,Retra1n1ng Serv1ceS° 1nc1udes classroom,
- . occupational skills, and/or on-the-job" training,.
.. basic and remedial education, and entrepreneurial
A training. c

-,ﬂ*oﬂfTiNeeds-Related Payments: Dislocated'workers who have

... .. exhausted UI may receive needs-related- payments to
Zww i "help: complete training if they were enrolled in’

‘?training by the 13th.week of their initial UIL benefitﬂ

~ -period (thus training begins while the individual:is
"—rece1v1ng UI). .Payments may not exceed the S0

K individual’s UI amount or the poverty level,

-~ .whichever is higher. An eligible-  worker who does not

'Cﬁ1qua11fy for UI must be part1c1pat1ng in a training or
ff-education program. - ) o B Voo v




EDWAA sﬁa highly successful program. In its first three
_years of operation, it will serve some 700,000 workers, placing
. - over:70’ percent in jobs identified by local business .. . _

- - communities. On average, hourly wages in these jobs exceed L

S $7 50._4‘ Lo

f;ﬁ_ EDWAA program costs average $1 700 per participant. O

Y. ) %ngunding commitments reflect the consensus opinion
* - -that EDWAA is a program that works. . Since EDWAA - U
<" began in July 1989, funding has doubled, rising from
-$284 'million in 1989 to $527 million in: 1991. The ‘Z .
_Admlnistration is commltted to adequate long-term .
.funding for EDWAA. . : R

o ) EDWAA has helped displaced workers in a diverse set
- . of industries, - 1nclud1ng ‘autos, timber, electronics,
- . copper, food proce551ng, aerospace, defense, and i
- steel. . . o

”'_B.'f Administration P051tlon

: The Adminlstratlon is firmly committed to a. worker T
adjustment program that is adeguately funded and that. ensures

ﬁﬂ“that ‘workers who may lose their jobs as a result of an FTA w1th

- Mexico. will receive prompt, comprehen51ve and effective.’ .
‘services. -Worker adjustment services, .whether provided. through
~ the. improvement or expansion of an existing program or through
.+ the-creation of a new program, should be targeted to: prov1de
:dislocated workers w1th appropriate serv1ces in a timely
-fashion. :

. The Administratlon is committed to working w1th the
Congress to ensure that the objectives outlined above are met -
and’ adequately funded.  Any needed changes to U.S. law to
_1mp1ement such a program should be in place.by the time the "
- agreement enters into force and could appropriately- be.

. addressed 4in leglslatlon 1mplement1ng a NAFTA.m ;




Tab 3

FREE TRADE NEGOTIATIONS WITH MEXICO

LABOR STANDARDS, WORKER HEALTH AND SAFETY, AND WORKER RIGHTS

Introductio

_ Mexico and the United States share a commitment to the
maintenance and enforcement of fair labor standards, the
promotion of safety and health in the workplace, and worker
rights. Implementation of these goals requires both political
will and adequate resources. Both of these requisites can best
be addressed as our relationship, based on mutual respect,
deepens through a North American Free Trade Agreement (NAFTA).

As Part I of this attachment shows, Mexico has strong
labor protections which are integral to its Constitution and
laws. The Mexican Government has a strong political commitment
to promoting the rights and interests of workers, including
increasing standards of living and a safe and healthy
workplace. By promoting economic growth in Mexico, a NAFTA
will generate greater prosperity and resources that Mexico
could devote to improving the situation of workers,

As described in Part II of this attachment, the U.S. and
Mexico have reached agreement to collaborate in a number of
labor-related areas, including labor standards and their
enforcement. Specific initiatives have already been
identified, including information sharing and cooperation in
areas of concern such as occupational safety and health, child
labor, and labor statistics. Implementation of this agreement
holds much promise for progress over the near term. '

I. CURRENT LABOR LAW AND PRACTICE IN MEXICO
A. Ooverview

Mexico’s labor standards are comparable to those in the
United States, Europe and other industrialized countries. The
Mexican Constitution of 1917, as implemented through various
pieces of legislation, provides a comprehensive set of rights
and standards for workers in all sectors of Mexico, including
the maquiladoras. During the dictatorship of Porfirio Diaz at
the end of the nineteenth century, workers and peasants were
often held in peonage and their rights abused. It was in
reaction to these abuses that the post-revolution Constitution
included provisions guaranteeing worker rights and providing a
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framework for free trade unionism in both the public and
private sectors.

B. Mexican Constjtution

Many of the rights of workers flow directly from Title VI
of the Mexican Constitution, entitled "Labor and Social
Security," also referred to as Article 123. For example,
Article 123 guarantees workers the right to form unions and
join professional associations of their own choosing. Workers
are protected against anti-union discrimination. oOther
provisions specify rights regarding such issues as the length
of the work day (eight hours), maternity leave, minimum wages,
overtime pay, strikes, child labor, and forced labor. The
applicable provisions of the Constitution function as a series
of statutes which authorize the government to take many actions
on behalf of workers.

C. Legislation

In 1931, the Federal Congress enacted Mexico’s first
comprehensive Federal Labor Code and established the Federal
Labor Court to resolve labor disputes. Today, labor relations
are governed by the Federal Labor Law (Ley Federal del Trabajo)
of May 1, 1970, and its subsequent amendments. This law is
comprehensive and regulates labor contracts, minimum wages,
hours of work and legal rest days, paid vacations, employment
of women and minors, labor unions, collective bargaining,
strikes, labor courts, occupational risks, apprenticeship,
profit sharing, dismissal compensation, and conditions of work
in specified fields. For, example, the law explicitly grants
both workers and employers freedom of association and the right
to establish trade unions without prior authorization.

In 1978, the Mexican Government revised the Federal Labor
Law to bring it into conformity with various International
Labor Organization (ILO) Conventions which Mexico had ratified
and to modify previous statutes that had become obsolete due to
new technologies. This legislation contained a number of
improvements related to occupational safety and health. Mexico
has ratified 73 ILO Conventions (out of a total of 171), which
in Mexico gives these conventions the force of law.

D. Enforcement

Title VI of the Constitution stipulates that the states
are responsible for enforcement of labor laws in their
respective jurisdictions, but that Federal authorities have
exclusive jurisdiction over most matters relating to industrial
endeavors, including the following sectors: textiles,
electricity generation, cinematography, rubber, sugar refining,
mining, metals, steel, petroleum, petrochemicals, cement,
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limestone quarrying, automotive manufacturing, chemicals and
pharmaceuticals, paper and pulp, vegetable oils and greases,
food processing, beverage bottling, railroads, lumber and
woodworking, glass-making, and tobacco.

At the federal level, Mexican labor law is administered by -
the Secretariat of Labor and Social Welfare (Secretaria del
Trabajo y Prevision Social). Enforcement is supplemented by
tripartite commissions, including representatives of
government, business and labor. The Secretariat sets and
enforces provisions relating to industrial health and safety,
employment of women and minors, and minimum wages.

Disputes involving alleged violations of labor law or
collective bargaining contracts are settled through Mexico’s
dual federal/state system of conciliation and arbitration
boards, or "labor courts" which operate in each of the thirty-
one Mexican states.

Federal law requires most enterprises to set up plant-
level health and safety monitoring bodies, on which labor is
represented, that report monthly to the Secretariat of Labor
and Social Welfare. It is the job of these commissions to
report on health and safety violations by individual factories
and businesses.

E. Labor Practices

About 30 percent of the Mexican workforce is unionized.
In the industrial sector, most workers are represented by
unions. The Congress of Labor, with about 8 million members,
is an overall loose coordinating body grouping 36 labor
confederations and independent unions under its umbrella. The
Confederation of Mexican Workers (CTM) is the largest trade
union confederation, with more than 5 million members.

The available evidence points to considerable compliance
with labor standards in large firms and where there are strong
trade unions. As in other developlng and developed countries,
compliance with labor standards is a problem in small- and
medium-sized firms, particularly in the informal sector (i.e.,
economic activities performed outside of the legal
environment) .



II. DETAILED ANALYSIS OF LABOR LAW AND PRACTICE

In what follows, more detailed information is presented on
Mexican labor law and practice in the following areas:

A. Freedom of Association;

B. The Right to Organize and Bargain Collectively;

C. Forced Labor;

D. Cchild Labor; and

E. Conditions of Work, i.e., with regard to (1) minimum

wage, hours of work, paid vacations, and holidays;
and (2) occupational safety and health.

A. Freedom of Association
1. Constitutional and Statutory Framework

The rights of Mexican workers to organize are guaranteed
under the Federal Constitution. Article 123 guarantees workers
the right to form unions and professional associations of their
own choosing. The Federal Labor Act of 1970 expressly grants

both workers and employers freedom of association and the right

to establish trade unions without prior authorization. It
states that "[n]obody shall be obliged to join or abstain from
joining a trade union." Mexico has ratified ILO Convention 87
regarding freedom of association and the right to organize.

‘To obtain the right to represent workers, to negotiate a
contract, and to engage in other legally protected activities,
a union must have a minimum of 20 members and be officially
registered by the Associational Registry of the Ministry of
Labor and Social Welfare. Mexican unions may, without prior
authorization, freely form federations or associations and
belong to international organizations.

The right of association also includes the right of
workers to strike. Strikes are a guaranteed right of Mexican
workers under article 123 of the Federal Constitution. Article
123 specifies that "differences or disputes between capital and
labor shall be subject to the decisions of a Conciliation and
Arbitration Board, consisting of an equal number of
representatives of workmen and employers, with one from the
government." '

The Federal Labor Law of 1931, as amended in 1971, sets
forth procedures requiring notification and conciliation for
calling a legal strike. Notice of the intent to strike must be
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filed 6 to 10 days in advance, and efforts at conciliatioh,
mediation and arbitration between the parties in dispute are
required before a legal strike can take place.

