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"We've arrived at a moment of very great promise and 
. great hope for the Western Hemisphere. Democratic 
. values are ascendant. Our economies are growing and 
becoming more intertwined every day through trade 
and investment. Now, we have a unique opportunity 

'. to build a community of free nations. diverse in 
- "culture. but bound together by a commitment to 

responsive and free government. vibrant civil societies. 
open economies and rising Iivins standards for aU our 
people." , 

President 13iB Clinton 

"At its most basic. this Summit [of the AmericasJ is 
about partnership. PartnerShip among the 34 
democracies of this hemisphere, PartnerShip between 
public and private sectors. Partnerships driven by 
dynamic emerging markets supporting stru=al reform 
and engaging the public and private sectors in the 
ongoing pursuit of ,free trade," 

Secretary'of Corrunerce Ronald H. Brown 

. . 
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It is a real. pleasure to be in Miami once again. I arrived early this 
morning from Rio for the purpose of discussing with you the themes. 
,impressions, and conclusions of eight days in Argentina and Brazil " eight very 
special days in which I witnessed first-hand the opportunities and the very real 
chaHenges that the· United States and Larin America face .at this. special moment. 
in history. 

" , 

This was my second trip to the Southern Cone in the last ten months. In 
the time between the two visilS, a tremendous amount of change has occurred. 
[n Argentina. the constirution was mOdified to aHow President Menem to run 
for a second term. Exports accelerated, as did trade and commercial links to 
Brazil. In Brazil, there was an election and the institution ,of a path-breaking 
economic reform program. A gigantic customs union -- Mercosur -, was 
formally established consisting ofover 200 million consumers,. a combined 
GDP of $550 billion. and over SIO billion of intraregional trade. The Summit ..,. 
of the Americas, which took place here in Miami last December, accelerated 
hemispheric movement towards free trade. economic integration, and closer 
cooperation on issues ranging from strengthening democracy to connecting 

. telecommunications nerwor!cs from Anchorage to Buenos Aires. The Uruguay 
. 'Round i-'is 'raiified aUd the World Trade 'Orgaruzation'came into' being, 'giving 

us all the strongest institutional framework in modern history to expand global 
trade. In the United States, the RepUblican Party gained decisive control of . '" 
Congress, intent on putting its own imprint on American policy. U,S. interest 
rates climbed steadily, drawing funds from other markets throughout the region. 
And, as we all know tOO well, Mexico experienced a financial crisis which has' 
shaken private capital markets, and raised profound questions about the future -, 
not just of Mexico. but of its Latin neighbors, too. 

On the other hand, a lot did not change. The philosophy of open markets 
. and open political societies is still. gaining strength in =r Hemisphere. Trade 
and investment continue to grow, pushed not just by liberalized rules but by the 
inexorable drive of firms to explore ever bigger markets no maner what the 
obstacles. The truly daunting challenge remains of strengthening public 
administration so thai the benefits of economic change encompass not just· the 
upper class, but the broader population. At the same time, as we strive for 
economic expansion, we must al~() find ways to ensure that growth is 
environmentally sustainable . 

. , 

Economic and political refoim. s'ocial progress, preservation of the 
environment -- these are worthy goals, of course. The difference today -' the 

., . 
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difference that should really give us hope and remind us what· a special moment 
this is -- is that we in this Hemisphere have a general consensus as to how to 
prOCeed and ihus have the unprecedented chance to mo~e forward together 'as 
partners and co-beneficiaries. 

What I would like to do today is to explore the nature of this unusual 
moment in history. I'd like to begin with a look at exactly why 1995 is so very 
important. Then I will retlect on the last week, a visit which started in Buenos 

, Aires. went to Cordoba, then to Brasilia. Sao Paulo, and Rio. Finally, I'd like 
to offer some views about the C nited States' most important relationships in the 
region and how they are likely to develop: the U.S. and the Big Emerging 
Markets, especially those in Latin America (Mexico, Brazil, Argentina); the 
U.S. and NAFl'A; and finally. the U.S. and the Hemisphere. 

It is a lot to cover. to be sure, but my message can be explained in three 
key points. 

Fir§t, there has never been a better time for the U,S, to forge closer ties· 
with the two countries !visited~ Argentina an~. Br~~i.I~.... t-!£~",r..·_And as we 
hurtle towards the twenty-first cenrury -- characterized as it' will be by COnCerns 
over jobs and opportunity for all our citizens, by brutal economic competition, 
by threats to our environment, and by the dangers of nuclear proliferation -- . 
there has never been a more important time to draw together. 

. Secon<i, While the Clinton Administration is taking the: Mexican crisis 
with all the seriousness it deserves, we are not shaken in our strong conviction 
that seeking broader and-deeper ties with Mexico, Brazil, Argentina and the 
other Big Emerging Markets is in our deepest national interest. If anything, we 
are determined to move with more urgency and more resolve to strengthen 
those relationships. 

.. 
That goes for NAFT A and for our entire strategy towards the 

Hemisphere. This is my third point. As a result of me Mexican crisis, mar" , 
critics of NAFrA have tried to rekindle a natiooal debate in the United States 
over our ties to our partner to the South. However, we in the Administration 
stand four square behind NAFT A. We have a strategy and a vision, and we 
win pursue both with great intensity. There are those who have also begun to 



question the free trade thrust of the Summit of the <A.mericas. But on this score. 
too. ·we are commitled to' moving ahead as swiftly' and as forcefully as we can. 

No";; let me explain in' a-bit more-detail. 

TEN DAYS IN DECEMBER 
Given the developinents that have taken place since my last visit to the 

region. you might think that the great tranSforming acts of our time hav~ 
already taken place. After all, NAFTA. GATT. the Summit of the Americas. 
Brazil's elections. Argentina's reforms. the collapse of economic systems 
dominated 'by government, and the emergence of a·democratic., free market 
consensus are all behind us. In fact, until recently. it was fashionable to argue 
that change had swept across the region, and that it was irreversible. ' 

_ Then, as Mexico's markets were shaken in late December, another 
refrain was heard. This one was tinged notwigLoptimism, but )Vithdoubt. 
Perhaps we have reached our judgements too hastily, it was said. Perhaps 
Latin America was still trapped in·the cycle of boom ancLl?ust, that ha'L<~;, . 
characterized the past several decades. Perhaps the corner had not been truly 
turned, If Mexico. the great example of successful reform could falter, if 
tvl<:xico needed to be bailed out of a crisis yet again, weren't we simply back 

, ~" '''J,,,,'where we started? ~ .' '. 't ... ':l~" " 

There it was in ten days in December, a stark contrast -- the great 
promise and euphoria of the Summit and then the stunning crash of Mexico's 
financial markeis, 

What to think? " , , 
" . ~j:~. 

Of course, there is no easY answer. Neith~f event taken alone defines .. . . 
this moment in our history. Ramer,-we must take mem together and learn from 
both. How we do that will determine whether or not we bave really entered a ' 
new era. 

" ". 'l..7 ~~.\~ ""t:~1e--"'.~:-
~t , .... ­ •""1(we-c~n somebow'acknov.'!edge .~ the promise ~ered oy Hemispheric 

Free Trade is as real as the threat posed by tiscal short-sightedness and over­
dependence on volatile, short-term investment, we will be on our way ro rising 

, 'to the challenge of this moment. If we can accept that progress moves two 
, ,,.,,. ­

., "."- ..", ~. 
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steps forward and then one step back. in tits and starts and not smoothly 
upward like a line in a chart in an over-optimistic sales presentation, then v' 

perhaps we will be prepared to loqk beyond the moment to seize the 
possibilities of the long-term. 

This year will be pivotal, because it will be one in which the markets 
answer these questions for themselves, They will look to other countries in th~ 
region to see whether they make the same mistakes as Mexico.; whether they 
mo.ve forward with reforms that open markets or whether they heed the call of 
sho.rt-sighted nationalists and begin to close them; whether they stick with 
democracy even in hard times at fall back into. old patterns; whether they learn 
to work together beuer or engage in a destructive free-far-all. These are 
questions that will be asked and answered throughout this year -- in Argentina' 
as President Menem campaigns for reelection; in Brazil as President Cardoso 
advances his reform plan; in Mexico as it digs itself Out from the aftermath of 
the peso crisis. ,\\l<"" 

" " '.. " ..;:,.,..
,. " " . - ..., ....... .,,~~ .. 


It is possible to imagine a situation in which other problems -- in Mexico" "" .. 
or elsewhere in the Hemisphere -- spark a new wave of selling_Pital 
"outflows, 'and of liquidiry crisis, But it is also possible to cohr ,_ ," ,;;a scenario 
in which Mexico slowly regainS strength and the" market slowly~fegairis 
contid~n",e.::~n which successful Brazilian reforms and continuing" progress in 
Arg~'~"ll~hile. Peru. and elsewhere in the region make Latin America one of 
the "woird'''5'' most attractive destinations for long-term investment" 

And in a very real sense, the decisions we make in the neXt few weeks. 

and in the neKt few months, will determine which course it will be. 


"'" e", ~~
" ""4 . 
The ultimate choice will nor"tie inlade by just a few leaders gathered at a 


Summit, It will be made .by members of Congress in Brasilia and "in 

Washington, by voters in Jalisco. and on th$' Pampas, by,~raders.everywhere. 


watching the moves of governments' and their bankers through the electr<mic 

windows on their desks. 
 • 

But what we should recognize is that leaders are not without options; they 

do not have to wait for the future to happen to us" By working together. we 

can move forward with the agenda of the Summit of the Americas and the 
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reforms that will both strengthen market performance and improve the lot of ali, 
our people. ." 

But we must work together. That choice has been made for us. Because 
as we open our markets to one another, each of our markets is increasingly 
linked to th., others. All of us compete for capital in the same global pool. 
Each of our moves increasingly affects one another. We will all fail or succeed 
together. . 

In the . final analysis, I am an optimist. N6i by virtue of some personaliry 
trait, but because of what I see around me, what [ hear from the hundreds of 
people I met in the last week ,- government officials, business leaders, 
economists and political cotrtinentators. ' 

Let me tell you a little bit about the experiences I had. 

PURPOSE OF MY TRIP . , , ' ­l'." 

We went to Argentina and, Brazil for several reasons: 

• . 'The Clinton Administration has made Argentina and Brazil two of 
our highest priorities within our Big Emerging Markets Strategy. andwe 
wanted to examine new ways for our nations to broaden and deepen oW' ties. 
In particular, we wanted to meet officials of the Menem and Cardoso 
Administrations to exchange views on bilateral relations, as well as on 
developments in the Hemisphere -- Mexico, Mereosur, NAFT A, and the 
follow-up to the Summit of the Americas. 

• We 'came to visit Ameriean firms who are in Argentina and Brazil 
to get a first-hand view of the opportunities and challenges as they see them. 
and to see if there are ways the American government can assist them as well 

.as American companies that are. not yet here. 

" We spent a good deal of time launching a series of new programs 
to expand trade and investment between the lJ. S, and the two countries -- with 
a heavy focus on developing new links between medium and smail sized' firms' 
in the U.S, and in the Southern Cone. 

. 

" 

• 
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• In addition to goverrunent officials. we wanted to meet with 

Argentine and Brazilian businesspeople, economists, and political analysIs to 

exchange views on .the changing world scene. 


• We came to attend a two-day meeting of all our senior commercial 

officers from around Latin America •• held in Sao Paulo this past weekend at 

our new Commercial Center - to help invigorate and sharpen the focus of our 

commercial efforts throughout the Hemisphere. 


• One of my colleagues was leading a very special trade mission to 

Brazil, composed of small and medium sized U.S. companies owned by 

minorities and women, and we came to meet with them as well to get first­

hand, 'on·the-spot impressions of the business enviroriment and opportunities as 

they saw them at the conclusion of some 500 appointments around the country .. 


, 
: _'. /h-:.... ,., . ...,~. 

• ,. And we came. to prepare ;the way for Secretary of Commerce Ron 

Brown's visit next month. This will be his second trip to the region in the last 


"' year, too. In.our ,view, his upcoming mission will be ,the clearest possible 
demonstration of the importance the' Administration is placing on our 
relationships here.' " , 

LMPRESSIONS FROM THE TRIP~.r 
It will take me several days to sort out the. many impressions my 


colleagues and 1 will take with us frpm this intensive week. Sui here are some 

of them: ' . 


• The goverrunentofficials we met in Argentina and Brazil -­
, ministers. governors, mayors ., were not only impressive, but optimistic about 

the ability to face daunting problems. They were all preoccupied with similar 

issues: empty public purses to meet rising needs; education and training to build 

a competitive workforce: policies to attract private iri.vestment. These men and 


. women all re'fleeted a clear view that the role of, the state had to be !,lpmatically 

cut back, and that market mechanisms and reliance on private investment were 

here to stay. Their agendas were almost indistinguishable from our own, a fact 

which reinforced in my own mind the 'commonality of Our interests. 
. . 

• 'The business sectors c. and we met with scores of Argentine and 

Brazilian business leaders .. are even more confident about the future. They all 
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believe that rhe economic openings of Argentina and Brazil are irreversible, that 
new opportunities now await them not just in this Hemisphere, but in places as 
far away as, China and India, .Their agendas are not so different from those of 

'our 'campanies;either,' iiicliiding'llleneed'to' absorb new tec!1nologyandro . 
locate management and' labor with appropriate skills for the new competitive 
environment. 

II While there is a sense of optimism in the region, particularly in the 
powerful business sectOrs, but also at the higher levels of government, we had· 
the sense from several meetings with political commentators and from many 
interviews with journalists that public sentiment is more fragile, more nervous. 
The Mexican crisis has taken its toll. Intellectually, many people understand 
the arguments as to why the. Mexican situation was unique. Deep down, 
however, the reaction is less rational. "If it can happen to them: One 
prominent journalist told me over coffee, "why can't it happen to us?" We 
sensed the nervousness another way, too, People in Argentina said they were 
concerned about the possibilities' of a crisis in Brazil which wouldspill,i'l(er on 
them.. Several Brazilians ·were concerned that problems in Argentina could .. ,. 
ignite a regional economic blow up. . , 

""'. ''.0. );;~j:S;'~r;," 1/1'" The Mexican situation looms large on everyone's mind. It is truly 
• .,.,.j1,;~ r.,). 
"a'psychological watershed. In Argentina and Brazil, the top government 

officials, as well as many business leaders, are intent on showing why their 
countries are in a much different situation" and they are right (as 1 will discuss 
in a minute,) But the lessons to be drawn, aside from not repeating the obvious 
mistakes which Mexico made. are not so clear in many minds. No one is. 
saying that the iiirection ofieconomic reform is not right, and, as I· said, for 
some the implication is thilt reforms are more importarit than ever. Bilt, at least 
in some quareers •• if not in the ruling administrations then in the congresses 
and the public - there may be a sense that the pace of reform should not move 
too fast, for thaI is what they believe happened in Mexico. 

Thai said, we sensed that everyone felt that there were not many 
real political choices. From senior ministers to municipal leaders, from • 
theoretical (:conomists to cynical journalists, everyone is conscious of the 
scrutiny of financial markets. But that is not aiL In Argentina, the popUlation 
is highly sensitive to inflation, which ravaged their society until recently; they 
will take no chances of going backward. [n Brazil, it was harder for me to pin 

'., " 4. 