The Labor Act of 1970 states that a "justified strike is
one the causes of which can be ascribed to the employer."
Though no majority strike vote is needed for a strike to be
called, it does need majority backing to exist for legal
purposes. If a labor judge declares a strike legal, workers
are entitled to partial wages (by law, 50 percent of their pay
retroactively). An employer who dismisses a worker based on
the worker’s union membership or participation in a lawful
strike must either indemnify the worker with three months’
wages, or fulfill the contract, depending upon the preference
of the employee. ,

In the case of illegal (or wildcat) strikes, the employer may
use strike-breakers or dismiss striking workers after proper
notice. '

2. Mechanism for Enforcement of Legal Rights

Title VI of the Constitution stipulates that each Mexican
state is responsible for the enforcement of labor laws in its
respective jurisdiction, but that federal authorities have
exclusive jurisdiction over matters relating to most industrial
endeavors, including those in the majority of key industries.
The federal government also exercises jurisdiction over
enterprises administered directly or indirectly by the Federal
government, and otherwise under federal jurisdiction.

Disputes involving alleged violations of labor law or
alleged violations of collective bargaining agreements are
settled by Mexico’s dual federal-state system of conciliation
and arbitration boards. In addition to the conciliation and
arbitration boards, Mexico has a Federal Labor Court, which has
jurisdiction over disputes of right, and in some circumstances
over disputes of interest.

The Federal Labor Court also has a significant role to
play with respect to strikes. Notice of the intent to strike
must be submitted to the Court at least six days prior to the
expected date of suspension of work. After notice is received,
the chairperson of the appropriate Federal Labor Court is
directed to send a copy to the employer, who is required to
send a written reply within 48 hours. The Federal Court then
summons the parties in dispute to a conciliation hearing.

3. Labor Practices: Historical Experience

Registration requirements for unions are not onerous.
Approximately 30 percent of the total Mexican labor force,
estimated to be about 28.4 million, is unionized. a
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pluralistic trade union movement exists, including numerous
trade union confederations, independent unions, and a variety
of employer organizations. 1In the industrial sector, excluding
the maquiladoras, more than 90 percent of the production
workers in establishments -employing over 25 workers are
organized.

The Congress of Labor (Congreso de Trabajo) is an overall
coordinating body that groups together 36 PRI-affiliated labor
confederations and independent unions. The Congress,
established in 1966, has some 8 million members. It includes
all of the major trade union confederations in Mexico, in
particular the CTM with 5 million members, the Federation of
Civil Service Unions (FSTSE) with 1.8 million members, the
Revolutionary Confederation of Workers and Peasants (CROC) with
600,000 members, the Regional Mexican Workers Confederation
(CROM) with 250,000 members, and other smaller confederations
as well as some independent PRI-affiliated individual unions.
There are also numerous independent unions that are not members
of the Congress of Labor.

The presidency of the Congress of Labor rotates among the
member confederations for 8-9 month periods; however, the CTM,
with its substantial membership and enduring strong leader
(Fidel Velazquez), dominates the Congress.

There are several international trade union organizations
represented in Mexico. The most active is the ORIT
(Organizacion Regional Interamericana de Trabajadores), which
is the Inter-American affiliate of the ICFTU (International
Confederation of Free Trade Unions), headquartered in Brussels.
ORIT’s headquarters are located in Mexico City; the CTM is one
of the strongest Latin American members of ORIT. Other less
active international trade union organizations operating in
Mexico (however, with no major Mexican trade union affiliates)
include the CPUSTAL (Confederacion Panamericana Unica de
Sindicatos de Trabajadores de America Latina), which is also
headquartered in Mexico and is the Latin American regional
organization of the communist World Federation of Trade Unions
(WFTU) based in Prague, and the CLAT (Confederacion Latino
Americana de Trabajadores), the Latin American regional
organization of the World.Confederation of Labor (WCL) based in
Brussels.

Freedom of association in maquiladoras: Maquiladora
workers have the same rights as other workers under the Federal
Constitution. These include the rights to organize and join
trade unions of their choice.

Only a small percentage of maquiladora workers are
organized: approximately 10-20 percent compared to more than 90
percent of the workers in non-maquiladora industrial
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enterprises. An exception is the motor trucking industry,
which serves most of the maquiladoras with vital'land transport
services to and from the U.S. border. It is completely
organized by the CTM.

As one moves from west to east along the northern Mexican
border, the share of maquiladora firms that are organized
increases. Nearly all the maquiladoras in the northeastern
state of Tamaulipas are organized, primarily by the CTM. Local
and regional labor leaders in the State of Tamaulipas
(especially in the Matamoros, Reynosa, and Nuevo Laredo areas)
take an active part in and promote the organization of
maquiladora workers.

» Strikes are infrequent in maquiladoras, but some have been
called for economic and non-economic reasons. In the few
recent cases where strikes have been attempted, most have been
resolved within a few days. Most strikes in maquiladoras have
been over increased wages or fringe benefits. However, in some
cases strikes have also been called to challenge or protest the
membership of some maquiladora employees in rival unions,
usually the result of one union leader attempting to extend his
power or control. In still other cases, strikes have been
called by maquiladora workers to protect their rights when a
firm has announced plans to shut down operations.

In 1988, the CTM and the AFL-CIO formed a high level joint
commission (headed by AFL-CIO President Lane Kirkland and CTM
Secretary General Fidel Velazquez) to study the labor-related
problems of the maquiladora sector. Subcommittees of the
commission have been established on the textile, automobile,
electronics, and land transport industries. Two particular
aims of this joint CTM/AFL-CIO commission are to encourage
unionization of the maquiladora workforce and to seek to
improve wages and work conditions in the maquiladora sector.

B. Right to Organize and Bargain Collectively
1. Constitutional and Statutory Framework

The right to organize and to bargain collectively is
guaranteed under Article 123 of the Federal Constitution and
affirmed in Mexican labor law. The Federal Labor Law of 1970
(Part VII, Chapter 387) specifies that "[e]very employer of
persons who belong to a trade union shall be bound to conclude
a collective agreement with such trade union if the union asks
him to do so." ‘

In workplaces under federal jurisdiction, a union must
have a minimum of 20 members and be officially registered by
the Associational Registry of the Ministry of Labor and Social
Welfare to obtain the right to represent workers, to negotiate



a contract, and to engage in other legally-protected
activities.

The Federal Labor Act of 1970 specifies that collective
bargaining agreements be in writing, and that a copy of each
agreement be sent to the federal or local conciliation and
arbitration board. The agreements are required by statute to
contain the names and addresses of the contracting parties, the
undertakings and establishments covered, the duration of the
agreement or a statement explaining that it is for a specified
or unspecified piece of work, the hours of work, rest days and
vacation leave, wage rates and any other stipulations agreed to
by the parties. Statutory provisions apply if hours, rest days
or vacation leave are not explicitly specified by contract.
However, if wage rates are not specified, the agreement is
void. In addition, a valid collective bargaining agreement
must put workers in a position better than or equal to their
position prior to the agreement.

A collective bargaining agreement may contain a "closed
shop" union security provision, as long as non-union employees
employed prior to the agreement ‘are not "prejudiced."

However, an agreement can lawfully contain a clause which
requires the employer to dismiss workers who resign or are
expelled from the union, albeit with some procedural
safequards. Federal labor legislation dictates that the
provisions of a collective agreement must be extended to every
worker in an establishment, regardless of whether they are
members of the union.

If no union contract exists, individual labor contracts
must be signed by each worker after a 30-day trial period on
the job. These contracts establish the basic rules for the
provision of personal services as well as the rights of the
employer and employee. By signing a labor contract, workers
cannot waive their rights that are guaranteed to them under the
law.

A collective contract can assume different forms. One or
several unions may enter into industry-wide collective
contracts, known as "contrato-ley," with various employers or
employers’ organizations. Labor law sanctions industry-wide
contracts when two-thirds of the workers in a given industry
(or trade) approve. The results of such an action are binding
on all employers and workers, whether or not they participated
in the process. Once in place, these agreements become
mandatory (for the affected industry) by federal decree.

2. Mechanism for Enforcement of Legal Rights

Disputes concerning alleged violations of labor law or
alleged violations of collective bargaining agreements are
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settled by Mexico’s dual federal-state system of conciliation
and arbitration boards. These boards are also known as "labor
courts" because they often function as judicial entities. They
are located throughout the country, are composed of government,
union and management representatives, and operate on a
permanent basis. The boards have additional statutory
responsibilities, such as the registration of collective
bargaining agreements reached between labor and management.
Because collective bargaining agreements contain grievance
procedures, recourse to the labor courts is generally a last
resort for the parties to a dispute.

In addition to the conciliation and arbitration boards,
Mexico relies on the Federal Labor Court to resolve disputes
submitted by a labor organization. Employers do not have
statutory power to bring a labor dispute before the court. The
court has jurisdiction over disputes of right, and in some
circumstances over disputes of interest. Most of the court’s
work seems to concern individual disputes, and covers issues
- such as accident compensation, unjustified dismissals, and
termination of a worker’s employment contract.

3. Labor Practices: Historical Experience

Collective bargaining is common, particularly in industry.
Agreements customarily augment the minimum legally required
benefits and may include provisions for additional holidays,
higher wages, further education and training, health clinics,
recreational facilities, and retirement benefits. They usually
include detailed provisions for grievance procedures,
seniority, and job security.