III 

I 
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down the sources of public support for economic reform, but it seemed.to be a 
mixrure of aversion to inflation, disgust with the ineffectiveness of state 
services, and hope for the better furure which will come from a more open and 
co~petiti~e society ,- PUt it this way: -in neiiher country is-anyone -we-ri1eC­
talking or thinking about changing the basic direction of ,policies, 

• [n both countries, economic reforms have been truly impressive, as 
the Clinton Administration has acknowledged time and again. But there is a 
recognition, too, that there is much more to come, and that, in fact, some of 

., the toughest problems lay ahead. As one observer said to me, ·'Up to now we . 
have heard the overture, The acrual symphony is just starting." [n Argentina, 
reforms in the banking system are essential,· as is reform of labor laws. [n 
addition. the provinces are far behind the central government in dealing with 
huge budget deficits. In Brazil, inflation has been tamed, import impediments 
have been reduced, but everything from the laws regulating state monopolies to 
needed fiscal reforms still face a lengthy legislative process. There is a sense 
that 1995 is the crucial year for these changes. The new Cardoso ~ 
Administration has a honeymoon period, after which politics will be more 
difficulL In Argentina, it will be essential to move quickly after the May 
presidential eIections. Time is of the essence ·in both cases because the markets 
will be watching carefully for any signs of backsliding . 

. III Throughout the past week. we became increasingly conscious af.thc 
importance of developing modern institutions for a sound commercial footing. 
Strong laws for the protection of intellectual property rights heads the list •• and 
the U.S. has made that clear. (We have concerns in both Argentina and 
BraziL) But there's much more, ranging from transparent procedures for 
awarding government contracts ·to impartial regulatory systemS" for 
telecommutucations. [n Argentina and Brazil. there is a huge distance to travel 
in all these areas, for until recently, they were statist, closed economies with 
little pressure to develop such a commercial regime. The absence of progress 
not only hinders business developmelll, but it also impedes fair distribution of 
benefits from economic growth, 

• 
II We acutely felt the imparlance of the new trading region called 

Mercosur (or "Mercosul" in Portuguese). a group comprised of Argentina, 
Brazil, Uruguay. and Paraguay. A year ago, few Americans had ever heard 
the word, A year from now, I predict, the situation will have changed 

http:seemed.to
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dramatically. Mercosur, a gigantic customs union, .with over 200 million 

people and a GDP of $550 billion, is now the world's third largest regional 

trading arrangement after the European Union and NAFTA, . It wiIJ link the 

ecoriomies of me four nations as never before,. and imraregional trade is likely 

to soar. An eniire newregiorialiiifiasifuClUre-~ roads-; ports;airliilk~ - _.. - ..- ... 

telecommunications -- will be called for. Already the EU is knocking at the 

door to renegotiate a bloc-to-bloc trade agreement. 


While visiting the Argentine province of Cordoba, we heard of the 

Brazilian companies that were setting up shop there, and of Argentine firms 

going ·up to Brazil. We weretold of new investments made in'the province, 

designed to serve me broader Mercosur region. In both Buenos Aires and 


·Brasilia, ministers of both nations talked enthusiastically about the first-ever 
meeting of their two presidents and cabinets -- a gathering that took place while 
we were in me region. Cleaily, something very dramatic is happening to our 
south. 

. • Ti'1}e and again [ was stimulated to think about the awesome 

challenges that·'Argentina and, Brazil face in·the context of.a brutally . " 


· competitive global market. Both aspire to expand exports exponentially. Each. 
was aware of the Climon Administration's aggressive new expo" strategy, 'and 
wanted.insights into "how. we do it ..': (Our own National ExportStrategy 
envisions a doubling of U.S, exports between 1995 and 2000.) [n the last rew 
momhs·I have also been to China and India. Exporting is on their minds, big' 
ti'me, too, with the objective of running big trade surpluses. In an environment 
of rapidly expanding trade, in which we not only sell to one another, but are ' 
also one another's good customers, the goals of each nation can be reconciled 
to some extent. But iIi the real world, will it work out so smoothly? .[n 
Argentina, we were barraged, by questions about how to diwelop laws which 
prOtect the economy from an "unfair" flood of imports. In Brazil, we heard 
that this was a top agenda item for Mercosur. 

iii In' Argentina and Brazil, .we met with. scores of U,S,_ 
.~.-

· businesspeople iment on winning new markets from the wave of state-owned 
companies which have been" or will be -- privatized. From them we gained • 

· an appreciation for the fact that just because a state.-owned company is put in' 
private hands does not mean that free and open competition exists. In 
Argentina, for example, there were great concerns that the two private telecom 

, 
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companies which were created from one government-owned firm were still 
behaving like monopolies, favoring their former suppliers, failing to have an 
open and competitive bidding process, and operating-according to-rules and, ~. 

procedures which were not transparent and not well understood by anyone but 
insiders. In Brazil, there was apprehension that the government's talk of 
opening up the monopolies would create a similar siruation. 

. 
• In Sao Paulo, we met with representatives of 20 small and medium 

sized American firms, all owned by women or members of minority groups. 
This group was travelling through Brazil on a special trade mission led by 
Assistant Secretary of Commerce Lauri Fitz-Pegado. It was the last day of 
their week-long trip in which they collectively had over 500 business 
appOintments that were arranged by our commercial staff through Washington 
and through our excellent embassy and consulates. Several in the group were . 
returning to the U.S. with new orders for business. Others had built 
relationships which they felt would :soon lead to business deals. The enthusiasm 
of the group \Vas truly electric, and we left feeling, more than ever, that tapping 

._" •. ~4, .,,' •.• 

into our business sector below the Fortune 500 -- well below -- and taking 
advantage of our rich culmral diversity will put us in a powerful position in the 
twenty-first century world economy. . ..,' .. ,.,,~ 

• Finally, the trip reinforced, in my mind. the increasing complexity 
of conducting international economic and commercial policy in the post-Cold 
War era. Not long ago, a mission like ours would· have spent all ofits time 
with our government·counterparts, Today, that is just a starting point. It is not 
just that the business sectors are ascendant everywhere insofar as trade and 
broader commerce is concerned,: but that governments and businesses are 
working in partnership. There·are many implications. First: we in the U.S. 
government need to understand not only the views of our own companies, but 
of foreign firms, too. Second, to pursue successfully our aims in foreign 
countries, their firms need to better understand the views of our government. 
But the challenges go beyond new linkS between government and business. It 
includes the need to U.S, government officials to build ties to governors and 
mayors. We Americans are used to thinking about foreign countries ·as 
monolithic: entities. This, of course, was never the case, but today, with 
democracy and free markets in full swing, influence and decision-making in 
countries like Argentina and Brazil are increasingly decentralized. We tried 

.
.. 
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very hard in eight days to get around, Despite 18 hour days, we barely 
scratched th~: surface, 

" Already Lam anxious.to, return"., 

Let me turn now to some of the bigger policy issues: 

THE U.S. AND IHE BIG EMERGING lItIARKETS: MEXICO, BRAZIL. 
AR§:El'lIIl'I.A . 

The Orildna/ Premise . , 
Early on, the Clinton Administrarion focused its attention on ten Big 

Emerging Markets (BEMs) that it believed would gain substantial influence in 
the world economy and in global politics over the next decade. In Latin 
America. the BEMs are Brazil, Mexico, and Argentina: In Asia, they are 
South Korea, the Chinese' Economic Area (China, Taiwan, Hong Kong), 
Indonesia, and India; in Africa. We have identified South Africa; in Central 
Europe, Poland and Turkey, We selected these markets for several reasons: all 
have embarked on substantial reforms; all have large popuhitions, large . 
territories, and highly energetic populations; all aspire to be significant 
technological powers; and all are critically important to their neighboring 

, .-. . . , .countries, 

Using these criteria, it was a short step to conclude that all of these 
markets deserve top priority from the United States, Whereas in the past, many 

.. ' ......ere at the periphery of our anention, now they are moving to the center. 
Whereas in the past, the United States often became preoccupied with a single 
issue to which the entire relationships were mortgaged, now there must be a 

. balance betining the complexity ofdealings between two major countries .. 

Whereas trade and investment were once often subordinated to other issues, 

now commercial engagement is at the center of our ties, 


To give you some dimensions to the commercial inlerestsinvolved for the 
U,5" we have qlculated thaI by the year 2000, American exports to the «in 
BEMs will equal what we sell to Japan or to Western Europe. By 2010, we • 

project that our exports to the ten will exceed sales to Japan and Europe . 
combjned, While the ratio of the combined GDP of the HEMs to the GDP of 
the industtialized world is I to 4 today, it will be less than 1:2 in 20 years, 

http:anxious.to
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The BEMs ha~e been growing at twice the pace of lhe industrialized world' for 
some time now. and all prospects are for that to continue -- Mexico .• 
nptwithstanding. ! , . 

The three Latin American BEMs together constitute a highly significant 
subset of the ten. Together" they represent 64 percent of Litin America's 
popUlation, .5 i percent of its landmass. and about 70 percent of its GOP (1993). 
The combined U.S. exportS to the three from January through November 1994 . 
were $57.7 billion. three [imes U.S. sales to China. India, Indonesia. Poland. 
Turkey, South Africa combined. We figure that over 40 cents out of everv 

"dollar spent on imports in Latin America goes to purchase a u.s. product,' 
Over the last few years U.S. exports have expanded significantly. And while 
pent-up demand from the "lost decade" of the 1980s explains some of this. 
given the huge infrastructure requirements ahead, we can still'expect a very 
significant ratio o'f U.S. sales to Latin growth in the future. For the United 
States. moreover, the Latin American BEMs are more familiar territory because 
Of strong historical and culturallinks. 

, -, 

StraTiiY Stiff on Course . 
In the wake of the Mexican crisis. some questions. are being raised in the 

U.S, about the advisability of so intense a focus on BEMs. "Does Mexico not 
prove'tliat theBEMs are not stable?" some ask, '"Haven't investors' soured on 
these countries? Will the BEMs themselves rethink the direction of their 
economic reforms?" 

These are serious ql>OiiUons wilich deserve equally serious answers. Here 
are some: 

• 

• The Mexican crisis had several unique features which are not found 
in other BEMs. such as Argentina and Brazil, including such heavy reliance on 
short-term finance. bunched short-term debts coming due soon. huge current 
account deficits. low reserves, and a confluence of tense political situations 
resulting from two political assassinations. an uprising in an impoverished state. 
and an election. 

&I The underlying momentum of economic reform in most of the 
BEMs is very impressive. There are no better examples than the Latin BEMs. 
where Brazil brought down int1ation from over 2000 percent to double digits in 
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less than two ye'ars, and where Argentina privatized its national airlines, its 
national energy company, and its national. telecommunications company within a " 
few years: But it's true in Mexico, too, where budgets went from huge deficit 
to balance, and where years of protectionist trade policies were dismantled. . .. .. _. --" _.•., .. , -- -- . _._._- ­ .~-

. II The long-term trends in the world economy bolster the prospects 

for the BEMs. 'All are moving toward free markets, with all the productivity 

and ingenuity they release. World trade has been expanding. NAFTA and 

Mercosur will help expand trade, as will the new World Trade Organization. 


. . 
, • In my view, the MexiCan crisis will make BEMs much more 


conscious of the imperatives of economic reform which will lead to more long­

term direct inveslment.[t should,· for example, underscore for Brazilians the 

importanqe of the constitutional changes that President Cardoso is seeking, It 

should help the Menem Administration make difficult fiscal decisions. 


None of this means there will not be setbacks. There surely will. 

. However, from the standpoint 9!i:l'l,~:'f§linton Administration, there is a 


, . 
"'recognition that the BEMs are;by"de'frnition, "emerging. ""They still havea· . 

- long road to' travel. And we want to help along the way. 

, 
That is· why so many of OUf top officials have spent time in Mexico, c 


Argentina, and Brazil; why we have invested so much in expanding trade and 

investment and deepening economic integration in the region; 'why we set. up a 

special Commercial Center in Brazil; why we have just launched' a U.S,­

Argentina Business Development Council to expand trade and invesunent (and 

We are looking forward to doing something along these lines with Brazil 

shonly); and why we will.be developing a far-reaching,'post-stabilization 

cominercial'policy with Mexico. ' 


THE l;!,S" NAFIA & THE FOLLOW UP TO THE SUl\11"fiT OF THE 
Al\1ERIC.~ . 

Turning now to broader hemispheric issues, my bottom line here is the 

same: we understand clearly our long-term interests, and are intent on not 

wavering from the course we set last year. . 


'. Latin America has been, after all, our fastest growing export market. 

Today our exports in the region are three times what they are to ASEAN 


'­
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(Thailand, Malavsia, Singapore, Indonesia, Brunei), one-and-a-half times what 
we s'ell to the A;ian "tigers" (Hong Kong, South Korea, Singapore, and 
Taiwan). Our foreign direct investment in the region stands in excess of $[00 , 
billion, a two-thrrds inere'ase in just the past four'years .. Alia investments-are 
increasingly pulling more American exports. 

Then, of course, there are Latin America's massive infrastructure needs ­
- requiring perhaps some $500 billion in investment in transportation, 
telecommunications, energy, environmental technology and other areas over the 
next decade. There should be great opportunities for U.S. firms. 

, 
NAFTA 
One of our major commercial building blocks in the Hemisphere is 

NAFTA, and the Clinton Administration remains committed as ever to 
strengthening this framework. .' 

In the one year of its existence NAFT A has achieved a great deaL It has 
added momentum to expanded trade between the three NAFT A partners, and it 
has contributed to the competitive position of North American industries such as 
autos and food processing by providing the opportunity for restructuring and 
rationalization throughouLa.market of 380.million people. It bas stimulated 
national, srate and local efforts to build an integrated North American 
transportation network"which will only enhance the competitiveness of our 
firms and build more prosperou's communities. It has helped Mexico t,o lock in 
policies for a more open economy. I am convinced, in fact, that NAFT A was a 
critical factor in Mexico's outward-looking adjustment poliCies to the current 
crises -- in slark contrast to protectionist responses to past crises. NAFT A has 
stimulated serious trilateral discus.sions on the environment and on labor. 
practices. It has focused much needed attention on the "nuts and bolts" of 
facilitating buSiness - o'n producrstandards, regulatory disparities, customs 
impediments, and labeling requirements, for example. 

Not bad for one year, 

I'm not going to stand here and say we don't expect problems now. 
Mexican growth will slow and so will U.S. sales. We may see more illegal 
immigration because of the economic turmoil south of our border (although we 

.. . . . . 
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are stepping up cooperation with .Mexico on all bor-der issues to prevent this.) 
There could be other complications, too. 

But NAFTA is not a "light switch" treaty, to be rufned on and off in 
response to ch~nging conditions:-The ~{exican economy will stabilize. The" 
economic reforms will continue. Growth will resume. It is still a great market 
for U.S. firms, a conclusion that was reinforced two weeks ago when r 
interviewed executives from over 40. U.S. firms based in California, all of 
whom were 'caught" in the Mexican crisis, but all of. whom said that Mexico 
still loomed large and positive in their furure .. N AFTi'. is still a framework to 
make an integrated North American market the most competitive and 
prosperous one in the world, 

. ' 

President Clinton displayed great political courage in pushing for NAFTA 
in the flrst place. You will see the same qualities:in keeping up the momentum 
in the period ahead. . 