Bargaining agreements are revised every two years,
although contract wage increase provisions are usually
renegotiated annually, and are rarely canceled once signed.
Industry-wide bargaining is practiced in the textile, sugar,
petroleum, and certain other industries.

Cases brought before the conciliation and arbitration
boards range from individual grievances to collective worker
actions that seek protection of worker rights and remuneration
provided under the labor law.

Right to organize and bargain collectively in
maquiladoras: As applies generally throughout Mexico, the
tripartite boards of conciliation and arbitration have
responsibility for registering individual labor contracts (or
collective bargaining agreements where they exist) in the
maquiladora sector. : :

In Matamoros, where all maquiladora workers are unionized
and are covered by collective bargaining agreements, the CTM-
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affiliated FRTM has won a 40-hour work week and higher salaries
than prevail elsewhere in the maquiladora sector. In Ciudad
Juarez, unionized workers covered by collective bargaining
agreements have won fringe benefits worth 15 to 20 percent
above those offered by non-union facilities. In addition,
union members are given preference in receiving housing under
the federal government’s INFONAVIT program. In cities other
than Matamoros, maquiladora management often attempts to entice
workers from seeking union affiliation by offering a
substantial package of fringe benefits.

C. Forced 1so

Mexico is a signatory to the ILO Conventions regarding the
prohibition of forced or compulsory labor. Such practices are
prohibited by Mexican law.

Workers in Mexico are free to terminate their employment
following a reasonable period of notice. Workers are not
prevented from leaving the premises at the end of the normal
workday (though they may be searched when leaving the plant for
security reasons or to ensure that they are not removing
materials or products without proper authorization).

D. Minimum Age for Employment

The minimum legal age for employment is 14 years. Those
between the ages of 14 and 16 may work but are subject to
special legal protection of the Labor Inspection Office and .
shorter working hours than adults. They are required to obtain
a medical certificate showing their ability to work and submit
to periodic medical examinations ordered by the Labor
Inspection Office. Employers are not permitted to employ
minors without the required medical certificate.

Those between the ages of 14 and 16 cannot be employed in
places where alcoholic beverages are sold for immediate
consumption, in work that may affect their morals or good
habits, in work below the ground or under water, in dangerous
or unhealthy jobs, in work which is excessive for their
strength and might prevent or delay their normal physical
development, and in non-industrial establishments after 10:00
p.-m. They cannot be employed more than 6 hours a day, divided
into periods not exceeding three hours, with one hour of rest
between work periods.

Child labor laws are observed in large- and medium-sized
manufacturing and commercial establishments. They are less
well observed in small shops and factories, and there is a
serious problem in the informal sector, including street
vendors, many of whom are children. Informal sector activities
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generally do not produce goods or services that enter
1nternationa1 trade.

As is the case in other developing countries, violations
of child labor laws in Mexico result from poverty, and state
and federal authorities have had inadequate resources to
effectively enforce the laws.

The workforce of maquiladoras tends to be young. As a
rule, the minimum age requirements specified in Mexican labor
.legislation are observed by maquiladora employers. Age is
normally verified prior to employment in maquiladoras (in many
cases, a school diploma is shown as proof of age)

E. WORK CONDITIONS

1. Minimum Wage, Hours of Work, Paid Vacations, and
Holidays .

Article 123 of the Mexican Constitution establishes
certain prlnciples regarding conditions of employment,
including a minimum wage, an elght-hour work day, a seven-hour
shift for night work, and a maximum work week of six days. The
same rights and laws apply throughout Mexico, 1ncluding the
maquiladoras.

(a) Minimum Wage

Workers are guaranteed a minimum wage sufficient to meet
normal subsistence levels. Three minimum wage zones, based on
cost of living (about a 20 percent differential between the
highest and lowest zones), are used to compute the average
minimum wage throughout the nation.

Unlike U.S. law, which sets the minimum wage rate by the
hour, Mexico’s minimum wage is set for a day’s work (an 8-hour
work shift). Mexican law stipulates that employees’ wages are
protected from all attachments, liens, or other reductions,
except for child support, and apprentices cannot be paid less
than the minimum wage.

As of December 1990, the national average daily minimum
wage was $3.64 (10,786 pesos). By comparison, however, the
average manufacturing sector wage in Mexico was approximately
$6.85 per day, nearly twice the minimum wage. If fringe
benefits are included, average total compensation of workers in
the manufacturing sector rises to approximately $9.85 per day.
An estimated 30-35 percent of the total compensation package
for Mexican workers is comprised of fringe benefits.
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About 92 percent of manufacturing workers are wage and
salary employees, while 83 percent of service sector workers
are paid workers (paid workers include self-employed plus wage
and salary workers). It has been estimated that less than 25
percent of the labor force earns the minimum wage, with the
remainder earning above the minimum.

The government, in trying to raise wages, has usually
found itself in the difficult position of having to balance its
desire to improve the social condition of the workers with its
desire to retain employers who might otherwise go elsewhere.
Minimum wages rose by 18 percent in 1990. Since 1980, the real
- minimum wage--adjusted for inflation--has dropped by over 50
percent. This decline in the real wage is a reflection of
Mexico’s past hyperlnflatlon. Currently, Mexico’s annual
inflation rate is below 30 percent, compared with over 100
percent in 1987 and 1988. Real wages in the manufacturing
sector grew by 8.7 percent in 1989 and by 6.3 percent between
January and July 1990.

Fringe benefits received by workers in the maquiladora
sector are quite significant. Total compensation in this
sector, while low by U.S. standards, is considered to be higher
than that in comparable non-export Mexican firms. According to
data provided by the U.S. Chamber of Commerce in Mexico City,
total compensation--including fringe benefits--for both
maguiladora workers and blue collar workers average about
$10.15 per day and $9.85 per day, respectively. The difference
is largely due to substantial non-taxable fringe benefits and
other subsidies offered maquiladora workers.

A practice of using apprenticeship contracts to employ
young workers in maquiladoras for less than the minimum wage
has been abolished. However, there still is a 30-day trial
period before permanent contracts (with full benefits and
rights) are signed.

(b) Hours of Work, Paid Vacations, and Holidays

The Federal Labor Law of 1970, as amended, governs hours
of work, legal rest days, and paid vacations.

Hours of work. By law, the maximum length of the workweek
in Mexico is 48 hours. In practice, the workweek is usually 44
to 48 hours in maquiladoras and 42 to 43 hours in other firms.
In Matamoros, where all maquiladora workers are unionized and
covered by a collective bargaining agreement, the union has won
a 40 hour work week for 48 hours pay.

Overtime (up to 3 hours per day, but limited to 3 times a
week) must be paid at double-time rate; overtime worked beyond
this limit (plus work on Sunday and 7 official holidays), must
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be paid at triple-time rate. Workers employed on the second
and third shifts (as in the case of many maquiladoras) must
receive the same pay but work fewer hours.

Paid vacations and holidays: All employees are entitled
each year to 6 days of paid vacation plus a cash bonus of 25
percent of the amount of pay for six-days work. Workers are
also entitled to 7 paid official holidays and to 15 days of pay
as a Christmas bonus. .

2. Occu S an ea ard
(a) ons o a

Mexican legislation on safety and health, like much of
Mexican labor law, is relatively advanced and provides
substantial protection for workers. Article 123 of the
Constitution sets the foundation from which all regulations and
administrative guidelines pertaining to occupational health and
safety are derived. It also establishes the jurisdiction of
state and federal authorities in the enforcement of health and
safety legislation.

Article 123 of the Constitution is implemented primarily
in two laws: the Federal Labor Law (Ley Federal del Trabajo)
and the Social Security Law (Ley del Seguro Social), the latter
a comprehensive statute that also includes health care and
workers’ disability compensation.

In 1978 the Government instituted a major revision of the
Federal Labor Law dealing with occupational safety and health
to incorporate its obligations under International Labor
Organization Conventions. Revisions provide that the safety of
the workplace is the direct responsibility of the employer, who
must report accidents, create health and safety committees to
review worklng conditions, and train workers to prevent job-
related injuries.

At the same time that the Government revised the Federal
labor law, it enacted the General Regulatlons for Occupational
Health and Safety, an updated version of previous statutes.
This comprehensive set of regulations covers virtually all
aspects of occupational health and safety for industries,

‘including standards for buildings and worksites; fire

prevention; the operation and maintenance of industrial
equipment; the handling, transportation, and warehousing of
flammable, combustlble, exp1051ve, corrosive, irritative or
toxic substances; noise; labeling of radioactive materials;
workplace temperature, ventilation and lighting; personal
safety equipment for head, ears, face, eyes, body and limbs;
respiratory protection; workplace hygiene; the establishment of
health and safety committees in each workplace; the
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establishment of a national consultative commission on health
and safety; and administrative procedures for the enforcement
of labor regulations.

(b) ech s or ceme of Legal R ts

Mexican health and safety regulations are implemented
through a federal/state/local system of tripartite advisory .
commissions which supplement and elaborate on legal provisions,
and plant level committees with equal representation from
employers and workers which are responsible for overseeing
health and safety on the factory floor. The Secretariat of
Labor and Social Welfare is ultlmately responsible for
enforcement. : :

The General Regulations for Occupational Health and Safety
also provide that a National Consultative Commission on
Occupational Health and Safety be created and comprised of
members from the Secretariat of Labor and Social Welfare, the
Secretariat of Health, and the Mexican Institute of Social
Security as well as six members each from the national
_organizations of workers and employers. The Commission is

charged with authorizing health and safety studies, considering
their conclusions and presenting them to the Secretariat of
Labor. The Commission can also establish subcommittees to
study specific areas. Each state and federal district has
counterparts to the national commission presided by the
governor or federal district administrator. The membership is
also tripartite. The state commissions have responsibilities
similar to the national commission.

In addition to the state and Federal National Commissions,
the General Regulations provide that internal Committees on
Occupational Health and Safety be organized at each workplace
no later than 30 days after initiation of activities and must
be comprised of an equal number of representatives of employers
and workers. The employer names half of those on the Committee
and the union, or in the absence of one, a majority of workers,
designate the other half. All must work at the firm.

The Committees cooperate with labor authorities in
investigating accidents and provide recommendations to
management for avoiding them. The Committees conduct a
physical inspection of the workplace at least once a month
noting any hazards observed; they promote health and safety
awareness to the labor force and meet and provide written
reports on their activities, inspections and decisions.

Employer, worker and labor authorities also promote a
preventive medical service at each workplace under the
supervision of a medical doctor to assess and improve the
general health of the work force. The medical service
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investigates environmental conditions of the workplace,
attempts to detect the outbreak of illness, trains workers in
the application of first aid, and provides initial medical
attention to injured or sick workers. X

Firms employing more than 300 workers are required by law
to set up their own health clinics at company expense to
supplement the social security health care system. Employers
are also required to keep records of accidents and illnesses in
the workplace. These statistics are published by labor
authorities on an annual basis.

There are two bodies responsible for enforcing the
occupational and safety regulations. The Secretariat of Labor
and Social Welfare’s Directorate General of Federal Labor
Inspection and Directorate General of Medicine and Safety in
the Workplace.

The Directorate of Federal Labor Inspections, an agency
within the Secretariat of Labor and Social Welfare, has the
power for enforcement of labor regulations, guidelines and
associated manuals, notices, etc., with assistance from state
and federal district governments. Federal and State
inspectors, in addition to enforcing the regulations, provide
technical information and advice to workers and employers on
how to comply with the regulations. The regulations call for
inspectors to visit workplaces at least once every six months,
whenever a visit is specifically requested by an interested
party, or whenever an accident has occurred.

Employers are required to inform labor authorities
whenever .an accident has occurred, to permit inspectors to
enter the premises of the workplace, to make available all
records on health and safety, and to present to the inspectors
samples of substances or materials used in the workplace.

If an inspection results in the discovery of unsafe
conditions or practices, the employer will be given a
reasonable period of time to rectify it. If the employer fails
to comply, a penalty will be imposed and an additional period
for compliance determined. If the problem has not been
corrected, the labor authorities may impose additional fines
and close the workplace until the unsafe condition is
eliminated.

Fines range from 3 to 315 times the daily minimum salary
in effect in the place and time of the infraction. There is an
administrative procedure where interested parties may contest
the conclusions of the inspection. The fine is doubled for

- failure to rectify the irregqularity within the allotted time.
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(c) Labor Practices: Historical Experience

The enforcement of Mexican workplace safety and health
laws and regulations depends on the vigilance and quality of
the local workplace safety committees, as these committees
generate most of the inspections. The safety committees tend
to be most effective in large firms with stronger union
representation. Some firms, particularly those of small and
medium size, do not have such committees. As a consequence,
the incidence of industrial accidents appears to be higher at
small firms and construction sites, reflecting a lack of
sufficient inspection personnel, acting independently of
complaints from labor representatives.

The Mexican preference is for negotiated rather than
imposed solutions to potential violations of safety and health
regulations. The majority of cases are resolved in
negotiations between unions and employers.

Safety and health in maquiladoras: Most maquiladoras are
located in modern industrial structures that have adequate
lighting and ventilation, not much different than those found
in the United States. Proper handling of hazardous substances
in maquiladoras has been identified as an area of concern. 1In
general, foreign firms (mostly from the U.S.) typically adhere
to labor standards and practices consistent with those of their
home countries and, in general, have fewer violations than
domestic firms.

F. Conclusion

In the context of developing societies, Mexico has ‘an
exemplary set of labor laws and standards and has ratified 73
ILO Conventions, which in Mexico carry the force of law. The
available evidence points to considerable compliance with labor
standards in large firms and where there are strong trade
unions. Like other developing and developed countries,
compliance with labor standards is a problem. in small- and
medium-sized businesses, particularly in the informal sector.

II. U.S.-MEXICO COOPERATION ON LABOR MATTERS

The United States and Mexico will pursue bilateral
cooperation on labor issues through the framework of the
existing U.S.-Mexico Binational Commission (BNC). In March
1991, the two governments agreed to create a Working Group on
labor issues under the BNC; the Working Group, chaired by the
Secretary of Labor and the Mexican Secretary of Labor and
Social Welfare, will hold its first formal meeting in August
1991.
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The Department of Labor and the Mexican Secretaria del
Trabajo y Prevision Social (Secretariat of Labor and Social
Welfare, STPS) have initialled a Memorandum of Understanding
(MOU) related to cooperation and information exchanges
(attached). The MOU was negotiated and initialled during a
March 26-28 working visit to Hex1co City by the Deputy
Secretary of Labor.

The MOU sets the bases for mutual cooperation and
exchanges of information between the two institutions in the
areas of, inter alia, health and safety measures; general work
conditions, including labor standards and their enforcement;
procedures for resolution of labor conflicts; labor statistics;
and other areas of concern to the United States and Mexico.

At subsequent discussions held April 9-10 w1th a mission
from the STPS, specific areas of cooperation and information
exchange under the MOU were identified and agreed. We expect
to sign the MOU in the very near future and to commence work on
specific projects.

The understandings reached between the Department of Labor
and the STPS represent a significant step forward in
cooperation between the two nations in addressing labor issues
of common concern. When viewed in conjunction with specific
projects for collaboration, the MOU and its implementation hold
great promise for progress on a number of labor fronts.

As discussed below, the U.S. and Mexico have agreed at
this time to pursue a number of initiatives in the areas of
occupational safety and health, child labor, and labor
statistics.

A. Occupational Safety and Health

Mexican law on occupational safety and health is
relatively advanced and provides substantial protection for
workers. As is the experience in the U.S., however, standards
in Mexico tend to be better enforced in larger firms, with a
higher incidence of industrial accidents in small- and medium-
sized firms and at construction sites.

As part of its procedures for enforcing health and safety
standards, Mexico has institutionalized tripartite (labor,
management, and government) commissions, although reportedly
these commissions tend to be present mostly in unionized
enterprises.

We have agreed with Mexico to pursue under the MOU the
following initiatives:
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The Occupational Safety and Health Administration (OSHA)
and STPS will jointly carry out a comparative technical
analysis and review of occupational safety and health
authorities, regulations, enforcement procedures, accident
and illness reporting requirements, and methods of
identifying those industries with high hazards in both
countries.

OSHA and STPS will jointly organize a technical seminar to
present and discuss the findings of the comparative
technical analysis and review, with the emphasis on
disseminating information about preventive measures in
both countries.

Upon request by STPS, OSHA will lend technical assistance
to STPS in the design and establishment of an industrial
hygiene laboratory to analyze samples needed by STPS to
evaluate specific workplace conditions and to determine
the exposure to risk existing therein. -

OSHA and STPS will jointly develop a methodology for
analysis of specialized industrial hygiene workplace
samples when needed and requested by STPS.

OSHA and STPS will jointly organize technical seminars to
exchange experiences and information about systems to
prevent workplace accidents in specific high hazard
industries and about cases where the incidence of
occupational illness and injuries has been successfully
abated. :

OSHA and STPS will exchange information regarding training
systems, protocols and occupational safety and health
educational strategies directed at preventing workplace
accidents, injuries, and illnesses in hazardous operations
such as the operation of machinery and equipment;
application of systems to prevent fires, explosions, and
emergencies; and the exposure of workers to hazardous
chemicals and toxic materials. OSHA and STPS will also
exchange specific technical, informational, educational,
instructional and bibliographic materials.

child Labor

Improving compliance with child labor laws is a priority

of the Government of Mexico. We will seek to assist Mexico in
addressing this problem area through the following initiatives:

1.

The Employment Standards Administration (ESA) and STPS --
in cooperation with the U.S. Department of Education and
the Mexican Ministry of Education -~ will establish a
working group that would identify, in both countries,
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factors that influence early dropping-out of schools and
measures to prevent this.

ESA and STPS will undertake a study of the scope and
problem of child labor in the United States and Mexico.

ESA and STPS will arrange a meeting of U.S. and Mexican
officials with responsibilities in the area of child
labor, to share techniques of achieving enforcement and
employer compliance with child labor standards.

Labor Statistics

The current institutional capac1ty to collect data on

wages, prices, and productivity in Mexico is reportedly
inadequate. The Bureau of Labor Statistics (BLS) will organize
jointly with STPS and the Instituto Nacional de Estadistica,
Geografia e Informatica (INEGI) a high-level meeting to improve
cooperation between the two countries in labor statistics,
particularly in the design, collection, preparation, and
dissemination thereof. 1In addition:

1.

BLS, STPS and INEGI will jointly develop a program for the
exchange of publications on labor statistics and
statistical methods and exchange of bibliographic
materials on employment, wages, collective bargaining,
workplace accidents and illnesses, and periodical
publications of interest to both countries.

BLS, STPS and INEGI will promote the access of technicians
of both countries to the international courses that each
offers on labor statistics.

- BLS, STPS and INEGI will organize courses on methods
of analysis of labor markets as well as on
development of productivity indicators at the major
sector and industry- or firm-specific levels, for the
technical personnel of those institutions.

- Other seminars may also be organized by BLS, INEGI,
and STPS for Mexican and U.S. staff on topics to
improve statistics developed by these organizations.