In its firsLyear, NAFTA's ll1arket ope'nings facilitated almost S50 billion 
in new trade among the three countries, an incredibly impressive'performance. 
Nonetheless, wholesale changes in NAFTA's trade regime have necessarily 
meant that some trade irritams have arisen in implementation. We will be 
working hard over the next year to smooth out any confusion over the, 
application of new customs, standards, or regulatory requirements. 

We also will be expanding efforts to further develop NAFT A's 

institutions •• on the environment and labor, on administrative matters, and on 

border infrastructure and financing. NAFT A's tirst year was a 'bricks and 

monar" year in which· locations, directors, and operating rules were 

established. As we enter 1995, we intend to make these institutions work. 


We will be redoubling our efforts on the U.S.-Mexican border to develop 
critical infrastructure such as desperately needed waste water treatinent plants, 

. power generation plants. housing, roads, and modernized border crossing 
facilities. Since SecreUiry Brown convened the first infrastructure conference 
in this area in 1993, almost two dozen projects worth S I ·billion are well on 
their way to completion. Moreover, the North American Development Bank 
(NADBank), which began operating last Fall, will provide $3 billion worth of 
project tinancing for critical environmental projects over the next live years. 

.' 

• 
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We will coptinue to counsel U ,S, exporters and investors who have an I 

interest 

-
in the Mexican market. 

• ~" 
While demand mav 

, 
be 

• 
down in some areas, 


- "., _ "w ./ __ • 

Mexico srill remains a huge market at our doorstep, with enormous 
requirements, Moreover, those wi!h vision beyond ,the current crisis will have 
the chance to position themselves for better times,. 

, .
,-,'". :.,~' 

Follow-Clp to Hemispheric Summit .:, .y:.;" . 
The Hemispheric Summit, held here·in Mj~ini.;t.ess than three months 


ago, set in motion a.process which will move. ~Ir thi:;~niitions of au'r Hemisphere 

toward a more. open trading system and'deepening economic' integration. I 

believe that everyone understood that the Sumpiit' ;tiblf::.~~s, just the beginning 

of a longer term process and that the Clinton' Admihislration is committed to 

several follow-on actions and to fuli steam'ahead:;:S';;i:i(:;" " ., . 


, ' '"'' ::.::, /:;-'~:;~1-~' '~ 
"'.' ,:; ·""'A;:~· -.;~ _ 

First. as announced in Miami, we will begi~:di~~us'sio~ with Chile on, 

accession to NAFTA by-the end of the Spdng.,.~."':<Gi~,,- _.: ' 


• <J., " ,,', ' ~-, "'.. ,'" " ,,,,.:i" .'¢,~.:.~~ ;.....!-'::~,:: < _ '. . , .- ,"~ ," 
. 1" ," .. 

Second, Ambassador Kantor will host a meeting of trade ministers from 
rhe Hemisphere in DenveraLth~.el1<L?f~June t~ review next ste:s. . :,' -:-o&l~; " 

. '. ~;;..' Jt.~;, 

Third, immediately following the trade minist~rial.Secretary Brown and . .,,. .. 
Ambassador Kantor will host a Hemispheric Ti.id~:and Commerce, Forum at 
which ministers and private .sector leaders will gather to discuss:what we:~..R 
"commercial integration." This is a concept that is' much broader than the kin<l. 
of integration that is only brought abom by traditional trade agreements ... 
Commercial integration is about harmonizing standards and regulations, about 

. building the kind of infrastructure that connects markets and encourages the free 
flaw of commerce betWeen them. It is about eliminating customs barriers and 
ensuring open, fairly-regulated capital flows. Very often cOmInercial 
integration doesn't require the approval of legislatures; sometimes it doesn't 
even call for the active involvement of governments. But in every case, it 
serves our ultimate objective of moving toward a free trade area in the 
Americas by 2005. • 

, '. '­
We also expect tahave other intensive discussions. One area offocus 

-~'.W-,-J>" • 

will be financing infrastructure development, where 'we expect a series of 
hemisphe{.c meetings and conferences, Telecommunications will get special 
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attention beginning-with the telecom ministerial to be held in Chile next month 

(with Secretary Brown leading the U,S, delegation,) 


,~ "._" 
We look at the liberalization of trade,as an important step toward 


ensuring the fulfillment of our broader economic and foreign polic{objectives, 

Without more liberal economic policies, it is difficult to see how nascent 

democratic instirutions can be supported, Markets and political institutions 


, . ,.,- .,""'"

function best when both are freei but neither is sustainable when thi, oilier, is 
- -~'-.'-.,:,',,~.'.:' .not. 

:~J.,~: 
, , 

THE SOCIAL QUESTION " ",'~. 


When I was in Brazil and Argentina'neady a year ago, I wa's";~.">:· ':,
. . ..~ 

extraordinarily optimistic about the possibilities, The.biggest challenge,) felt, 
was the social dimension of reform, ,the need for more people to, feef'!lIe'>' , 
benefits of the regihn's dramatic economic liberalization, Not only 4oes,,,,inin, 
America have the greatest disparities in income distribution anywtiere.;:;6~t"in 
democracies the political support for, tough decisions to pare. budgetS an,D . 
restrucru're bloated State-owned emerprises will be very difficult to mak~::and ,,,_ 
implement if, large portions of the electorate feel they are not the beneficiaries 
of the changes taking place, 

> • '''., .,•• " 

Today, the social challenge remains even more pressing.·- and,inore . 

'" 4ifficuk , It hi'S becqrne)mertwined with the need to strengthen government ' 

.-ai:iml!iS!t:iii;;n ;ro that essential services can be effectively'delivered; while at 


, . 
the same time cutting back government itself, and relying more on private long. 
term investment. both domestic and foreign. to raise living standards, ..- .. 

It's hard to,imagine a more difficult balancing act, There is no painless, 
path, no smooth'road from a' political perspective. But there is no more urgent 
imperative, either. 

CONCLUSIQN 
The Clinton Administration understands the challenges in the 

Hemisphere, and the opportunities, It intends to be an active and helpful • 
participant in the Hemisphere's future, We have an enormous amount to gain if 

." things go welL We have an awful lot to lose if they don't, 

.. 
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Our involvement can come in'many fonns; in keeping our markets op~n 
as Latin countries themselves continue to liberalize their own trade regimes;' in 
providing technical assistance in areas suc~ as strengthening regulatory systems; 
in working closely with Latin American nations as a parmer and friend, 

Our role extends funher to being a leader befitting the great. powerful. 
and rich nation we are, That means aniculating a vision of what this 
Hemisphere can be, how the lives of over 700 million people here can be 
improved, and how we can achieve those goals in the new global economv, . . .' 

In 1994, the vision took shape in the progress made in NAFTA. in the 
historic Summit of the Americas. and in the more cooperative relations which 
the United States and its 34 democratic panners in the, Hemisphere developed, 

" ,". 

In 1995 and beyond. we •• all of us working tog~ther .. must keep the 
vision that was aniculated at the Summit alive, We cap. do this not by 
repeating slogans, nor just by drafting position papers or' 'trade agreements, We 

'.' will only do ,it by rising to the challenges that we face'together and, for the first 
. ~i,me, facing them together. recognizing mat just as MexiCo coilld no! face her . 

crisis alone, nor was it hers alone to face, 
, , .,. ' 

At the outs,et,),_p~ the guestion'that many have asked: are the changes 
- that swept LlIiin-Americairreversible Of can we 'rerum to,me,problems of the 

past? I believe the answer is that yes, the changes are irreversible because new 
technologies and the imperatives of the global marketplace have made 
permanent our interdependence_ BU!. having said that, we must acknowledge 
that for all the promise such interdependence offers, it also startay' preseriti. 
prospect not of old problems perhaps, but of shared neW problems, 

The United States, Argentina, and Brazil (and', of course, Mexico) have a 
special responsibility in this new era. We are the most populous countries in 
li!e",l:\emisphere, the dynamic engines of tomorrow's growth. We can set an . 
example that will surely result in the fulfillment of the promise articulated here 
in Miami last December, 

In the' experiences of this trip, in the actions of the- Cardoso, Menem. and 
Clinton Administrations. and in the actions of the peoples and goverrunents of 
all of the Americas. however. I see many reasons to be hopeful. In 1995, we 
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should set our sights on preserving the gains that have been so hard won over 
the past several years. [t is one of the great imperatives of our times, and if we 
do not rise to the occasion. we will deserve a harsh judgement from history. 

Thank you very much . 

. , . ' 

1 ". 

• 
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C, FRED BERGSTEN (Institute for International Econootics): Let me welcome 
all ofyou to this very spe<:ial hmcheon session for the Institute for International 
Economics today to say farewell in one comext. but, ofcourse, welcome in another to Jeff 
Garten, This very sizable turnout in botb quantity and quality, I think, is an indication of 
the deep respect and deep affection with which Jeff is held in most quarters around town, 

At the head tablerm delighted to say we've got a numher ofJe!!'s close coiieagues 
from the government: Bow Cutler; WInSton Lord; Bob Kyle; Dan Taruno; Carol 
Lancaster, deputy administrator ofAID, Now, they heve forewarned Jeffand me that at 
some point theyre going to get up as a group and walk out, (Laughter,) But I'll tell you 
that it's not to be regatded as walking out on Jeffs comments, whatever they may he, but 
rather because they've got a very impcrtant meeting that they heve to go to togetber. So 
simply, when you see them go, don't t~e umbrage and Jeffwon't either. 

It's a real pleasure to be able to have this session for Jeff literally on his last day in 
the government. JefI's still a very young guy by most criteria, He's 4&, but he's reelly had 
a spectacular career, one that lUke to think ofas a triple tbrelt. 

He's had a series ofvery impor.:am: positions in government. going back to the 
early 1970s at the Council for International Econootic Policy in the White House, 
subsequently at the PolicY Planning Staff in the State Department, and of<ourse, as 
undersecretary ofcommerce for International Trade for the last twO years. 

He ties had an extensive career in business, both as a senior partner at both 
Lehman Brothers and at the Blackstone Group, but also running his own investment bank 
as an individual entrepreneur in the investment business. 

He's had an acadeotic career, having done his PhD her. in Washington at SAlS and 
having taught both economics and finance at the Columbia Business School, having 

Fed~rc.(NeMJ Sv.1c.: 
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published a very good book a rew years ago called" A Cold Peace: American, Japan, 
Gennany and the Struggle for Supremacy," plus a number ofarticles in foreign affair•. 
And, of course. he is now returning to the academic world, going to the Yale School of 
Management where he will become dean orthe school and also join its faculty in the area 
ofinternationa1 trade and finance. 

Now, if that triple threat background· is not enough, he was also a Green Beret in 
the military back in the late '60s and early '70s. So obviously, a well-rounded oareer in 
many respects. 

When I told Jeff. staff that we had 300 people coming today, they groaned and 
said, "un-ob, he'. going to want a lOO-pagetext." (Laughter.) 

The thoughts, according to Chi!irman Garten, are well knowr around the city over 
the last two year.. I personally have applauded his desire to speak out publicly to 
articulate the administration's strategy, particularly to develop what they've been doing in 
his direct areas ofresponsibility: the outreach to the big emerging markets, the U.S. 
export promotion efforts, the initiatives that they've taken to forge much closer and new 
fonus of partnership between the government and the private sector in the interests of 
promoting U.S. economic objectives around the world. 

It is, therefore, with enormous pleasure that I introduce Jeff'today, He's going to 
talk for 20 to 30 minutes, then we'll have questions for as long as they go running up until 
2:00 o'clock. Jeff, it's a great pleasure and privilege for us to have you on our podium 
here on your last day in office. We look forward to your reflections on chaJlenges to 
America's international economic strategy, 

Undersecretary Garten. (Applause) 

MK GAR'fE'.l: The reason Bow Cutter is standing up, he's about to walk out in a 
few minutes. (Laughter.) I will not be convinced that this alleged meeting which i. taking 
place wasn~ scheduled, so in case I say anything that's controversial, they will not he,here 
for it (Laughter.) 

Let me just say it is a great pleasure, it really is, and an honor to be here under the 
sponsorship of the prestigious institute. I can~ think ofa better place, , can't think of a 
place that Pd rather be to set out some reflections on my past 30 months in Washington. 
And I'd like to give a very special thanks for this event to Fred, who has been a friend of 
mine since the Nixon administration. 

In my many incarnations. I have had the pleasure of dealing with Fred, He's been-a 
great friend; he's been a great source of advice. I learned how to speak simple economies 
when I watched him coach Henry Kissinger. (Laughter.) I learned how to sidestep the 
bureaucracy when I watched him run circles around me and the State Department when he 

Federol New:! Suv/CII 
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was at the Treasury. Even when I was on Wall Street, I used to call him for advice, and I 
think that maybe that's why the stock ofLehrnan Brothers declined so quickly during those 
years. (Laughter.) 

But Fred was actually the first stop, my first stop when I came back to W.shington 
this time. Before I even had an apanment, I called him. I had a long session with him, 
and it was a very, very lmportant orientation for me" 

And before I get started, I would also like to just recognize a couple of people 
who have been exceedingly important to me, to the Department of Conunerce, to 
Secretary Brown over these last 30 months. One of them is not able to be here, David 
Rothkopf, who has been one of my deputies. David -- a great intellect, a tremendous . 
imagiruition. tremendous drive. and has been a part, a major part of every initilltive that 
has come out oftite International Trade Administration. 

And Tim Hauser, who I believe is here. Tim. Tim is my other depU1y. I can say 
without any question that without Tim, who incidentally represents the very, very best of 
our civil service, without Tim, this enormous complex that I sat on top of consisting of 
2,500 people and a 140 offices around the U.S. and around the world, without Tim, the 
operation simply couldn't go fOI'\\'aTd. He kept the trains running and he kept me straight, 
and I will he grateful to him for a long time. 

And Cecile Ablack. who's sitting right next to Tim, who's headed up our Office of 
Public Affairs, Congressional Affairs, Imergovemmenta! Affairs, has been the person most 
responsible for cur ability to have a message and communicate the message, A couple of 
weeks ,go somebody described me as a media hound. Ifit's true, lowe it all to Cecile and 
she's tit" one who's responsible. 

Today I'd like to say a few words aboUl the thoughts that are on my mind as I 
leave this job. These are reflections of the moment, and I say that because I'm sure that 
many of these thoughts will be revised as I have a little bit more time to think. But the 
starting point for my thoughts is that I am extremely proud to have served in the Clinton' 
adIninisuation. I'm deeply indebted to the president and to- Secretary Brown for giving me 
the chance to serve in,this government at this time and with this team. 

Secretary Brown himself has been a wonderful bess. He's been forceful, he's been 
clear, and be gave me the widest possible scope to run the International Trade 
Administration. My colleagues in 1he administration have been the Smartest and the most 
thoughtful group 0; people I've ever interacted with, and.they have been true colleagues. 
Weve not agreed on everything" but the close personal ties were never frayed by 
disagretments that we may have had over one policy O( another. 