In their meetings, BLS, INEGI and STPS staff will
recommend specific projects to facilitate cooperation
among them. These projects may be in such areas as labor
force, employment and unemployment statistics, collection
of statistics from small economic units and productivity
statistics. In particular, the BLS and STPS will
cooperate in the exchange of information on improvement of
statistical systems on workplace safety, accidents and
illnesses.



Memorandum of Understanding
Regarding Cooperation
between
The Department of Labor
of the United States of America
and
The Secretariat of Labor and Social Welfare
of the United Mexican States,

Hefeinafter Referred to as "The Parties."

I. The Parties share a concern for promdting the
rights and interests of workers in the two countries,
including the_raiSing of their standard of living, a safe
and healthy workplace, with adequate social security medical
and financial benefité, all within the democratic framework

that is an essential condition for both couhtries.

II. The Parties desire to promote appfopriate
cooperaﬁion in areas of mutual interest strictly respecting
the sovereignty and legal system of each countfy, through
common efforts, and to slare and exchange information on the

effectiveness of their programs and services.

III. In so doing, the Parties are taking into
consideration the differences that for the present are
evident between their two economic systems and labor
regimes, by which they understand that in any case the
following should be taken into éccoupt:

(a) The United States system éf labor relations

is based on the existence of federal and state laws and, in



additidn, a large body of federal and state judicial and
'administrative case law, including the decisions of the
National Labor Relations Board. In addition, the U.S.
Government is a party to several conventions of the
International Labor Organization.

(b) The Mexican system of labor relations is
based in the first instance on the Constitution and, in
| particular (although not the only labor provision), on
Article 123, which essentially provides a set of minimum
rights and maximum obligations of workers. These rights are
reguiated by the Federal‘Labor Law, enacted by the-cOngress.
The States do not have their own labor legislation and
neither does the Federal District. There is, in addition, a
large body of case law produced by the Supreme Court of
Justice of the Nation and by the Circuit Courts,.together
with the conventions of the International Labor Organization
signed by Mexico which have within Mexico the force of
implementing regulations of the Constitution. |

(c) Because of their great importance in
understanding the actual social and labor situation in
Mexico and in the United States of America,: it is
appropriate to analyze the collective bargaining agreements
. containing work"conditions in each country, together with
their social security systems.

The Parties have agreed, in principle, on the

following:

1. To achieve the benefits derived from this



memorandum Parties will develop the activities specified

below or as may be agreed subsequently, all in the utmost

spirit of cooperation.

2. The Parties agree to undertake exchanges of

information and other forms of cooperation described below

within the context of the activities of the Unitedlstates of

America-Mexico Binational commission.

3. The areas of cooperation and exchange of

information will include the following:

(a)
(b)

(c)
(d)

(e)
(£)

(9)
(h)
(1)

Healthﬂ;nd safety measures.

General-work conditions, including labor
standards and their enforcement.

Procedures for resolution of labor conflicts.
Collective bargaining agreements for
improvement of work conditions.

Social sedurity systens.

Credit institutions for workers to purchase
consumer durables and housing.

Labor statistics.

Quality and productivity.

Other areas that may be mutually agreed upon.

4. Cooperafive activities initiated under this

memorandum shall be conducted in accordance with the

principles of equity, equality, and mutual benefit. This

cooperation may be implemented through: (a) exchanges of

delegations, professionals, and specialists, for purposes of

studying both labor systems; (b) exchanges of information on




averages, standards, and procedures, including publicatibns
and monographs; (c) organization oé conferences, seﬁinars,
workshops, and meetings; (d) development of collaborative
"projects; (e) joint research projects; or (f) other forms.of
cooperation that may be mutually agreed upon.

5. All activities undertaken pursuant to tﬁis
memorandum shall be subject to the respective laws and other
applicable provisions in force in the United States of
.America and in Mexico and do not represent a treaty
obligation under international law.

6. The nature and extent of the cooperative
activities undertaken pursuant to this ﬁemorandum shall be
determined by agreement and shall be subject to the
availability of personnel and funds duly authorized and
appropriated for the purposes in question. Each Party shall
bear the costs derived from its own participation, unless
otherwise'agfeed.

7. The channels for éoordinating implementation of
~ these understandings shall be for the United States, the
Bureau of International Affairs of the Department of Labor,
and for Mexico the Secretariat of Labor and Social Welfare.

8. Representatives of the above mentioned offices
shall meet as often as necessary to review the
implementation of what has been agreed upon and to develop
future activities within the ffamework of this memorandum.
Both Parties will designate coordinators for each

cooperative activity that is undertaken. The coordinators



shall serve as the initial point of contact for the
formalization and development of the joint activities.
9. This hemorandum shallltake effecf from the date of the
last signature and shall remain in force for a period of
five years. It may be amended or extended by written
agreement of the Parties. Either Party may terminate this
memorandum 120 days after written notification to the other
Party of its intention to do so.

Done at Washington, D.C., and Mexico, D.F.,

on , 1991, in the English and Spanish

language, both texts being equally authentic.

For the Department of Labor For the Secretariat of Labor

of the and Social Welfare

United States of America: of the United Mexican States:
Lynn Martin Arsenio Farell Cubillas

Secretary Secretary



Tab 4

FREE TRADE NEGOTIATIONS WITH MEXICO .

ENVIRONMENTAL MATTERS

n u (®)

Mexico and the United States are committed to a
cooperative program that will encourage sustained economic
growth and environmental protection in both countries.
President Bush and President Salinas believe that the two are
complementary and must be pursued together.

The Government of Mexico knows it faces major
environmental problems that threaten the health and well-being
of millions of Mexicans.

In recent years, Mexico has taken significant steps to
address its environmental problems. Indeed, the Salinas
Administration has begun to put in place the legal structure to
protect the environment. But the Mexicans also need economic
growth to generate resources to transform this commitment into
an effective program of regulation, enforcement, and public
support. Mexico has over one-third of the U.S. population, but
its economy is only 1/25th the size of ours.

The United States can help in two ways:

(1) We can build on our existing program of environmental
cooperation (as Part I shows, we are already doing
much more than is generally known).

(2) We can negotiate an FTA that will help Mexico grow,
contributing to the capabllltles and resources it
needs. (As indicated in Part IV, certain
environmental issues will be addressed in the FTA.)

Rejection of the FTA will in fact hurt those pressing
Mexico to adopt a new environmental approach:

- The Government of Mexico will be less likely to get
support from most Mexicans for environmental
- protection if they are struggling to find work or are
eking out their existence.

- Rejecting the FTA will confirm the suspicions of
those who argue that the U.S. and other developed
countries are using environmental issues to
perpetuate dependency.



The FTA is part of President Salinas’ strategy of
orienting Mexico toward North America. This is an historic
opportunity. Trade, not aid, will draw our two nations closer
together as neighbors with mutual respect for one another. Our
economic integration will give added momentum to cooperative '
efforts on a number of other common problems including the
environment.

This paper is organized into five sections:

I. ongoing Mexican Environmental Efforts and
U.S.-Mexican Cooperation to Protect the Environment

II. Increasing Informed Public Participation
III. Informed Policy Making: Environmental Review

IV. Environmental Trade Issues in the Free Trade -
Agreement

v. Future Cooperative Efforts to Protect the Environment

I. ongoing Mexican Environmental Efforts and U.S.-Mexican
Cooperation to Protect the Environment

1. General

Mexico has established a good basis for progress on
environmental protection and conservation of natural resources.
President Salinas has stated that, while seeking to stimulate
foreign investment, Mexico will not accept investments that
have been rejected by the United States or Canada for
environmental reasons.

A key first step of the new Mexican program has been to
create a legal framework to address environmental problems.

Mexico is also taking éteps to improve its enforcement
capabilities and increase the resources dedicated to
environmental enforcement.

Both Mexico and the Unlted States recognize there is more
to do.
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2. Mexico’s Environmental Law

In March 1988, Mexico enacted its General Law for
Ecological Equilibrium and Environmental: Protection. It is a
comprehensive statute designed to ensure that there is an
adequate legal basis for protecting the environment. Indeed,
the law is based in large part on U.S. law and experience.

A central element of the 1988 law is the requirement for
environmental impact assessments to be completed on all new
investment projects, in both the public and private sectors.
To ensure they comply with these requirements, many privately
owned companies have already created special environmental
offices to analyze the environmental impacts of proposed
business activities.

The General Law covers air, water, and soil pollution,
contamination by hazardous materials and wastes, pesticides and
toxic substances, the conservation of ecosystems and the
rational use of natural resources. Mexico has also established
administrative sanctions and judicial penalties for
non-compliance with environmental statutes.

3. Implementing and Enforcing Environmental Requlations

Mexico has lacked the resources to fully enforce its
environmental regulations. The government has made clear that
improving enforcement is the next key step. These are not
hollow promises: between 1989 and the beginning of 1991, the
Government of Mexico imposed some 980 temporary and 82
permanent industrial closures for non-compliance. As part of
their continuing enforcement initiative, many additional
closings have been imposed in 1991.

The Mexican Government has been increasing funding for
this program. The environmental budget for SEDUE, Mexico’s"
Ministry for the Environment, grew from $5 million in 1989 to
$39 million in 1991, an almost eight-fold increase. A large
percentage of this increase will be used to enhance enforcement
efforts and develop additional environmental regulations.

Mexico is also negotiating an $84 million loan from the
World Bank that will be used in large part to enhance
industrial inspections. Anticipating early approval of the
loan, SEDUE recently announced the commitment of Mexican
counterpart funds to create 50 new inspector positions for
Mexico City and 50 for the U.S.-Mexico border.