And I leave the administration extremely proud to have been associated with some 
of it. achievements: NAFTA, the Uruguay Round, Ihe further opening ofJapanese 
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markets, the efforts to strengthen our commer~al ties with the European Union, the 
establishment ofa national expor:t strategy, an aggressive approach to helping American 
firms win contracts abroad, the focus on big emerging markets, just to name a few. I 
leave the administration as a total supporter of what it is trying to do" in the international 
economic and commercial realm, ~d I leave with the fondest memories and the greatest 
hopes for the adminiS!ration's continued success. 

I'd like to make some observations, as I said, but I want it to be clear that from 
now on, I am speaking as a private citizen and not as an administration official, and in that 
capacity, I would like to look abe.d. I'd like to look, as we head up to the end of this 
century, and if I could put my finger on one theme which resonates in my mind as I leave, 
it would be this: My time in Washington has been marked by a shift in our foreign policy 
focus, a shift towards more emphasis on economic and commercial issues. Candidate Bill 
Clinton said he would do this, and he did it. 

The policies have moved in the direction that he said they would. The govenunent 
was reorganized in the form of the National Economic Council to do that, and I'd just like 
to recognize some of the people who made that happen -- Bow Cutter and Bob Kyle 
sitting here at the front table. Many new initiatives have been developed. Trade 
negotiations have taken on increased import~ce. Expor:: promotion has taken on 
increased importance. The administration has strengthe:led the links between govenunent 
and business. 

In fact, the administration is often criticized for being too commercial, by some 
even mercantilistic. My own view is not just that this is the right direction, the right kind 
of shift, but that in the years ahead; we will have to go even further in this direction. If 
you conceive of our foreign policy as scales with traditional, political and security issues 
on one side and eConomic and commercial issues on the other, I think that the imperatives 
of the 21st century will compel even more re-weighting in favor of commercial diplomacy. 

There are two reasons for this. The first is a hard-headed calculation of our 
economic interests at a time when more and more jobs are associated with exports and at 
a time w~en finance has become so global. At the beginning of this decade, seven million 
Americans owed their jobs to exports. By the end of the decade, it will be 16 million. A 
decade ago, U.S. holdings of foreign stocks were $40 billion;·today it's $330 billion, an 
increase in one decade of 800 percent. So our connections with the rest of the world are 
indisputable, and our foreign policy has to reflect that. 

But the second issue, and maybe this is even more important, is that the economic 
and commercial issues are what is most important to virtuaJly every other country in the 
world, and unless we can relate to them on that plane, we will lose enormous influence,. 
not just in the commercial re3.Im, but across the board. We have to be at the table that 
counts ifwe want a voice on the other tables. 

FedUQINew$Suvi~e 
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And I would like to illustrate this 'herne of a need for' a greater shift ,awards 
economic and corrunercial diplomacy with five differenrexarnples, And I want to 
emphasize that I'm talking about the evolution of policy in the future. This administration 
has come an enormous way in two and a half years. Change: canna: occur overnight. So 
my focus really is, ~ I said, on tbe lead-up to the 21st century. 

The first issue that I'd like to discuss IS the tension between bilateral and 

, multilateral trade. In my travels around the world, and they've been quite extensive over 

the last 30 months, whether I was in Ottawa or Buenos }\ires, whether in New York or 

Jakarta, the :singJ~ issue which arises in my discussions most. tn my discussions with 
government officials and business leaders around the world, is the perception that the 
United States is abandoning its support for the multilateral trading system. 

In fact, this charge is made by many of my close mends, many of them in this 
room, rYe been seized enough by this issue to write a long article in Foreign Affairs, 
which is eeming out in a couple ofweeks, so I won~ go into great detail. Suffice it to say 
the charge is wrong. I have been and I remain a strong defender of how the administration 
has gone about trade policy, Under the leadership of Ambassador Kantor, I think our 
policies have been unusually effective. His toughrless. his clarity, his persistence is an 
excellent example ofhow our economic and commercial policies have moved to the center 
ofour foreign policy. . 

But the perception that we are turning our back on the multilateral trading system 
cannot be ignored because it is a perception. My argument is that it's not that we don't 
support multilateral trade. In fact, we have a tremendous amount to gain from a strong 
multilateral trading system. What has changed is this: We used to base a lot of our trade 
policy on political interests, on keeping like-minded countries in the camp, in the fr"" 
market camp, This is no longer necessary. Now we pursue multilateralism on commercial 
grounds, and the commercial reasons themselves are compemng enough. 

. , 

But that means that we have to look at multilateralisrn a little bit differently. We 
have to be tougher. We have to make the judgments, we have to have criteria that are' 
more cominercial in nature. Our notion ofmultiIateralism for the 21st century is one that 
really places more responsibility than ever on .other countries to open their markets so that 
their openness i? commensurate with OUrs. We need a multilateral system that achieves 
rea.i libenLlization in the tougher issues, whether it's competition policy. investment rules, 
or others. 

This is a big issue, and I can't do justice to it here, but the angJe that I ~t to 
stress 1S the need. as we pursue these objectives. for more sophisticated multilateral 
conunercial diplomacy.' This doesn't mean that we shouldn't be 'really tough. It doesn't 
mea.. that we should abandon our objective; but the key issue is, how can you be effective 
in pursuing those objectives. And When I talk about the sophisticated muJtilateral 
economic dip1omacy, I'm not using the term~ as they ate custom~ly used inside the 
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, , 
Beltway, I'm not just taJking about working within the WTO or other multilateral 
institutions, but in using the full force of our foreign policy to mobilize coalitions of 
count~es in support of our objectives. 

It isn't as if the administration hasn't tried. We have, It's been extremely tough 
because many countries see t~t it is easy to get a free ride on the hard work that we do 
alone, But I believe we have to continue to try, and we have to put more foreign policy 
effort into gaining allies for our trade policy, For, by the end of this century, both the 
European Union and the East Asian region will have GNPs that are much larger than ours, 
We'll have more and more trouble going'it alone, whether it's with regard to a WTO, with 
Japan. or even with regard to Iran-type sanctions, Sophisticated, multilateral economic 
diplomacy will require people wbo have backgrounds in both economics and diplomacy, 
For my money. the Clinton administration has more than any other administration ever 
~. but the requirements are enormous, and for the future we are going to need more and 
more. 

The second issue on my mind relates to the need to be much more realistic about. 
meeting foreign competition overseas, Here is another area wnere the administration bas 
made tremendous strides. Yesterday. Secretary Brown gave extensive testimony in the 
House and the Senate Of!. everything that we are doing to promote exports, and be dwelled 
particularly on the practices of our competitors. making the point that we are being 
outgunned everywhere, 

I don'! want to spend a lot of time here documenting the practices of other 
countries, whether theire legal or otherwise, except to say that U,S, funds are under 
assault from foreign companies supported by their governments everywhere in the world, 
The big'issue, of course, is what should we do about 1t. . 

For starters, it is totally insane to try to dismantle the Commerce Department at a 
time like this, It is totally insane to reduce support for Ex-1m, OPEC and TDA. We muSt 
expand our advocacy center, which some people call the Economic War Room. a group 
which just started 18 months ago,)ut has been extraordinarily effective, We must step 
up OUf policies to combat bribery, We've started in the OEc;D, but that effort should be 
extended to the WTO, to APEC, and to every single forum that we're in, And we should 
work with big. emerging markets to develop national 'Codes, national anti-bribery codes; 
codes wbich countries would put up and demand that every foreign company doing 
business in that country wciuld sign on to. 

I think we should also look very hard at ,he StrUctures of our embassies, Many of 
the staffing patterns still reflect Cold War legacies, I want to say tbat;.s so",,",ne wbo 
worked in the St.te Department for seveniJ years, I believe I can appreciate more than 
most the very dramatic changes that have taken pJace in the last several years. My 
congratulations go to Secretary Christopher, Strobe Talbott, Joan Spero, Dan l'aroUo, 
who is here~ assistant secretaries like 'Winston Lord, and several, or dozens, of great 
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ambassadors, who have realty focused on commercial issues in the contex-(of our 
changing foreign poliey, It has been a dramatic change: 

But the fact is that a feeent GAO Study showed that less than one percent ofall the 

people in our embassies come from the Foreign Commercia! Service, And if you look at 

many of the countries - and we have the numbers - the Staffing simply doesn't refle<:t, 

tht: ratios don1t reflect, what I consider to be the importance of commercial policy. Just 

take one country, Malaysia, where we have no troops. We count two Americans doing 

commercial work. 28 doing political and security. Or take Brazil ~~ no troops, six 

Americans doing'commercial work, 42 doing pOlitical and military, 


And I know it takes a long time to change this, and I know that a lot of effort has 
been pm into it. Just looking towards the 21St Century, I think that some shifts are in 

. order. 

My third issue is big emerging markets. And, here, I can be real simple. The 

crying need is for us to stay the course, When we Started :a1king about big, emerging 

markets, most ofthem were in boom periods, Mexico, Brazil, India, China -- now moSt of 

these countries are'in a period ofretrenchment. I believe that this retrenchment trend is 

understandable, A lot of market opening has occurred in these last couple ofyears, and 

it's necessary to have a period ofdigestion, Or at lez.st understandable. 


American firms did tbe easy thing; they got in, Now they're finding out how hard 

it is to actually put the shovel in the ground after signing a deal, And, yQu knpw, for the 

longest time we wanted aU of these countries to be dernocracie$~ now they are. which 

means that they have politics, too; and foreign investment is going to be a very natural 

target. 


J believe what we're seeing here is rwo steps forward and one step back:, and I'd 

like to make just two points: 


The first is I'm very worried about typicaJ American "short~termism," Will our 

governrnent and will be businesses lose interest in the face of some of these trends in big, 

emerging markets., or will they stay the course? There's not that much that the 

government can do, I think welye started what we can do, and I think we should continue 

a massive education job around the United States about what the big emerging markets 

are all about - big emerging markets conferences in virtually every st.te and aboard, big 

emetging markets roundtables with business leaders from all over the country, annual 

reports, business development committees with each of the big emergjng markets in which 

American bUSIness leaders. leaders of~he foreign countries, and government leaders all sit 
 41" 

together. We've done that with South Africa, with Argentina, with Brazil, with China, 
with India, but these things have to be kept up. 

FmkrfllN~:Sit""'" 
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But I also believe that we will need to intensify our effort to look at big emerging 
markets in a much broader context than we have. The administration has been 
extraordinarily successful in focusing on exports when it comes to big emerging markets. 
But a big emerging market strategy is really much more than that. It should in91ude all the 
other issues: nonproliferation, human rights, military sales. 

So I think that we must continue to bring big emerging markets into the central 
focus of our foreign policy~ It started. It started, for sure. I just think, as we get to the 
21 st Century. we have to continue to move in this direction. And even when we bring 
them into the heart of our foreign policy, I think it will be clear that itls on the economic 
and commercial axis that our relations will really evolve, and it is through economic and 
commercial ties that we will develop the closest, deepest relationships, relationships which 
would allow us to have greater influence in the other issues that are so important to us. 

My fourth issue has to to with the relationship between government and business. 
Here, the administration has again made great strides by recognizing the reality of the 
international marketplace. We know that governments are involved and will stay 
involved. The administfation, I believe, has broken new grounds with a whole range of 
imaginative publidprivate partnerships. The need, in my view, is to push ahead with these 
links and make them even stronger. 

I'd just like to cite two examples of some of what I think. are the more imaginative 
mechanisms that the administration has backed. 

On the European front, the so-called Transatlantic Bnusiness Dialogue, which is 
going to get off the ground next month, is a real innovation. For the first time, business 
leaders of the EU and the United States, together with Cabinet ministers on both sides 
and, very interestingly, together with the top regulators - the head of our FCC, the head 
ofour Environmental Protection Ag~ncy. all the other major -- FD A - all the major 
regulators on both sides of the Atlantic are going to get together, a three-way discussion 
about the future of commercial relationships across the Atlantic. 

We did something else, and I could give you 10 examples and I'm just citing two. 
The administration signed a memorandum of understanding with the public authority in 
Brazil called the Tiete-Parana Project. This is a public authority -- public-private -~ in 
Brazil, that is overseeing some $30 billion worth of infrastructure projects in the Tiete­
Parana Basin. And with this memorandum ofunderstanding, welre getting an early look at 
all the projects. We're ahle to get our Export-Import Bank, OPIC and others involved if 
they want to be at' a very early stage. We're able to. bring these projects to the attention of 
small- and medium-sized businesses allover the U.S. .,' 

These are the kind of efforts which have been started and which I believe should be 
considered. And J raise this in the context of a talk about commercial diplomacy, because 
J believe that this is what commercial diplomacy is all about. Many ofyou iri this room-
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and 1must say I, myself; when I came to Washington - would have thought that 
commercial diplomacy was traditional trade and exchange rate policy, and everything else 
really didn't matter, As I leave the government, I think much differemly, These business­
related is:mes. these issues of how the government and business relate to the each other. 
are at the heart of our commercia} policies going forward. 

I would say that, in the two and a ha1f years that rYe been in the government, the 
administration bas taken the lead in developing these partnerships. What I would like to 
see is for the private sector to step Upj to take more of a lead, and to inject the energy and 
the imagination and ttte resources, which will reaily be required to carry this effort out 

And my final issue is what I would <:all commercial diplomacy in foreign policy 
crigjs situations. During my time in government, I saw economic packages put together 
for Russia, the newly independent states, Haiti, and Northern Ireland. Down the road, we 
are, no doubt, going to be confronted with packages for Bosnia, perhaps even Cuba. 
Once there IS peace in these kind ofareas, the next requirement is real clear. The 
government comes to the economic agencies, they ask for commercial instruments, 'they 
ask for fast-disbursing funds, longer-term investment. technical assistance. 

Once we had a lot of foreign aid to do this, That, clearly, is no longer the case, 
Once, Ex~Im and OPIC were easily ushered into the si~uation, but today these institutions 
are. rightfully, increasingly commerciaJ in their orientation, and they want to avoid the 
kinds of risks in the sjtuations that rmentioned. Even the Commerce Department would 
like to spend its time on the big, promising markets and not in these crisis' areas. So a lot's 
changed. And, in addition. the theory and the rrdssion has changed. The issue is no longer 
how to provide aid to other government; it's how to develop private sectors~ it's how to 
create autonomous investnlent that brings with it jobs, I'm not sure anybody really knows 
how to do this. 

&1d, as in the other areas I discussed, r think 'the administration has done a 
marvelous job in marshalling the resources that it has, but ifwe are going to continue 
along these lines, ifwe want to be involved, jfwe want to have influence, ifwe believe 
that after all the effort to win the peace: politically ane militarily, it's worth winning'it 
economically, Then I think it would make sense to really think through how this can be 
done better in the future. 