SEDUE recently announced plans to create an Office of
Environmental Inspection for Industry to oversee and control
industries violating environmental standards. This Office will
also be empowered to impose punitive sanctions on violators.



The U.S. and Mexico began cooperative enforcement
activities in the 1980’s. Since then, EPA and SEDUE have
conducted on-site inspections and sponsored technical workshops
to improve the level of technical expertise among enforcement
officials inspecting the maquila industries.

4. Strate Comb. exico Ci i ollutio

President Salinas has put a high priority on cleaning up
air pollution in Mexico City.

In 1990, the Salinas Administration committed to invest a
total of more than $3.5 billion over four years. (1990-1994) in
a comprehensive plan for air pollution abatement projects in
Mexico City. Projects range from supplying unleaded gasoline,
to instituting a "one day without a car" program, to increased
spending on public transportation, such as adding 20 miles of
new subway lines and retrofitting city buses with low-pollution
engines and the purchase of 1000 low-pollution buses. This
program was partially financed by a new tax on gasoline
consumption.

In 1990, as part of the comprehensive plan, Mexico
instituted interim proposals to reduce traffic and industrial
activity during periods of serious air pollution in Mexico
City. Last year, Mexico also made the multi-billion dollar
decision to phase out leaded gasoline and ordered all new cars
to be equipped with catalytic converters, as well as over
40,000 operating city taxis. The Government has also shut down
all 24 military industrial installations in the Mexico City
area because of potential environmental risks.

In March, President Salinas ordered Mexico’s largest oil
refinery to shut down permanently. The PEMEX oil refinery,
which accounted for 8 percent of the country’s distillation
capacity, was responsible for up to 15 percent of Mexico City’s
industrial air pollution emissions. The cost of shutting down
the refinery is estimated to be $500 million and could cost as
many as 5000 jobs.

Mexico and the United States signed an agreement on
technical cooperation related to Mexico City pollution in 1989.
EPA and SEDUE administer action programs dealing with air and
water pollution, hazardous waste, and environmental health
‘issues. In addition, the U.S. Department of Energy and the
Mexican Petroleum Institute are conducting a multi-million
dollar computer model study to understand the pattern of air
pollution in Mexico City.
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(a) International Boundary and Water Commission:

The International Boundary and Water Commission (IBWC),
established over 100 years ago, has set a strong example for
our cooperative efforts to protect the border environment.
IBWC, operating under a 1944 treaty in which the U.S. and
Mexico direct the Commission "to give preferential attention to
the solution of all border sanitation problems," is actively
engaged in addressing cross-border water pollution issues,
coordinating with EPA and SEDUE on many projects. The
Commission is currently planning or constructing major sewage
collection and treatment systems at:

-- Tijuana/San Diego: estimated cost $187 million
-- Nogales: estimated cost $11.7 million
~-- Nuevo Laredo: estimated cost $35-44 million

(b) 1983 Border Environment Agreement:

In 1983, Mexico and the United States established a new
framework for cooperation on border environmental pollution in
the La Paz Agreement, supplementing the IBWC by tackling a

broader range of pollution problems. Serving as national

coordinators, EPA and SEDUE oversee work done under five
annexes on air and water pollution, hazardous waste, and
accidental spills in the border area.

(c) 1990 Comprehensive Border Environmental Plan:

The two governments expanded their cooperative efforts on
the border for a third time in November 1990. Presidents Bush
and Salinas called for a new comprehensive long-term border
plan to parallel and complement an FTA. Based on an evaluation
of the progress made under the 1983 Border Agreement, it is to
address problems of air and water pollution, hazardous wastes,
chemical spills, pesticides, and enforcement. The plan is to
be completed by the end of 1991.

(d) Multilateral Cooperation:

The Pan American Health Organization (PAHO), in close
cooperation with U.S. Public Health Service and the Mexican
Ministry of Health, is developing a plan to assess priority
public health problems along the border. Important among these
are environmental health problems related to air pollution,
water pollution, and hazardous wastes.



6. - C e (o)

The U.S. and Mexico have a long history of cooperating on
wildlife protection and the conservation of natural resources.

(a) Wildlife cConservation:

The U.S. and Mexico have been partners in conservation
since 1936. More recently, the U.S. Fish and Wildlife Service
(FWS) entered a cooperative agreement with SEDUE, its Mexican
counterpart, in 1975. At present there are nearly 100 projects
being done under FWS/SEDUE arrangements. The projects range
from conservation and management of migratory bird habitats to
the protection of endangered species (such as the jaguar in the
Calakmul Preserve) to research on the quetzal, a rare tropical
bird of cultural importance to the peoples of the region.

(b) International Wildlife Trade:

The two countries also cooperate extensively on regulating
wildlife trade. Mexico has announced that it intends to join
CITES, an international convention for the protection of
endangered species.

(c) Parks:

Mexico has also established 44 national parks, 8 reserves,
and 14 biosphere reserves, totalling 5.7 million hectares (2.8
percent of Mexico’s territory). The U.S. National Park Service
has had a cooperative arrangement with SEDUE since 1987. They
have agreed to 8 301nt projects which range from studies of the
black bear and peregrine falcon to fire fighter training.

(d) Forests:

The U.S. Forest Service has had a cooperative agreement
with Mexico’s Forest Service since 1985. Cooperative work is
also done under the auspices of the North American Forest
Commission (NAFC), involving the U.S., Mexico and Canada.
Joint projects include, for example, fire fighter training,
cooperative research on insects and pest control, protecting
migratory bird habitats, and remote sensing inventories of
Mexico’s forests.

(e) Marine Resources:

The United States and Mexico are working together in
multilateral fora to place stringent restrictions on wastes
generated from the normal operation of ships in the Gulf of
Mexico. We are operating two cooperative fishery science and
research programs ~-- MEXUS-Gulf and MEXUS-Pacifico -~ on
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fishing technology, endangered species and shared fishery
resources.

We are also cooperating in programs to reduce the
incidental take of dolphins and sea turtles in Mexican
fisheries. While we recognize the need to do more, as a result -
of Mexico’s efforts, dolphins killed per net deployed were down
58 percent between 1986 and 1989. President Salinas announced
in 1990 that Mexico would end its commercial harvest of sea
turtles, a traditional fishery that employed 400 families. The
Government of Mexico also announced that Mexican fisheries
would use sea turtle protection devices.

(£) tmosph sources:

Relations between the U.S. and Mexican meteorological
services are excellent. There are long-standing cooperative
agreements which support the operation of several Mexican
meteorological and hydrological sites, and provide for the open
exchange of data. These cooperative efforts improve our
capability to predict the weather, in particular, to provide
early warnings of violent storms such as hurricanes.

(g) Protection of the Ozone Layer:

Mexico, the first country to ratify the Montreal Protocol
to protect the ozone layer, continues its efforts to prevent
the depletion of ozone in the stratosphere. Government and
industry representatives are working closely with EPA
scientists on a feasibility study to develop alternatives to
the use of chloroflourocarbons (CFCs) and halons which deplete
the ozone layer.

II. Increasing Informed Public Participation

We believe it is important to increase our understanding
of the relation between trade and environmental protection. To
this end, USTR will include a representative of the ’
_non-governmental environmental organizations on the Advisory
Committee on Trade Policy and Negotiations (ACTPN).

Environmental representatives will also be invited to
become members of selected other trade policy advisory
committees. -

Through participation on advisory committees, these
environmental representatives will assist us in our
negotiations on a Free Trade Agreement with Mexico and in
future trade negotiations.



In addition, EPA will consult closely with
non-governmental organizations on environmental issues as they
arise in the context of ongoing U.S.-Mexico environmental
relations.

III. Informed ing: vironment Revi

We believe that a review of U.S.-Mexico environmental
issues is appropriate as we embark upon closer economic
integration. Such a study should appropriately include
possible environmental effects of a free trade agreement, in
particular drawing on our analysis of border environmental
issues.

Accordingly, USTR will coordinate an interagency review,
drawing on the resources of agencies with environmental
expertise and in consultation with interested members of the
public. It is our understanding that the Government of -Mexico
will conduct a study focusing on similar issues, including the
possible environmental effects in Mexico of a free trade
agreement. We would encourage it to do so and will offer to
make available such technical expertise as it may find useful.

To prepare the study, we propose to initiate the following
process:

o We will consult with interested members of the
public.
o We will include the results of the study in a report

addressing U.S.-Mexico environmental issues
generally, including border environmental issues.

o The report addressing environmental issues concerning
the United States and Mexico, including possible
environmental effects of the FTA, will be published
in a timely fashion so that the information obtained
may be taken into account, in particular, by U.S.
officials in connection with the FTA negotiations and
other consultations.

IV. Environmental Trade Issues in the Free Trade Agreement

We intend to include environmental issues related to trade
in the FTA.

In our negotiations on the FTA with México, we will be
guided by the following principles:
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The United States will not agree to weaken U.S.

_environmental and health laws or regulations as part

of the FTA, and we will maintain enforcement of them.

The United States will not agree to weaken existing

U.S. pesticide, energy conservation, toxic waste or
health and safety standards in the FTA and we will
maintain enforcement of them.

The United States will maintain the right of each
party to undertake any verifying measures within its
own territory that are necessary for the enforcement
of technical regulations and standards to protect
human health and the environment, consistent with
principles of non-discrimination.

The United States will maintain the integrity of the
U.S. regulatory process, which is based on available
scientific evidence, provides for public
participation, and is consistent with the principle
of non-discrimination.