&,d among the issues that need to be examined are the following: 

\Vho should be in charge? We have an ad hoc proeess, Every administration that 
I've been in we've had an ad hoc process to come up with an emergency package. 
Sometimes it's NSC. Sometimes it's l\l"Ec. Sometimes it's the Suite Department, Who 
can be in charge of this in a systen;:tatic way? 
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Secondly, where is the institutional foundaJion for 'hese kinds of packages? 
Saying inter.agency simply doesn~ do it, , 

Third, what kind ofinstruments do we need? In mv view, and I say this as a 
former in~esunent banker, there is no way to attract forei~ investment in these crisis 
situations in the amounts that are needed without real incentives - low cost loans, tax 
breaks, guarantees. I know that's an anathema in Washington thes.e days. I know it's 
diffioult to do, But Vol! shouldn't fool ourselves into thinking that rounding up the usual 
suspects for a trade mission brings the money that is required to bring the peace. 

And I would also look at the example of our Federal Emergency Management 
Agency, FEMA, which was created for something much different, hut obviously created 
to have an institution that can deal quickly and readiiy and effectively with an instinttional 
memory and with qualified people in crisis situations, 

Well, there are many other issues that I would like to bring up if time permits, but 
let me just go down a couple that I haven~ really addressed hut are very important, 

We obviously tace some greaJ challenges with Japan, Here, we have made the 
shift to a much more emphasis on economic and commercial The challenge now, in my 
view, is to maintam t~ thrust. 

In China, to me, this is the ~ost intportant, difficult, strategic challenge that the , 
United States f.ces over the next couple ofdecades, In my view, the challenge here is to 
continue broad commercial engagement, even in the face of the ups and downs which we 
are clearly going to experience, 

i\nd in Western Europe, here, commercial ties are already at the center ofour 
relationship, but I think the risk is that we take those ties for granted, and I wonder 
sometimes ifwe should think even more boldly than we do about ways to replace the Ii... 
the existed between tbe U. S. and EUT?pe when military relationships were very, important. 

So, let me end where I began, I leave with the strong",t praise for the 
administration. I Eeave vAth great admiration for the initiatives that have been taken and 
for the people that bave taken them, and I hope that all of the things that have started will 
continue with the same degree ofenergy and the same degree of sincerity, 

It1s a great honor to have been in the administration, and I thank you very much for 
bearing me out, (Applause) 

MR, BERGSTEN: Jeff, thank you very much, You've raised an enormous range 
orissues, We've got a lot of people who have thought a lot about them, 

The floor is open for questions, comments a..1d observations, 
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Let me start, Jeff, with One myself. You, in essence, have called for a sharp •• 
continum& but sharp ~~ reorientation ofU.S. foreign policy in the commercial economic 
direction: It', congenial to me. I've advocated that for a long time. But you do it now at 
a time when there is an enormous effOrt in the Congress to reorient U.S. foreign policy. 
Secretary Cluistqpher and the president are both saying almost daily our foreign policy is 
in crisis because of its erosion in terms of congressional and pubiic suppon, Do you see 
the path that you are recommending as an answer to that problem? And do you have 
indications from yeur own talks with Congressman, the public and others in your 30 
months that the avenue that you're advocating might provide a response that would 'Win 
you nitional suppo:, for the kind of outward foreign policies you want to see? 

MR. G~TEN; Wen, my thinking is not based on what would sell in Congress, 
hot what what I think is in our national interest as we look ahead to the way the world is 
changing. I have been eruemely disappointed in the level of understanding in both the 
House and the Senate. I think that what we face here is one of the biggest challenges in 
terms ofjust educating the members about what tllis world is like. It is almost impossible 
to overstate what I consider to be the level ofignorance, the inward~lookingness. and the 
preoccupation with issues that simply are at the periphery of qur nationaJ interest. 

Now, I don't know how we're going to to do this, but I dQ know that this 
administration and others are obviously going to have to devote much, much more time to 
interaction with Congress. It never would have crossed my mind when I came here that. if 
I spend 50 percent of my time on the Hill. it wouldn't be wasted, but in my discussions and 
a lot of those revolved around extinguishing the Commerce Depa,'1ment because trade. 
doesn~ matter or because exports really don't have an)'liling to do witbjobs, all roan say 
is that this is, on the one hand, a major challenge; on the other, I don't know exactly how 
we can ()~.~th it. 

A c",*",telaaI focus might have some resonance, but I think the worst thing In the 
world is to try to device a foreign policy simply so that it has support. Now, it obviously 
bas to hnve support, I think: this win, not because it has some buzz words but because it 
responds'to what is very much in our national interest, which is a very strong economy; 
and; as 1said, a need to relate to other countries in those areas which are most important 
to them. BUI yeu've put yeur finger on sometlling wllich I don't like to talk about, 
because, ofall the things. it just seems to be the one :hat requires a real leap offaith, that 
the people thaI we are electing to national office are going to really be up to the task of 
guiding the United States in a world economy - in a.world which is just changing so 
rapidly. 

MR. BERGS'TE'I, Okay. Question in the back. A mike will be coming over to 
you. 

Yeah. a mike wiil be coming over to you. 
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MR. GARTEN: Yes? 

MR. BERGSTEN: I thought a mike was cormng. 

Q Speak now? 

MR. GARTEN: Speak. 

MR BERGSTEN: Just go .- yeah, gee, I thought. mike was coming, but I guess 
not. Go ahead. 

Q Ilry 10 speak oulloudly. My name is Fritz Fischer. sir. and I'm Ihe Gennan 
representative On Ihe board ofthe World Bank, and I make my remarks in my virtual 
capacity. but also in Ihe background of the annual meeting of the World Bank and IMP 
which we just had and against the commOn impression that your president may be making 
a very dramatic plea for the - (inaudible). And I may. with your indulgence, elaborate On 
that. 

MR. BERGSTEN: Don't elahorate too much. We don't want Speeches from the 
audience. Just aSk the question. 

Q (Oifmike) - and enhancad U.S. expons, and it doesn~ constitute any 
problem for the "emerging markets in Latin America and Asia" but for A.ftica, the olher side 
of the coin is that the international community has enabled Aliica to grow so that they can 
import more. And we have no problems with the U.S. adminlstration, We have 
tremendous problems with the U.s. Congress. And! won~ touch on the marginal impact 
of this, but we are in a very, very serious situation, and I just wonder how ¥¥e can assist 
the administration in this very mzo:agable - (illll1ldible) - of not defining nalional interests 
by popular - (oif mike). Thank you. 

MR GARTEN: Well. aliI can say is I agree with you. I think the president has 
put his fuil force behind our stepping up to the plate in his multilateral assistance and I 
fully suppon that, 

MR. BERGSTEN: Y.s? 

Q Paulo de Tarso Maderios, Banco do Brasil, Washington. (Iruwdible) - U.s. ­
- (iruwdible) - looks for its national interest. It's so much more powerful than emerging 
markets. We've got a situation -- (inaudible) -- gain too much at the expense of other ./ 
countries -- (inaudible) -- north-south - (inaudible) -- increase and to have a more equal, 
mOre - (inaudible) - than now. 'There is - (Inaudible) - there is no restraint on United 
States' powers. so to speak. that you do too much in lOOking for national interest and 
being against the national interests of some other countries. 
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MR. GARTEN; Well, I think that what we're trying to do is to work with 

countries Uke Brazil for mutual interests. To my way of thinking, when we try to promote 
U.S. investment in a country like Brazil, both sides are going to gain. So certainty the idea 
here is not to take advantage. I think that when I talk about the big emerging market, 
certalnJy in my mind is the fact that these are much m?re powerful than most people 
realize, and that the game is becoming much more equal than it was eight, ten years ago. 

Q I see a lot ofpeople here from the business community, and I notice you 
made a brief reference to the role., more active, aggressive role you'd like to see them take. 
I wonder ifyou could elaborate on that 

MR. GARTEN; Sure. Well, ifyou start with the premise that -- can everybody 
hear the question? It had to do with ally thoughts I have about the business community 
and its relationship to the government, and as I said, I think that the links between the 
two, at least from my perspective, have strengthened considerably during the period of the 
Climon administration. 

But in my experience, the government keeps taking the initiative. Let's just take 
the Transatlantic Business Dialogue, where we had the idea that it would be great for 
businesses on both sides to really discuss in a strategic way where Europe and the United 
SlJItes were heading and to identify those issues that really need to be addressed. After all, 
how would the governments know? I mean. we don't really know how capital ismoving, 
how technology is moving. All this sruffis much more in the business community now. 
And I think it's gojng to be a really successful conference with many foUow-ons. 

But it seems like the business community is passive. They come, they panicipate, 
and I don~ think the balanco is quite right. I'd like to see much mOre acti"stn on the part 
ofthe business community saying, "Hey, we're going to do X; we ought to get the 
government in here and mak~ sure that they're either not going to stop us or Inadvertently 
screw us up and to come up with ideas. " 1 mean. I fecllike our engines are straining and. 
you know, we don't have, in any administration, th3t many reserves in tenns of ideas and 
energy, and the huge business commUnity. 50 much mOfe involved in the international 
community. I'mjust looking for a different balance wl!hin the context of the pubJic/private 
partnerships. 

I'll give you another example. We have something called the U.S. Commercial 
Alliance - U.S.-Indian Commercial Alliance, where we put the US. business community 
and the Indian business community together, basicaUy to try to match up small~ and 

.	mediut11-sized companjes for investments. A lot OftMt is really pulling teeth. I mean. 
when the business people get there, they contribute, they participate, but somehow, we 
were expecting that once this match was lit, the balance would change and basieally the 
business community would run with it. And I'm not saying they're not,.but I think in the 
future - aU this js., you know, in the future - there's: a lot more room for initiative. 
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h's almost as if the business community - and JIm speaking very generaUy 
obviously - says. "\Vell, if the government wants to do something, we'll play there, but 
basically it's only because they're calling for t1-.;s kind ofmeeting." But I think the need fur 
the partnership is much deeper. 

MIt BERGSTEN: Over here. 

Q Jim Hoagland, Washington Post. Jeff, I wanted to ask you to look back over 
your past 30 months and identify some of the specific things to support two remarks that 
you made in your talk, when you suggested that the real way ofoonding in the future 
be~n the major powers IS on an economic merchant basis. You then went on to talk: 
about how we will have to find an econom.l:c dimension to replace the security dimension 
in our relationship with Europe. I don~ disagree with either necessarily, but I find them a 
little bit at variance with your own thesi, for peace, where I think yeu layout the 
competitive strains betWeen cenainly Germany, Japan and the States. And I wonder ifyou 
can identifY specific things that you've seen Over the past 30 months that have led you to a 
new assessment to support that thesis, particularly whe!l you look at the kind of 
competition, say, in Brazil with the Raytheon case with France. It does not Seem to me to 
give any - (inaudible). 

MR. GARTEN: Well, I think what we have here is two trends that are occurring 
at the <ame time. One i, brutal competition waged iegally and illegally. The other is the 
need to maintain alliances and the need to expand trade and investment. In the real world, 
they're going to go on together, I think the issue is, if you don't try the second. if you 
don't really put tremendous emphasis on the cooperative angles, then the competitive one 
will govern. 

Now, I thiOk that we do have tremendous competitive pressures with Japan, 'With 
Europe, even with some of the Asian countries now, but I don't think it's at the point 
where it necessarily oversbadows all the things that we want to do together. I admit that 
this tension exist', and when I wrote'A Cold Peace,' I didn't understand the competitive 
part, And if I were to write that again, I would write the same book, but there would be • , . 
whole section on competition in China, in India, in Brazil and big emerging markets, and 
the strains those WIll cause and the need to deal with those. 

Now, one area where both oftpesetrendscometogetherls> I think that we should 
have a framework for managing the success of competition, not competition among firms 
that are operating arms· length, Tha~s good.' But competition that is government-backed 
or government-induced. And we don't have, right now> in any one place,. a discussion, an 
international discussion. of lending at below market rates; using foreign aid in 
contravention to the rules about foreign aid, untied or otherwise~ bribery~ indust:ri.al 
offsets. These issues are always discussed in separate forums as though they were 
technical and as though they could be seen in specific channels. They need to be brought 

Federal Newt S41'V1« 
(202) j.t.i./40() 

http:indust:ri.al


15 Institute for International Economics 
• Remarks by Jeffrey Garte•• 10113195 

together and there needs to be a framework. in my v:iew; that at least attempts to deal with 
SOme of the excesses, 

We have actually in the Commerce Depanmen! proposed thi, and talked to tlve 
European Union about it in some detail, but we've not received any response. 

MR BERGSTEN Jeff, would you just push that a little further lvecause it seems 
to me that is one of the most important implications ofyour whole thesis. There will have 
to be a fi"amework, systemic agreements of that type or else this thing really gets out of 
!vend, You talked about hearing all over the world complaints about America', 
unilateralism. r hear complaints aU over the world about your activities from our 
competitors in the other industria] countries as well as in some ofthc recipient countries. 

And they say it's unfair for the president of the United States to call up the king of 
Saudi Arabia IveClillse even if their chanceUor or prime minister or president tried it, he 
wouldn't have the same dout and that's unfair competition. Now, what are you going to 
do about that? Are you going to have some kind of cease-fire agreement on the use of 
landing rights to get air contracts on the cal1s from heads of state to exploit military 
relationships? 

How are you going to handle that? Are you going to be able to get International 
restraints on that? Or are you going to run a risk, do you think, liUJing such arrangement, 
of generating new kinds ofcut-throat competition that are going to make all the past 
mercantilist batdes look like child's play? 

MR GARTEN: Wel~ there's 1;0 easy answer to this. I'll teU you the way we've 
thought about it and certainly the way that I think abOUt it as I leave the administration, 
We would rather not be in this business" I think the notion ofgovemments competing 
with each other to deplete their treasunes and subsidies is absolutely pernicious, and aU 
the government~ are strained for finances. There are a lot better things that we can do. 

But reality is reality, and if the president of the United States picks up a phone to 
call the head of state ofanother country, I ca." guarantee you he's doing that lOOth of the 
time that Chancellor Kohl is. In fact, ifI just look at the last month, Chancellor Kohl has 
gone to South Africa, he's On his way to China 'for a second trip to China, This is not the 
trade minister, right? He just rec';",," the premier of China in Germany, 

, 
Once I had a long discussion with some of the directors.-general in the ED and they 

posed tl',e same thing you did, and they said, "You know, we're just going to have to 
emulate you guys if that'S what you're going to do," And I pulled out a chart showing all ' 
the missions that the ED countries have mounted, heads of state and ministers, over the 
last eight months, And they looked at that and said, "It couldn't be right" ,I said, "I just 
got it fr()m your own embassies." And they're looking at it and ~tudying it and looking at 
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it and said, 'My God, is this what we do?' I said, 'Thi. is just the tip of the iceberg of 
what you guy> do." 

I think that we cannot unilaterally disarm, but I think that we can do two things at 
the same time, and that is. we continue our aggressive approach towards winning these 
contract~ but at the same time. we hold out the possibility with the Europeans and the 
Japanese that we would like a muJtilateral disarmament. But ifwe SlOp, there is no 
chance, In my mind, there is absolutely no chance of getting that, ofgetting that 
equivalent to a cease fire. There1s an analogy here, obviously. in other areas~ but unless 
welre really clear} unless we're really forceful, unless we're really tough, we're just going to 
be whistling in the wind, 

MR. BERGSTEN: Yes? 

Q Yoshi Komori of the Sankei Shimbun. In response to your reference to 
Japan, we have perhaps witnessed in the past two years an unprecedented degree of 
friction and arguing in U.S.~Japanese trade and economic relations. And some observers 
on both sides of the Pacific attribute to the very shift of emphasis: you mentioned~-

MR, GARTEN: Are what? I'm sorry. Are? 

Q A shift of the emphasis from the traditional political-security alliance to the 
commercial aspect oftb< relationship, which only has created some perception in Japan at 
least that - (inaudible) - of the traditional security tie, How do you respond to that? 

MR. GARTEN: Well, I would say, first Ofall, that everyone thet I know in the 
administration shares the view that there is no country that is more important to us than 
Japan and that our alliance with Japan is of critical significance. and there is not one 
person who wants to weaken that. 

On the other hand, when tbe administration came into office, its judgment, which I 
fully share, is that that alliance is not sustainable if one part of it, nameiy the trading pan, 
is so unbalanced. So we had to put more emphasis on that, not as a mercantilistic 
approach, but as a way to inject more stapility into an alliance that we see as being 
necessary for as joog as anyone can see. 

I know that there have been a lot of frictions and I would not be surprised ifthere 
are more, but I think this relationship is strong - I'm sure this relationship is strong 
enough to take that. The real issue is not whether there's friction or not. The rea! lssue is 
now do we effectively manage our joint economic and commercia! relations between US; in 
the multilateral system. and with regard to some ofthe competitive issues in third 
countries, 
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And I think. you know, that we need, as we look ahead, we need to have more 
strategic discussions about these kinds orissues. And as I've said before, so much of the 
rime has been preempted by actual negotiations. I think a lot of that is over now. I think 
we made lot of progress and I think that tbe time is ripe for much more strategic, 
economic and commercial discussions among the two countries that count for so much, 
vis-a-vis, each otheL 

MR. BERGSTEN: Could you identifY yourself? 

Q Robert Dunn from GW. I understand that what's being considered on the Hill 
is not to abolish the function of- (inaudibie) -- Commerce, but to reorganize it so that 
there might be a single organization that handles international trade and maybe even 
international financial matters, where' now you've got Commeree. the special trade office 
or OTR, Ex-Im, ITC often seeming to pull in different directions; certainly Treasury 
sometimes having a point ofview different from the trade folks My thOUght was that, if 
you had a singie organization, obviously with Cabinet status, which combined international 
trade with the finandaJ roles for various of these departments, you might save on 
overstaffing and duplicative roles. and you might have a single thrust to the policy where it. 
sometimes seems that is not the ease. What is your view of the possibility ofa single 
depan:rnent to combine various of these functions and handle them? 

MR. BERGSTEN:· Who would like for secretary? (Laughtef.) 

MR. GARTEN: Well, ifyou PUt it that wey. (Laughtef.) Look. I think there's a 
difference here between theory and re'ality, It might be that sometimes consolidation 
works, but I think I know from my mergers and acquisition experience, there1s just as 
many times it doesn't work. 

Tne real crime of this situation is that the Congress has gone onto reorganization, 
some of the people very sincerely to save money, some simply for political reasons. If 
there is any'merit in reorganizing the economic bureaucracy, and I say if, It can't be done 
by 500 people each marching to some different drummer, most of them totally ignorant of 
what the objectives of the policy should be. 

Have a study done. Take some time. Have some recommendations where there 
can be hearings. And let's debate it as a democratic society should, This is a total joke 
right now, The current proposals that are being floated not only would undermine the 
entire trade bureaucracy, but would be more expensive. Some of these proposals are 
headed towards the direction ofsix or seven or eight agencies, each with their own 
bureaucracy. 

Prominent congressmen have said, "The issue is no longer whether you save 
tru?ney, because obviously we'~ nOt going to save. money on this. H So you ask, "What is 
the issue?" I don't \V3Jlt to pre-judge. I mean, any organization ought to constantly 
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reexamine itself for effectiveness, but this is a circus, and it is impossible, Qut of this 
procedure, that we will end up with something better. . 

And it is likely, unless that train is derailed -- and incidentally, I think it will be. I 
think the Commerce Department will survive, but let me just say this. It will survive, but 
we'can measure the cost of the last six months in terms ofa.tremendous amount ofeffort 
that has been wasted in dealing with the Hill on these issues, totally defensive at the 
expense of lots of other policies that should have been given more attention. 

A cost in the morale of the civil service. I mean, we have a huge problem. You 
know, we have not cultivated the civil service like other governments have. And the cost 
to them of seeing this circus go on, I don't know how you measure that, but ifyou think 
that tomorrow this ends, suddenly everybody goes back to work with the same enthusiasm 
that they had.before, I think, it's dreaming. 

MR. BERGSTEN: A question back here. 

Q Helen Constable (ph), State Department. When you and I were working for 
Paul Volcker back 4t 1979, we were working on the issue of international bribery, and we 
were trying to' convince them at least to get something done politically and multilaterally. 
I don't think we've made an awful lot ofpx:ogress - (off mike). But in the meantime, we 
have taken a number of steps which disadvantaged U.S. companies rather severely. And 
1'd be interested in your comments about what, if anything, we can do, ifwe pursue the 
multilateral line, to remove that burden from U.S. companies, andlor to look for some 
creative bilateral ways to address that issue. 

MR. GARTEN: Well, I dont think that -- I'm not sure that whether you're 
suggesting that we could liberalize or reduce the burden of the Foreign Corrupt Practices 
Act because I dan'! think that's a possibility and I dan'! think that's desirable and I dan'! 
think it will ever happen. So I just rule that out. American firms -- that is our law. That 
is going to stay our law. And I can't even relate to the notion that somehow - I can relate 
to the notion that we will meet subsidy for subsidy, but not under-the-table payments. It's 
just not us. 

But I do think that it would be very important. When I go around the world and I 
talk to all the American chambers of commerce, they have a lot of ideas that I think, you 
know, are worth looking at, and one of the ideas, which I'm not sure where it came from, 
is to go to the go~emments ofbig emerging markets, all of whom profess to find 
cOITIlption pernicious and certainly undercutting their development and say, "Why don't 
you have an anti-bribery code and why don't you ask every foreign company operating in ",' 
your country to sign it?" And there's the beginning of responsibility. 

A lot of companies will sign it and they'll violate it, but for the first time, it's not 
open season, it's not totally open season, and those codes might eventually find themselves . . 
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into law. But ifsomeone is caught, and we have tlle m~ans to catch a lot of them, and is 
exposed and tbey have signed this code, suddenly it', a different tbing than if somebody 
says, "Wel~ I only am adhering to the local cuStoms." 

And if we spend all our time, if I'm right, and you know more about this than I do, 
trying to multilateralize this thing with other induStrialized countries, I think we mould go 
to the countries that are suffering the most from this and see ifwe can't do something as 
weU. A long process, slow process, but 1 danlt think we can ignore it. 

MR. BERGSTE."I: By way of advertisement, I just might mention, the insti,u,e 
has launched a big project on lhis corruption issue. We're going 10 have a major 
conference On it and hope both to find out in a tittle more depth what is the economic 
impact ofit. but also then to come up with Some creative ideas for dealing with h both at 
the national and at the multilateralleve!. . 

MR..~: I'djust say this. I think it's a wonderful idea. In several ofmy 
travels when I've been with Secretary Brown, and, one or two times when I haven\t. and 
met with a head ofstate, they bring this up, It's very awkward for us to bring it up with 
them. We.can bring it up "ith the French or the Brilish or whatever, but we can~ bring it 
up with, you know, saying, "Hey, there's a lot ofcorruptioh here." (Laughter.)O • 

But, in faCt, more and more of these people are bringing it up and asking the 
question and recognizing that in a very competitive environment for investment, a lot of 
stuff that's coming in is not the best and it's coming in on terms that are very odd and 
therefore, there must be something going on. So I think that examining the development 
impact as well as·everything else, llhink it's a vel)' rich field . 

. 
MR. BERGSTEN: Jim Curtie. 

Q Jim Currie with the European Commission. Jeff, you've made some 
fasomating remarks, but you didn't mention the WTO by name specifically, so I'd tike to 
hear your views on how you see the WTO development at at time when a lot of people, I 
think, are·quite concerned about the rea! risks ofweakening it so SOO~ after we've been 
certainly trying to strengthen the wnole mechanism and get the multilateral system up and 
moving. I see that against the background not just for the fact that a lot of llS are 
concerned about the kind ofunilateralist approach coming from Congress. but also in 
tenns of the adminiStra"Jon's approach in a couple of respects, Let me just mention two. 
One, the fact that .one of the kind of guiding principles now seems to be reciprocity. and if 
you take reciproclry is an extreme) you're talking about mercantilism, 

MR. GARTEN: You're talking about? 

Q Mercantilism in a .sense. 
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MR GARTEN: Mercantilism, okay. 

Q There will be some - (inaudible) -- mercantilism. The second thing I think is 
also the question of the means or the mechanisms used, It's the rush to use the unilateral 
instruments, the immediate reaction and reflex being tWo to one, three to one, or 
whatever. These things, I think, are - (off mike) .:.. both at th~ administration level as well 
as - (inaudible). 

~ GARTEN: WeU, as I said, I think there is no issue that is raised bv more 
people in more forums around tlie world than this one as I've traveled. And I j~st give you 
my own views. I'm speaking, you know, as I say, not for the administration, but I think 
we have to put a tr~endous amount of effort into making sure that the WTO is effective. 
In my view, this has to be at the center of the world trading system. 

, Having said that, I think it's also a mistake to believe that the wro now can 
handle the wide range of trade issues that we, in particular in the United States, are 
concerned about, And so, there's a parallel game going on. I think we have to build up 
the wro, we have to play in it, we have to be very serious, but I would not - I think that 
in forums like APEC there is scope for even going further, and I think that even in some 
areas, tJie bilateral approach is going to be absolutely essential. When I think of an issue 
like competition policy and the differences in the industria.! structures and antitrust policies 
and these kind. of things, I just dont believe the wro is ready to handle that or will be 
ready to handle that for a long time. 

And yet, from the United States' perspe<:tive, and probably mo.t of the people here 
will disagree ..ith me. you know, these issues 'of tariffs and quotas and all that, that has 
nolbing to do v.ith our real inter.sts anymore. W. are concerned with the deep-seatOd 
domestic policies, regulatory policies elsewhere by' other countries, 

Now, eventually the 'iI'TO should be allie to handle that, but not on our timeframe, 
and I say not on our timeframe. It doesn't have to be in the next six mon~ but I think 
we're talking a deeade out. So I believe that in the NAP!A, in hopefully NAP!A 
extended, and in .A.PEC. other forums, we have to be more experimental 

And it's. difficult balance: I agree. All ofthese things are difficult. I hope I never 
give the impression I've got the answer here. I think we're dealing in lots ofgray areas, 
but we have to be very careful, as you're intimating, not to be pushing the WTO away or 
giving the impressi~"m that somehow it doeSIl't COunt. 

But to me. that's oot saying we put an the eggs in thaI basket now because, first of 
all, that just wo'n't hold any water, I mean, I or someone else can say that, but these other 
issues are too big. They're too in1mediate. They'present very~ very difficult obstacles. for 
Our trade. So we're going to have to walk and chew gum at the same time. 
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MR. BERGSTEN: Thea? 

Q Thea Lee, the Economic Policy Institute. You've put a lot of emphasis today 
and in your pr~yjous speeches and ..-vritings on expoI1s, The job-creating potential of 
expons are very likely so I think. That's very important, hut one thing that [ virrually 
never hear you mention is imports. and job displacement, the impact import - (inaudible) ~ 
- have on wage -- (inaudible) - quality of impons. A.,d I guess! have two questions for 
you today. 

One is whether you really think it's possible or desirable to look at the impact of 
trade on the economy by really only focusing on expons, but whether you .Iso need to 
look at the other side of the coin, to get a big picture of what's going on either bilaterally 
or multilaterally. It may be true, but looking at the trade deficit or the bilateral trade 
deficit is a very imperfect and impartial measure ofwhat's going on between two 
countries. But if that'S so, to look only at exports is even less complete a measure. So on 
one hand, do you really think that's a good way of/oolcing at trade, to look only at 
exports? 

The second question is, in terms of long~term policies. and you talk in your speech 
about typical American short~tenn intereSt·-- I guess I guess I want to hear whether YOll 
think that in the long-term the United States should be to be putting .lot more priority in 
policy b()th in multilateral instttutions like the WTO and also perhaps unilaterally on 
improving the labor and environmental standards and the conditionality of the imports 
coming to our market? 

: MR. GARTEN: You want all that in 30 seconds? (LaughteL) I'd just say a quick 
word about both. In my view, imports" are not a problem, In my view, this is a country 
that is - we ar:e a ~or -- ~.p~_,~ng natlGp. Imports have had a very positive 
macroeconomic effect', TbeyVe given us tremendous consumer choice, and we do track­
we track the imports every month, ev~1J' couple of months. I don't know what there 1S to 
say about it other than don1: stop, don't be tempted to StOP imports unless. of course, 
they're unfairly subsidized or, you know, they're dumped 

. We put our emphasis on ex..?orts because this is ~- we believe there's a polley 
variable here, and that is that the Umted States is a massive under~exponer, We have 
tremendous scope 10 expand our sales abroad. So those people that are worried about 
balance "fpayments, that's where the focus should be. That's'where the focus "fthe 
administration has been, all ofit, you know, knocking down foreign barriers or helping 
American firms wifl contracts, 

I know that there's a lot ofdislocation because onmport~ but you know. ifyou 
compare those jobs \Vith the amount ofjobs that the economy is generating every month, I 
don't think that this is the kind of problem on a large scale that some people think. 
Obviously, in individual c~ there are tragedies al1d, you know, we're all concerned 
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about that, But I just don't believe that .." I think you only have so much energy and only 
so many levers. They should l>e focused on the expor: side. 

In terms of environment and labor, you know, it's been the pOlicy o-fthe 
administration to try to balance aU the considerations when it comes to trade_ Again, 
speaking personally. I.think we have to he very carefuL I think we have to look as 
intensely as possible for ways to deaJ with other issues, labor, environment, human rights, 
without putting all the burden on tr.de policy. 

It's a delicate balance, ~ would never advocate ignoring them, I would never 
advocate taking them off the agenda. but personally. I get anxious when people think that 
just because you trade with other nations, you can link everything to that, linking it in a 
very - in a legal sense. J don't think we will he able to be the trading country that we 
need to he if we go overboard. It's all a question of balance. 

MR BERGSTEN: Jeff, just to belabor the first pan of that question slightly, but. 
little different tack, in your answer you said, in an aside, "for those who worry about the 
balance ofpayments," dot. dot, dot As you come away from your 30 months) do you 
worry about the trade deficit at an annual rate of $200 billion? The Treasury obviously 
doesn't care about it. They're pushing up the dollar and making it worse. (Laughter.) 
What's your view and your experience on this? 