Further, in keeping with existing trade agreements and
based on our experience with those agreements, our position
will be to negotiate the follow1ng elements as integral parts
of the FTA:

(1)

(2)

Reaffirmation of our continued right to limit trade
in items or products controlled by international
treaties to which the U.S. is party, including:

o Trade in an endangered species pursuant to the
Convention on International Trade in Endangered
Species (CITES).

‘0 Trade in whale products pursuant to the

International Whaling Convention.

o Trade in CFCs and other ozone-depleting
substances pursuant to the Montreal Protocol to
the Vienna Convention for the Protection of the
Ozone Layer.

o Trade in hazardous wastes pursuant to the Basel
Convention on hazardous wastes.

Reaffirm a country’s right to prohibit the entry of
goods that do not meet its health, safety, pesticide,
food and drug, and environmental regulations, so long
as such regulations do not arbitrarily discriminate
against imports or constitute a "disguised" trade
barrier.
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(3) Work together to enhance environmental, health and
safety regulatory standards regarding products based
on sound scientific evidence:

o Share scientific and technical information to
develop an improved common basis for health,
safety and environmental standards.

o Assure public participation in the regulatory
process.

(4) Work together to promote improved enforcement of
standards:

O  Hold joint meetings to discuss enhancement of
enforcement capability, quality assurance
programs, inspection training and monitoring and
verification.

o Exchange information in areas including
analytical methodologies and the 1nterpretation
of laboratory results.

o Assist in training programs to instill Good
Laboratory Practices, and to help implement
other aspects of sound inspection and compliance
programs.

V. Future Cooperative Efforts to Protect the Environment

As outlined in Part I, we already have a well-established
network of cooperative environmental arrangements w1th Mexico
upon which we can build for the future.

It would be a great mistake to replace this increasingly
successful cooperative approach with a series of dictates that
would establish the "admission price" for economic cooperation.
Such a demand will have the opposite effect from what we hope:
the Mexican people, who today want to clean up their
environment because they recognize it is in their own interest,
will resent and resist environmental dictates that they may
perceive as impugning their own commitment and as a form of
eco-protectionism.

In parallel with our negotiations on the FTA, we intend to
expand our cooperative programs under existing arrangements.
We also expect to take new initiatives. We want to proceed, as
we have in the past, in the spirit of cooperation, reciprocity,
and mutual respect.
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We envisage entering into discussions with Mexico on the
following cooperative environmental arrangements:

1. Environmenﬁ
(a) Border Issues
(b). Enforcement
(c) Technical éooperation and Training
2. Conservation |
(a) Wildlife Conservation
(b) Parks and Naturai Preserves
(c) Forests and Forest Management
(d) Living Marine Resources
(e) Youth Conservation Corps
3. Information Sharing and Public Participation
(a) Public Release of Data
(b) Procedures for Research

4, Dispute Settlement

1. ENVIRONMENT

In general, we will seek consultative procedures to
address activities in one country that might cause
environmental damage in the other country. We will also seek
agreement to periodic consultations on evolving environmental
laws and regulations.

(a) Border Issues

There are concerns that a Free Trade Agreement could
result in a dramatic increase in economic activity along the
border, burdening the environmental infrastructure and leading
to additional pollution problems. Under the FTA, companies
will no longer have a special incentive to locate production A
operations in maquiladoras, many of which until recently had to
locate in the border area in order to receive favorable tariff
treatment. Nevertheless, improvements in conditions along the
border are in the interest of both countries. 1In this respect,
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our eiisting‘arrangements provide the foundation for future
cooperative work on border environmental issues.

In particular, we will seek to:

o Prepare a long-term integrated Border Environmental
Plan by the end of 1991, prior to the completion of
FTA negotiations. Its implementation would largely
parallel and complement the FTA, which would probably
have a transition period of approximately the same
duration. (The U.S.-Canada FTA has a 10-year
transition period.)

o The Border Environmental Plan will address border
environmental problems related to:

-- Air and water pollution:
- Hazardous waste

- Chemical'spills

-- Pesticides

== . Enforcement

In addition, we want to:

]

o Establish a process for public comment on the Border
Environmental Plan and its implementation.

o) Commit to prepare a comprehensive review of the
Border Environmental Plan periodically. This review
will include consideration of whether the Plan should
be modified to include other border environmental
problems. :

o Strengthen procedures for monitoring of and emergency
response to transboundary pollution episodes.

o Continue to mobilize and assess future resources for
' border pollution control.

(b) Enforcement

Both countries would benefit from enhanced enforcement
activities and coordination. We envisage entering into
discussions on the feasibility of coordinating enforcement
arrangements, to enhance the enforcement capabilities . of both
countries.
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o Establish a process of consultation on the
implementation of our cooperative arrangements and
our respective environmental standards.

- Provide the opportunlty for the public to submlt
data to appropriate national authorities on
alleged non-compliance.

o Expand cooperative enforcement activities, inclhding:
-- Coordinated targeting of potential environmental
violators where there are significant adverse
transboundary impacts.

-- Cooperative enforcement actions in areas such as
' the disposal and transportation of hazardous

waste.
.0 Establish procedures for enforcement actions related
to transboundary pollution episodes.
o Enforcement-specific technical cooperation and
training

- Enhance the Emergency Response Plan for Mexico
and the U.S. border area.

- Assess the feasibility of developing a system to
ensure the safe transportation of hazardous
materials across the border.

-- 'Strengthen procedures for the exchange of
monitoring equipment.

- Coordinate procedures and training for
equipment use.

(c) Technical Coogerétion and Training

Personnel must be adequately trained and equipped.
Therefore, it is important that we improve the exchange of
experts of both countries. To this end, we plan to enter
discussions to: "

o Establish a "business committee" to assist small to
medium sized Mexican businesses in meeting standards:

- Including, inter alia, sharing experience and
expertise, preparing plans for bringing plants
and operations up to current requirements,
seminars, and technical exchanges.
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Establish a system-wide exchange of relevant
scientific/technical data and information.

Establish a process for assessing the need for
technical assistance.

Facilitate the transfer of technology for the

environment.

Promote development of technology for the
environment.

Enhance consideration of potential health problems
and environmental risk. :

- Review the current U.S. program implementing
regulations addressing border health problems
with a view to providing additional assistance
to environmentally threatened border areas with
low population densities.

Improve the public health infrastructure in the
border area, emphasizing capacity building, training,
and operation of data systems.

Expand cooperative training programs.

Establish a cooperative program for sharing
laboratory facilities.

Assess the feasibility of an Eximbank
credit/guarantee facility for the acquisition of
pollution control equipment or other U.S. goods and
services to improve Mexico’s environment.

U.S. agencies are already deeply involved in technical
cooperation to overcome Mexico City pollution; but we would
like to improve on existing arrangements. To this end, we hope
to establish:

o

Procedures for assessing ongoing efforts to combat
Mexico City air pollution.

L R
The feasibility of undertaking pilot projects to
address multi-media pollution, such as air, water and
waste.
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2. CONSERVA

The Government of Mexico has established a sound
conservation record. Yet we believe our existing cooperative
efforts can be expanded. We seek a joint effort with Mexico on
the following items:

(a)

(b)

(c)

(d)

Wildlife Conservation

Encourage Mexico to sign the Convention on
International Trade in Endangered Species
(CITES).

Enhance cooperative efforts to stem trade in
endangered and threatened species.

Enhance cooperative efforts on North American
migratory bird programs and wetlands
conservation.

Expand cooperative training programs utilizing
the new Fish and Wildlife Service training
laboratory. '

Parks and Natural Preserves

Commit to establish counterpart parks or natural
preserves along the border adjacent to existing
U.S. National Parks.

Undertake studies to assess the feasibility of
establishing new parks along the border in the
U.S.

Forests and Forest Management

Improve cooperative efforts in the use of remote
sensing to inventory Mexico’s tropical forests.

Undertake efforts related to trppical forests.

Living Marine Resources

Expand existing cooperative research efforts on
transboundary species as a basis for sound
fisheries management.

Consult on principles and methodologies for
seafood inspection to ensure safety and quality
of products.
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-—- Continue our discussions to help the Mexican
government in its efforts to reduce the
incidental kill of both dolphins by Mexican tuna
fishermen and turtles by Mexican shrimpers.

(e) Encourage the Establishment of a Mexico-United States
: Volunteer Youth Conservation Corps
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3.  INFORMATION SHARING AND PUBLIC PARTICIPATION

Broad public participation and the full and open access to
information is an essential element of any effort to protect
the environment. Therefore, we will: '

o Commit to the public release of data and information
related to environmental and conservation issues,
consistent with existing laws and regulations on
confidentiality.

o Facilitate procedures for scientific, environmental
and conservation research activities.

4. DISPUTE SETTLEMENT/CONSULTATION MECHANTSM

Discuss establishing a dispute resolution mechanism, with
particular emphasis on technical aspects of environmental and
conservation issues.
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THE URUGUAY ROUND

OF MULTILATERAL TRADE NEGOTIATIONS

The Uruguay Round of Multilateral Trade Negotiations holds
enormous potential for the growth of our domestic economy and
the future of multilateral economic cooperation. That is why
the Administration requested an extension of fast track
procedures so that we may complete the job we started when the
Uruguay Round was launched in 1986.

Progress to Date

As stated in the President’s report to the Congress of
March 1, progress in the negotiations has been uneven due to
the linkages of negotiating issues and the lack of substantial
progress in the agriculture negotiations. We are not yet
satisfied with the state of the draft agreements. They do not
yet fully address all the negotiating objectives that Congress
established in the 1988 legislation, enacted after the
negotiations were formally launched. It should be clear from
our actions in Brussels in December that we will not settle for
an agreement that fails to meet our objectives. In Brussels we
decided that it was preferable to end the ministerial meeting
without results rather than accept minimal Uruguay Round
agreements that fell far short of our ambitions.