MR. GARTEN: You know, Ie, me just say as an aside, the DrS! week thaI I carne 
to Washington, I sat in on an inter~agency meeting. There was a fellow - rwon't mention 
his name but everybody knows who he was - from the Treasury who was sitting there and 
he was half asleep. And then somebody mentioned the word "dollar" and he sprong to life 
- (laughter) - and he used exactly the same words that I had heard 15 years ago about 
who can speak about the dollar and who can~. 

So I know you - (laughs) - you would have asked me this same question a iong 
time ago about the dollar, bUllet me say dlis. I personally - I know that the balance of 
payments as a number is significant politically, but to me the much more important point is 
that balance or that deficit as a proportion of our overall economic activity. And it's way 
down. I mean. it may sound like a high absolute number - 160, 180, whatever the current 
account deficit is going to be this year ..... but as a percentage of our GDP, it's way low 
from what it was in the 'SOs. And personaily, you know, r don't like the idea of gearing 
too many things to tbe balance ofpayments. 

I think what we should do is just press ahead on expons and do the very best we 
can. But I'm speaking as a private person. As a government official, I fully understand 
that this is an indicator that appears . .And for all the journalists out here, that'S a big story 
and it putS a lot of pressure on the administration to focus on this. And it creates 8? issue, 
which means it's an issue, 
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MR. BERGSTEN: All right>,we've got one or two final questions. So, Paul? 

Q Paul Blustein from The Washington Post. I want to go back to the question 
of calling up kings and trying to sell them airplanes. (Laughter.) I wonder now that. 
you're leaving if you could share with us some of the information that you got in the war 
room, at Langley, or whatever, what it is exactly thos~ other countries are doing. I mean ­
- (inaudible) -- all these trade -­

MR. GARTEN: Well, all the-­

, 
Q Yeah but when I talk to their diplomats, they say, "Well, yeah, ~ut we don't 

have the head of state ask his counterpart or he doesn't make a plug for a specific 
company, or our foreign minister doesn't do that because that isn't our our foreign poli~y. II 

MR. GARTEN: So, in other words, Chancellor Kohl doesn't say to the Chinese, 
ItMerct::des wants this deal." He just says basically, "We'd like you to do something, but 
I'm not going to be specific." Or he doesn't say -- (laughter) -- he doesn'~ say, "I'm leaving 
behind $2-112 billion dollars; spend it any way you want as long as it is related to German 
exports. It' He doesn't say those kinds of things. ·He basically goes -- I mean, I don't know 
-- you know, your whole premise is wrong. ' , 

. ' 

Q Well, but - ­

MR. GARTEN: When Mitterrand was prime minister, you know, he did the same 
thing. Prime Minister Major - (laughter) -­

Q I'll grant you France, but -- (laughter) -­
'!' 

MR. GARTEN: I'm sony? 

Q I'll grant you France. But you mentioned Germany and-­

:MR. GARTEN: Well, yeah, I can mention a lot more. 

Q Okay, well, olease do. But you talked about a head of state -- I mean, you 
talked about - (inaudibJ;) - and you' wish there could 'be multilateral disannament and 
unilateral disannament. I wonder it: tn retrospecr -- (inaudible) -- that under this 
administration we unilaterally escalated. We got the head of state and other people-­
(inaudible) -- making specific plugs for specific companies because we were upset that 
other countries were doing certain things on behalf of their companies. But to go that -- I ,. 
mean, they - what their diplomats say is that they don't go that far. And I'm asking you to 
enlighten us on what they do or tell me rm naive for thinking that their heads of state don't 
do it. That sort of thing. Or to tell me that, yes, indeed, we did consciously unilaterally 
escalate and you wish that it weren't necessary, but we did unilaterally escalate. 

,. .'. 
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MR. GARTEN: Well, the first thing I'm going to say is you're right; you are 

terribly naive. (Laughter.) Every one of those countries you mentioned, the head of state 

t3J.ks about, plugs, specific companies. You know, we have a much harder time doing 

that, to the extent that we do it. because in virtually every industry we have a whole 

handfuJ of companieS. We can't ptug one, But ifyou are from one of those other 

cow:nrles that you mentioned, you don't have as many firms competing in that sector. And 

in addition., there's a very good chance they've gotten together and formed some kind of 

consonium, so you1re only pushing one champion. Our system~ as you know, doesn't 

work that way. So the first point is that heads of state lobbying on behalf of their firms is 

such. common occurrence that ifl could show you. you know, classified stuff, I could 

give you 10 pages of it. 


Q (Inaudible.) (Laughter) 

MR. GARTEN: Secondly, this is just the tip of 'he iceberg, okay. And 

incidentally, what fro saying, this is perfectly legal. I mean, we can say that the Germans 

Or the French or the Japanese are doing this. We have no -- they have every right to do it. 

I mean, there's nothing illegal about plugging a firm. But there's another level of 

comPetition, and that is what I would call subsidized lend.ing where export credit agencies 

find. way to extend loans at below-market rates in violation ofOECD guidelines. 


Linked to that is 'he use offoreign aid, alleged aid that is untied, registered in 

international conventions as being untied. But it isn't untied: It is extended only under the 

condition that the home country's suppliers receive that money in return for the supplies. 


Then there are - you know, then there is the whole question of bribery. Then 

there's what I would call a whole series ofinducements .. "If you don', buy my airplane, 

forget about landing rights." "You want foreign aid? We would jike a certajn"percentage 

of a particular sector.' I mean, these kinds ofthinga go on, and they go on really big-time. 

r don't want - I mean, where you .draw the line' here as to what is legal and what isn't 

legal, that's a subject ofa much bigger discussion. But, I think as Jim HoagUmd said, these 

- we're not talking about some marginal stuff We're talking about well over a trillion 

dollars worth of these kinds ofinfrastructure projects over.the next decade and we're 

talking about the jobs that go with it. And I think that there's a - you know, this;s an 

issue whose time has come to discuss on an international scaJe, 


Did we escalate unilaterally? I can't relate to that. All we're saying is we have. 
tried for years to get others to stop and they have no reason to listen to us, So I'll give 
you, you know, • specific example. The Export-Import Bank under the Clinton . • 
adininistration is authorized to match below-cost financing of another export credit agency 
ifwe want the project It has a war chest to do that..And many times - I thin'k:t."s O"l"e! , 
3D times now ~- we've seen someone else extend the subsidized loan and we say to the 

, potential recipient. "We win match whatever that person does .. whatever ~t agency 
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does. lI And we don't like doing that, but that stops it. and at least it makes it dear that 
other governments are not going to win by cheating. Ifyou have a bener way to do this, 
fine; but also explain it to aU the people whose jobs would be lost or who wonlt be 
employed because we donl win these contracts, . 

:MR BERGSTEN: We have reached our witching hour. Before'I say goodbye to 
Jeff: I want 10 recognize someone else in the audience who is also leaving government. 
who I think is perhaps in his last day today also and has labored in these vineyards with 
great distinction ,and with enormous contnbutions for 25 years. Gez.a Feketekuty, I think, 
is going - (applause). 

So when you come to Institute luncl1es, you get two-fers in the way ofgoodbyes, 
although you only had one speech: 

GEZA FEKETEKUfY (Monterey Institute ofIntemational Studies): I'll be at a 
competing institutioct. 

MR. BERGSTEN: That's right. Thank you. You can sit down now. (Laughter.) 
I knew I should never have r=gnized Feketekuty. Geza, we've all enjoyed working with 
you over the years, We rook forwar.d to the future. You've been an enormous tower of 
strength in this field for a long time. and itls great to see you. And we wish you best of 
tuck even at a competing institution. 

The main thing toeay was Jeff. As always, you've been provocatIve. You've 
raised lots ofgood questions. You haven't had all the answers, but that's good; it gives all 
of us somethjng to do for the next 10 or 20 years. We look forward to continuing to h~ 
your 'Hisdom and your C'i"ea"'Jve an'! energetic thoughts from your new base. Wei)) look 
fonvard to staying: in close touch. We thank you for everything you did in those 30 
months here. Congrarulations. 

MR. GARTEN: Thank you very much. (Applause.) 

MR BERGSTEN: Meeting adjourned. Thank you all. 

FciknlJ}.'~ $wvlr:# 
{]I)!) j41.}41)!J 



ChallengeS
' of.the 

.'0 gobal lace 

IF YOU· DON'T WIN, YOU LOSE 


A Presentation 
by 

, JEFFREY E. GARTEN 
Under Secretary of Commerce for International Trade 

Before the .. 
. Royal Institute of International Affairs 

, . . London, Engiand 

July 11, 1995 



, , 

, 

This presentation is based onremarks by Jeffrey E. Garten, Under Secretary of 
Commerce for International T~ade, Parts of it were originally delivered before the 
Council on Foreign Aelations, January 9, 1995. It has since beenupdated and 
expanded • 

" 

" 



, ' ' 

U1Ve are nowpositioning ourselves to competefor 
, 'new markets ana thejo~s they will create at home 
as never before,,, We are at the beginning ofa new 
era offierce commercial competition in the globaZ' 
marketplace, and! am determined thatwe as a 
nation fulfill our enormous potential, " 

President Bill CHntpn 

'AmeTica 's future d~ends onour ability to . 
compete successfully in the international 
marketplace, Ourposition as the world's 
undisputed economic leader, ,our national security, ' , 

, and the livelihood ofmillions will turn on how well 
the buSinesses,' workers, and government ofthe 

. , United States respond to this challenge:" : 

ROn Brou"l1, Secretary ojCommerce, 

,"1t istimefora new ~ggressiveness ifAmerica is to. 
, , 'compete and win again .in the global marketplace. 

Fbi" too' long, American, busi,ness and the United 
States Government have let our competitors gain the 
advantage in the battle for new markets around the' 
world. " 

Kenneth Brody 
President and Cba,'rman 

Export-Import Bank oftbe United Slates : 



I 
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SUMMARY 


In the spring of 1994, iii consortium of,U"S, companies, led by Raytheon, ' 
competed head-to-head with a French'group to win a $1.4 billion project in 

, Brazil to manitor the environment of the Amazon' Basin using sate/tite and 
radar technology. The French group was heavily supported by its govem­
ment. Consistent with its efforts to help American companies penetrate tl!e 
global marketplace, the Administration mounted a full-court press to help the 
Raytheon group, II involved lIle SecretaI}' 01 Cammerce, the Chairman 01 the 
Export-Import Bank (Ex-1m Bank), the President 01 the Overseas Private In-, 
vestment Corporation (OPIC), Ills head of /he Trade and Develotim,mlAgency 
(fDA), the head 01 the, EnVironmental Protecffon Agency (EPA), the head of 
NASA. officials from the National Security Council,' the National Economic 
Council, and the Departments of State, Interior, and the TreasUlY,' and ulti­
mately. President Clinton, tn WaShington, the AdministratIOn team met in a. " . 
"war room" setting every day for two weeks, maintaining constant touch With . 

our EmbasSY in Brazil. A high-powered business mission, led by Secretary 
Brown, was sent, to Brazil, At the, eleventh hour. the U.S, group won the bid, 
which' could be wonth close 'to $700 million in exports and support 12,000­
15,000 high paying jobs in the United States. The project is now awaiting 
approval of the Brazilian Senate. 

In September 1994, using the Brazilian experience as a model, Secretary 
Brown Jed a Presidential Business Development Mission to China. Together, 
they witnessed some 56 billion worth of transactions, Highly successful trade 
'and investment missions to China were also led by Energy Secretary O'Leary 
and Ex-1m Bank Chairman Brody. 

In January 1995, Secretary Brown conducted a similar mission ,to Jndia. 
Dunng the week-long visit. ,over $7 bJ11ion worth of transactions took pla,ce. 
SecretaI}' O'Leary, OPIC President Harldn and, most reoenily, Treasul}' Sec' 
retary Rubin have also made trips to India. They have putassisting U.S. busjw 
nesses to penetrate that market at/he top of their agendas. , 

, 
This presentation is about such hjgh~intensity adVocacy - why we do it; 

how we do'it: where ~e have succeeded; what the overall results hsve been: 
and what we need to think about for the future. 
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F
rom the beginning, the Clinton Adminis­
tration h:as put trade -at the center of its 

" domestic and foreign policy, It was 
'exaeJy the eight thing to do - econo:nkally 
"essential and politically courageous. The 
NAFTA, the CAIT, the focus on freeing up 
trade in Asia and Latin America, the sLngling 
OUt of the Big Emerging ~rkets as prime 
opportunitieS for the futl..1re; the effol15 to 
boOst competitiveness a: home through 
eduCition", training programs, and :hrough 

· investment ,10 American technology - all this 
· wiU S;trpngthen our e<:onomy at h9~e and 
'help us to maintain influence abroad. , 

Under the leadership of President Clinton. 
· Vice President Gore, and Secretary Brown ­

as well as many others, jnclud~ng Secretarjl 
Christopher, f,;:.rmer Secretary Bentsen, Trea~ 
sury Secre"..ary Rubin. ,Secretary O'Leary, 
Ambassador Kantor, Ex-1m Bank Chairman 
Brody, OPIC President"Harkin, and IDA 
Director Grandmaison - we have made, 
suppon. for U.S'. companies fighting to win 
foreign markets a critical component of our 
overall approach to trade. In 1993, when we ' 
first began pr.eparing the Naci~~l Export 
Strategy; Sedeta.ry Brown, as chairman of the 
effort, pressed us to realize America's full 
potential for increasing exports through a 

, systematic program of active suppOrt, a strat-' 
egy we came [0 call ~adv0C2CY. ~ in essence, 
he said, "Go 1.0 oat for C.S. companies com­
peting abroad and aim for one. thinE;" -:- home 
runs. ~ , 

Thi$ year the importa."lCe of theSe effortS, . 
will he greatt!r than eve:-.. Wilh the condusion 
of the Uruguay Round. and with the new 
opportunities for trade in Asia, .r..atip America, 
and Eastern Europe, it is essential that we re­
double our drive [0 compete. There is no 
greater imper-a:ive ~ha!1 :0 turn up the hea.t on 
eyery aspeSt of o~r export' drive, but most , 
especially on high.intensiry support for U.S. 
ftrms strinog to win deals- abroad, 

, Of co~:s~!', the Adininis"-uation helps U.S. 
firms ~n,m?ny ways. Our trade negotiations, 

such as NAf'TA, GAIT, and [he Jap~n ffame~ 
work - led by Ambassador Mickey Kantor ­

; are 'themse!ves a trope of advocacy. By seekM 
ing reduetio:l or elimination Of both tariff and 
nonrariff barriers. and by emphasizir.g the. 
need for protection of pa.tents, tr<idemarks, 
and copyrights, if is in these negoriations that 
we focus on the broad imerestS of our indu$~ 
tries. from aerospace to banking. U:S. Busi­
ness Development Commiaees with foreign 
governments - like·$omh Africa, Russia. or 

< " 

China -.entail another type of advocacy, 
because they focus 00 t<.'ays to increase our 
trade and inveStment with orne:- counrries by 
redUCing such ~mpedJments'as discnmioatory 
r.axes. strangling regulations, or unfair govem~ 

, men:: pr~urement practices. 
Our routine trade prOmotion efforts also 

constifJte a type of advocacy. Such ;)ctlvicies 
as trade fairs that display V.S. products, trade 
missions that help u.s. firms to fin~ business 
partners. and the export counseling that the 
Depanment of Commerce and other govern~ 
mem ~gendes ptOvide aU advacce the foreign ... 
purcilllse of our goOds and services. 