Your letter takes issue with our progress to date on two
particular objectives established in the 1988 Act: expanding
worker rights and gaining market access for high technology
products.

Worker Rights

This Administration and the previous Administration have
argued vigorously since 1986 for inclusion of worker rights as
an agenda item in the Uruguay Round and we have urged that the
GATT focus on the relationship between worker rights and trade.
Congressional leaders and our private sector advisors from the
Labor Advisory Committee have worked hand in hand with us in
developing proposals and discussing this issue in person with
our negotiating partners. Together we pressed for its
inclusion in the Uruguay Round as the negotiations were
launched and since that time, to support. the objectives
established in the 1988 Act.
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Strong opposition to addressing'the relationship between
worker rights and trade in the GATT remains. This subject
continues to evoke highly emotional and political responses not
generally seen in the GATT, most particularly from the
developing countries. Some fear that GATT intervention in this
area will raise fundamental human rights issues better '
addressed in other fora, including the International Labor
Organization.

With the help of our advisors and Congressional leaders we
have tried to be sensitive to these concerns while pressing
forward in efforts to build the consensus necessary to begin
GATT work on this issue. We will continue to do so, and
appreciate the continued support of the private sector and
Congress in this effort.

Market Access for High Technology Products

We are committed to achieving greater market access for
our high technology products in foreign markets. Early in
these negotiations, we found that high technology issues cut
across a number of negotiating areas. Successful conclusion of
the negotiations could result in substantial improvements to
the benefit of U.S. high technology interests. We are actively
engaged in negotiations in many areas, including GATT rules,
the new issues of services, investment and intellectual
property protection, as well as the more traditional GATT areas
of market access (tariffs and non-tariff measures).

Progress is evident in a number of these areas:

o] In government procurement, successful
agreement will expand the coverage of
procurement to include key areas of
interest to high technology producers in
the telecommunications sector;

(o} In intellectual property negotiations, an
agreement should significantly expand the
protection of our high technology industries
from theft and piracy;

o In market access negotiations, we have
worked closely with the private sector in
advancing a "zero-for-zero" tariff ,
initiative in key high technology sectors.
The worldwide elimination of tariffs on
high technology products should
significantly benefit U.S. exporters
particularly because U.S. tariffs are
already to low;
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o At Brussels, agreement was reached in the
rules of origin negotiations, a technical
but vital area of interest to U.S. high
technology producers competing abroad. By
ensuring that rules of origin are
transparent and predictable, the agreements
assures that such rules can not be used as
disguised barriers to trade.

Now that the negotiations have resumed in all areas, we
intend to pursue our negotiating strategies in each of these
areas to achieve agreements that meet our objectives. This
means hard bargaining, completing the technical work in key
areas such as agriculture, services and market access, and
continuing our close consultations w1th the Congress and the
private sector.

Dispute Settlement

We share the view that we should not adopt a strong
dispute resolution mechanism unless the underlying agreements
in each of the 14 other negotiating areas are completely
acceptable. However, if we are successful in concluding the
Uruguay Round with acceptable rules in all areas, we will need
improved dispute settlement procedures to enforce those rules.
International trade rules are only as effective as the
mechanism by which they are enforced.

In the Round we are seeking procedures that could result
in automatic adoption of panel reports with a right of appeal
to a standing tribunal, and a process by which the right to
retaliate would be automatically granted if a losing party has
not complied with panel findings (or paid compensation) within
a reasonable time. Such automaticity, if adopted, would vastly
improve the enforcement of new GATT rules, and the credible
threat of retaliation should result in prompt compliance with
dispute panel findings. We are also seeking tight time limits
for the dispute settlement process, consistent with the time
frame permitted under section 301 of the Trade Act of 1974, as
amended.

Section 301 and other U.S. Trade lLaw Remedies

The Administration is committed to ensuring that U.S.
trade law -- including section 301 and the antidumping and
countervailing duty laws -- continue to provide effective tools
to address unfair trade practices. We regard remedies in those
areas as essential to maintaining a vigorous manufacturing
sector in the United States, a top priority of the President.



4

In particular, with respect to section 301, our
negotiating partners have expressed serious concern about the
authority that section 301 gives us to determine unilaterally
that another country has violated its GATT obligations.
Therefore, they are seeking a commitment from us that we will
use the GATT dispute settlement mechanism to determine whether
there has been a GATT violation, and that we will not use
section 301 authority to respond to a GATT violation without
first completing the dispute settlement process. Section 301
already requires that we refer complaints involving GATT
violations to the GATT dispute settlement process, but current
GATT procedures do not prevent the other party from blocking
that process. Therefore, we have responded that such a
commitment could only be made where there are clear substantive
rules in all areas, enforceable through a dispute settlement
mechanism that eliminates the possibility of blockage or delay
at every stage of the process.

If we obtain a procedure that results in prompt compliance
with panel findings or authority to retaliate, then we believe
we should exhaust that procedure before we retaliate under
section 301; but we certainly will not "trade away" section 301
or any other remedy under U.S. trade law. Section 301
obviously is necessary to enable private parties to petition
their government to enforce U.S. rights through dispute
resolution mechanisms. Moreover, where a foreign unfair
practice is not covered by multilateral rules (and therefore no
dispute settlement mechanism is available), we will continue to
use section 301 for leverage in bilateral negotiations.

Once we have completed negotiations in all areas of the
Uruguay Round together we will have to review the agreement as
a whole, just as you suggest. We will not bring home an
agreement unless it enhances our international competitiveness.
We are committed to working with the Congress and the private
sector to realize the full potential of these important
negotiations.-
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dc?Ways and Means Committee Chairman Dan Rostenkowski today
issued the following statement in response to President
Bush’s letter on extending fast-track negotiating authority:

Today President Bush has taken a important step forward
in winning Congressional approval for renewed fast track
negotiating authority. His response to the questions Senator
Bentsen and I posed is both comprehensive and compelling.

I embrace his action plan and fully endorse the
President’s fast-track request. He has promised to consult
extensively with Congress during the negotiating process on
the proposed North American free trade agreement. We will
take this commitment very seriously.

But the President’s response does not -- and indeed
cannot -- answer the questlon of whether a free trade
agreement with Mexico is in our national interest. That is a
question for another day.

The White House and the Mexican government have made
important' procedural and substantive commitments. I am
confident that these commitments will be honored. The
President’s commitment to an effective and adequately-funded
adjustment program for dislocated workers will be critical to
any agreement that is formally proposed.

My support for any ultimate agreement will be
contingent on both governments fulfilling all the commitments
they have made to us. These commitments can create the
climate of cooperation and trust that will be essential if we
are to embrace freer trade between our nations.

But more than a free-trade agreement with Mexico is
involved here. I share the President’s view that the GATT
negotiations must be continued. A successful resolution of

" the Uruguay Round is absolutely essential for expanded world
trade, economic growth and rising international living
standards.

Some of my colleagues are st111 very cautlous about the
fast-track process and seek further assurances in the form of
a House resolution memorializing their concerns. I
understand their caution and will work hard to help address
those concerns without hamstringing the President in the
upcoming negotiations. _

I applaud the President’s response, and strongly urge
my colleagues to support the extension of the President’s
fast-track authority.

# #
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Editor

Roll call

900 2nd §t., NE
washingten, D.C. 20002

Daar Editor:

The April 29 issue of Roll Call contains a full-page paid
advertisament declaring in large, bold typa: "Beware! Fast Track
could be Hazardsus to Your Health." I want te take issua with
the implicaticn in this advertisement that extension of faste-
track procedures would somehow harn 4ha health and well-being of

. american citizens. It's one thing to have a rational digcussion
about trade; it's guite anothar to play to peopla's fears in an
irresponsible way. To suggest that passing fast-track will
spread contagious diseames goea beyond acceptable debats.

Clearly, those who are opposed to tha legislation ara
resorting to scare tactics when thay attempt to 1ink extension of
congraseional fast-track procedures with the spread of Hepatitis
A. Fast-track is a precedurs for the consideratjon of trade
agreements., And, contrary to what is implied by this
advartisement, Zast-track does noft mean carte blanche, Extensive
consultations with the private secter -- unions and buginess ~-
and with the Congress take place duxing the negotiation of trade
agreements. Aftar it is negotiated, any agreshent drawn up under
these procadures iz subject to approval by the Congress.

There isn't an iota of evidenca £o support the aontentlion
that extension of fast-track procaduras will harm the haalth of
Americans,  There algo lsn't any aevidencs to support the
contentions that a Worth American Free Trade Agresment will
regult in the loss of thousands of U.8. jobs.

That's why all the ebjective studies on the Mexican Frea
Trade Agresment conclude that it will be a win-win situation in
terms of growth, employment, and trade. To be sure, the
magnituds of the impact will be relatively small -~ the Mexigan
econony is ourrently about 4 percent of ours -- put neverthslecs
it will be noticeable, One study predicts a gain of 40,000 jobs
in the U.§. after 5 years, and §4,000 jokbs after 10 years.
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can move to Mexico and asnd back doodu

what a good trade agreement could
exports to Mexico.

Right now, cowpanies
£o the United States. But
bring ig tha chance for us to increase our

At a time when all of us are concerned about job creation
and job retantion, congress should ask tough guestions. §o
ghould unions and business, But thoss good guestions deserve
‘resl answers, not responses based on fear and loathing.

Te stay with cur feet implanted ia the s0il of the past
means ho chance for the sesds-of future opportunity to grow.
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