Today. howeVer. I want to discuss 
adflQCIKy witb special reference to tlJose 
activities with tbe blghest JrrOji1e - tbose 
instllnces when tbe Administrationputs 
its full weight behind tbe efforts ofU,S. 
firms to win significant contracts abroad. 
In a world where dozens of countries are 
opemng their marketS for the first time. and 

. whe:e competition to get in on the ground 
floor is fierce and often played wit.!1ollt clear 
rules. this kind of advocacy is the most Visible 
and the most competitive. And it is the arena 
in which the Adrninisuation has broken the 
most new ground, 

My focus will be on sevem~ issues: , why 
such advocacy,is important; how it works: 
where it has worked; the resuits we have 
achieved: and some reflections on future 
policies. 

, See Toward A NaticnaJ Export Slnuegy: U,S. Jobs: U.S. Exports. RetlOr'! to me Congress, September 30, 1'5193, 1 
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Why Advocacy Is 
Important 

for the Clinton AdminiStration, advoCdq is 
not JUSt an activity: it~ is 2!so a pervasiY~ 
J.uit'Jde. Advocacv is not just a strategy of (he 
Depanmer.t of Co~merce, as might have ~en 
the case In the past AdminiStrations; It is also a 

'... preoccupation throughou{ :he Admjn(scra~ 
lion) 

He:e's why advocacy is importanr. 

Reason '#1:" 	 U,S. Jobs and Our 
Slandard of Living 

, First, and foremost. advqqC)' on behalf of 
deats which p;oduce U,S. exportS is jrnporcan~ 
(0 creating lobs and raising'our standard of 
living. 

The imporunce of exports to OUf economy 
can no longer be diSputed (see Chan 1).." Over 
'the last seve~ 

years, U:5, c 
exportS of 
goods and 
services 
accounted for 
o"<er one·third 
of our eco­
nomic gro~'1h, 
Expor:t~related 
jobs grew 
eig~{ times 
faster.than 
focal empl?y­
me:)t. Exports ­

'made an 
especially 
significan~ 
contribution . 

to the 'manufaauri~g ~ectQi, accou.,1)ting fcr' 

almost all the net job growth. 


All {he data indicate' that somewhere 
bC~:een 1-;,000 aod 20,000 U.s. workers are 
supponed by each billion dollars worth of 
manufactured goods we export. That is. new 

j 	
jooo' wete either created or old ones savee.' _ 
The figu.fe for services expor;..s is somewhat 

'! 

r--'------------------...:.----, 
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U.S. JOBS SUPPORTED BY 
GOODS & SERVICES EXPORTS 


Millions of Jobs 

12 

,10 

• 

• 

• 

'themselves under the pressure of the sky~high 
yen imd mark.. 
• We, are' heartened by th~ prospects of . 

these next few Years. EconomiC recovery in 

Europe and Jap~r, strong growth in: ASia, the: 

COn!i!1Ued openings of markets in Latin 

A..nerica. ~ they aU bode well for u,s. exports, 

which could increase by 11 percent next year, 

compared to 8 percent in 1994 (see Chat.t 2). 


, lower than tha't for manufaCtured goods but 
in tbe same range. ' 

And these are higher. paying jObs. The "'! 

Depar::menr of Commerce estimates rhat the 
v,'ages paid [0 U.S. workers in'export-oriented' 
manufacturing industries are at least 13 per~ 
cent high"er than the -average wage pald in the 
V,S. manufacturing sector, and much higher if 
compared to average wages in the economy 
as a whole, . Other respectable sourCes have 
Pt.lt the figcre at 17 percent higher 

Reason #2:' . Balance-of-Payments 

Pressures 


The se'cond point to make about the 
importance of advocacY is that we wilt ne~ a 
Sustained export drive to 9ffset ever-increasing 
importS. America has become much more 
competitive over these p4S[ ~vetal years,' 
But'so have :nanv other countnes. The ' 
Chinas, (he Brauts, 'me Mexicos, and the South 
Koreas will be enonnous. markets. for us; to be 
sure, but they will also be supplying an 

'increasing 
panion of the 
goods and 
,,"'Vices we 

use, tn the, 


cases ofJapan 
and Germany; 

" it has become 
" fashionable to 
'oeride melr 
ability to 

, remain fierce 
, competitors. 
, This is a' grave 
mlstake, as 

, their industries 
are now 
restructuring 

~ See The NBllomll expOrt Strategy. Second Annual Report 10 the CongresS, OCtober 5, 1994.• 
, See Competing to Win In a Global Economy, Report Ie Iha United Stales Ccngress, September 21. '\994. 

, 	 . .. 2 



Chart 2 
U.S; EXPORT GROWTH: TRAJECTORY 
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Some Administration forecasts show 
exports growing three times f.aster thiln any 
other component of U.S. :1ationai income over 
the next de~de, and the share of US.. GOP 
and employment attributable to 'exports climbs 
each year (see Chan 3), . . 

a'lit the fact is projected exPort growth will 
,not be enough. In 1994. the U.S. trade deficit 
- the difference in value berVieen the goa'ds 
and services we impelled and whar we ex~ . 

. ported - is estimated to have reached Sl'11 
billion. tn 1995, even before 
thi! )..!exican peso crisis, we 

.,were anticipating that at best 
our :rade deficit would ~tabilize 
or slightly int:rease. despite 
stronger economic growth in 
Europe and Japan. The peso 
crisis will undoubtedly increase 
[he defiCit The Asian "defiCits: . 
in particular, a~e chronic ar.d 
worrisome (~ee Chart 4 on next 
page), We have seen a deterio­
rarion of our trading pOsition i.n 
a broad range of industries (see 

, Chart 5 on (he next page)'. 
Moreover. the u.s. share of 
wodd manufactured goods 

trade is below its 1981 level 

'(see Chart 6 on page 5). 


" As the world's most open economy and as 
:3 nation thaI consumes and spends more than 
it invests. OUf prospects are fc;r continued large 
trade deficit!; .for years to come. Part of the 
solu~ion n::.U:St be cont~nued 3udger defiCit. 

reduction, but we all know it, 
will take rime, There IS, 

therefore, a high premium On 
aggressive export 'prOmOtion. 
of which advocacy' is a~ key 
element. ' 

Reason #3: Sky-High' 
Commercial, 
Stakes 

Third. the stakes in [he 
kind of adyocacy effortS I'm 
talking about 3re high - very 

'moh, ' 
~ 
The world I1as changed 

dramatically over the'paSt fe'\l; 
years. Capitalism (s the rage 

jUS[ aboU[ every"Vihere. But there is also art 
emerging recognition that infrastr...lcture ­
roads, ports. airportS. phone systems, and 
elec~tic power generation - is 'a key bortle­
neck in growth a.r:d development. and there is 
a huge demand for infrastructure building in 
those nomradi~onal markets with enormous 
gro'Wtb potential into the ""'cory-first century" 

The Asian Development Bank, for ex~ 
ample, has estimated that approximately $1 
trillion would be S~nt on inftastrucrure 

Chart 3 

SHARE OF U.S. GDP AND EMPl.OYMENT' 


SUPPORTEO BY GOODS & SERVICES EXPORTS 
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developmenr in [he Asian region by the year 
2000, A recem Business Week anide con~ 
minec an estimate of a $1.9 trillion expendi­
(Ure on infrastructun! in Asia during the saq1e 
p~riod, 

3 



In tht;- neX! seven years, the govemm~nts bill,ion over the next decade - or 550 bUHon 
within' the Chinese Economic Area (Hong , a yea: In bidding for international contractS 
,Kong, Taiwan, a:1d China) plan to 'spend , The pos'sLbiEties in' Ceorral £urope..!he 
approxima.tely S560 billion on infrastructure· former Soviet'Union, and in'the MIddle East 
related equipment, [echnol.o,gies, and exper- are signific?-nt: too. 

Chart 5 
COMMODITY BALANCES 

• Consumer Goods 

In the Last 5 Years, thefI 
, 

U,S, Deficit With Asia' 
Represented 96% oUbe 
Total, 

• The Bilateral Deficit 
With Japan and China 
Represents two-thirds 
'of the To'tIll Deliclt and 
70% 'of the Deficit With 
Asia, 

lISe. ,These demands are patticulady 4"1tenSe 
'in areas [n which U.s, firt:lS are strong c6m~ 
, peti(ot'S ~ po~er generation, oil and gas, air 
'and surface'transportation, :elecommunica.~ 

tloris, and environmental technolog~es, 
tn [ndonesia. the government plans to 

spend over $115 biUion on infrastructure in 
the neXT decade,' , 

In Latin America, the pent-up demand 
from :he deep recession of the 19805 is enol> 
n:.OUS. Recent reporrs by the Economist 
Intelligence Unit and the ,Wodd Bank indicate 
mat the demand for investment in'irJrastruc­
rote in L1r.ir.. America eQuid approach $500 

11~1, 1994, 81111on$ ct Dollo,,) 
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Chart 4 
U.S. TRADE DEFICIT IN GOODS 
Asian Porticn Is ~t.a!"tly L.afg4st 

Oollars 

. Nor should we forget about Western 
Europe. where the infrastruCture for telecom· 

, mUnications is being rapidly upgraded: w,here ' 
markets for new Power generation wiU reach 
:3.tleast $40-;Q btlIion· in the nex:: decade. ond 
~'here new transportation nerworks and. 
environmental technology ate being added aU 
me tim~. And Japan, too. is important, For' 

" example, Tokvo estimates that over $1 trillion 
Will be ir.vest~·d in irlormat{on rechnology 
lnfiastrucrure in the next decade. 

It is important that u.s,' companies get the 
share; of this enormous market to w~lch the 
qualiry of their goods anc services should 

and Autos Have Led 
Commodity Trade 
Balances Deterioration, 
But Surplus in Capital 
Goods Has Also 
Declined.' 



entitle ther:t It:s also vital thaI our firms get 
in early and first. so that they can gain the 
CritiC2J experience of being tn on [~e ground 
floor, unders::anding the foreign marke~, and 
buHding [he j,lI-impOrtant relationships with 
customers and governmem officials thaI will 
aUow them to win orner projects. :"\oIhing so 
drove home thiS lesson IO many of us ~St year 
·3S the competition to build the first metro in 
China in which American Finns lost to their 

bulk of s.gnificam deals in the Big Emerging 
MarketS. 	 ' 

It would be nah'e to think tha: competjng 
foreign firms can win wirhoul suppOrt from 
their gov~mmems" In fact. the absence, of 
demonstr::ned imerest on the part of a ~home~ 
government in a project that its firms a:e 
bidding on is a disadvantage 'Q.'he:l every 
orher governmem is in there fighting for irs 
companies, 

Chart 6 
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German counterpart, .It is possible that Our 
rivals will nO"9/ nave the inside track in all the 
sub~..ys in China - where there is likely to 
be more systems built in the next two decades 
than in all of Europe and North America 
combined. . 

Reason #4: Govemments Award 
Contracts 

It wOl:Jd be a great advant:tge to U.S. finns 
if all {he contracts abroad were awarded by 
me:i( alone. But we ail know this is nor the 
case. I:l the Big Emerging Markets (Chma, 
India, Brazil. etc.), selection of {ne win.'1ing , 
bid is made vlith he:lVY involvement by host 
govemments - oveniy and behind the 
sceaes. This is almost always the case of large 
irurastfUctu fe. and in the big projecrs where 
governments are selli!lg governme:lt-:owned 
companies to the private 5eOQI'. Together: 
these two kinds of transactions consti['Jte the 

\\:'ha[ choice, rherefore, does our go....ern­
ment h'3\'e but to play the game, and play it 
hard? 

Reason #5; Brutal Govemment­
Supported International 
Competition . 

let me say some more about the kind' of 
co:npetition we face, 

We do nor fear fair competition. 'In fact, 
we welcome ie But we should recognize the 
pressure that governments are under to sup­
port their expo,rtefS and capture marke:[ share, . 
the cozy relatio~hip in many foreigr. coun­
tries between public and private sectOrs, and 
the highly aggressive export promotion role 
that foreign governments have been pLlying 
[or years. 

Let's look at the way other governments 
, a,re actively he:pi:1g their firms to compere: 

5 



Presidential and ministe­
rial trade missions and in­
teroentions' bave played a 

.major role in international 
competition 	 .. 

Prior to 'PreSident Clinton and Secretary' 
Brown lending their'support for American 
aircraft producers on a Saudi national airUnes 
contract fOf 56 bUllon worth of aircraft, the 
European partners involved in the Airbus, 
consortium sent seven secretarial· Or mmlste· 
rial-level missions to Saudi Atabl3 to advocate 
on behalf of their company and m~de COunt~ 
less other high-Ie--.'el comacts, 

When Secretarv' Brown was in BraZil 
pressing on beha.Ji of Americans for ;1 $1 A 
bUiLon Amazon basin surveillance sy-stem 
contract, a Frer.ch minjs~er was on the ground 
advocating just as hard 'for the French ~9m­
petitor, / " ' " 

When 1 was in india :ast No~e:nber, " 
preparing for Secretary Brown's recem: :rip to 

Affairs, the Ministry of Trade. :lnd by former 
Prime Minister Thatcher. 

See Chart 7 for an'illustrative listing of 
~uch 'trade missions by OUf competitors 

Foreign aid is being used in 
commercial competition.. 

One of Japail:s primal): competitive tools is 
massive foreign aid, In the 19905. Japan's "id 
level will be equal [0 the lending of (he World 
Bank Japan argues that for 90 percent 'of this, 
there is no quidpro quo in the form of oblig3~ 
fions on the part of the rcripient to buy· " 
Japanese products, Bur ft?lnkly it is hard to ' 
[eli, because [he system of awarding,such aid 
is not clear to most people outside the Japa~ 
nese GovernmenL Whar we do know IS that 
American frrms, highly competitive though 
they are, receive !ess than 5 percent of rhis 
-uritied~ aid, 	 ' . 

Japan's Official Development ."\SSistance 
now has surpassed the World'Bank and the 
Asian Development Bank,to become the 

India, the United Kingdom trade 
minister arrived on the 
Concorde ~i(h 100 British 
business executives, in fact, a 
broad array of British officials, 
incl1.iding parliame'ntarians, 
industrialists, heads of chambers 

, of co~erce, che, Royal Family, 
. and the Prime Minister, have 

been covering India for the past 
12 months, Direct intervention 
by the Prime Minister on behalf 
of British companies involved in 

. specific bids is not unusuaL 
By ieadt;g :a trade mission 

t~ China, ChaoceUor Helmut 
Kohl helped German bus!.nesses 
secure contractS weITh approxi­
mately $2,6 billion, Of courSe, Germany is not, 
the only nation which has sent prime rruniste­
rial t(3de missIOns to' CrJna; so has Canada, 
France, (he United Kingdom, and Singapore, 

BrazH is another example, In 1994, Secre­
tary Brown led a Presidential Business'Deve!­
opm~nt MiSsion to Brazil. ,Within a ~ix.,.month· 
period, however. London sent four ministerial 
delegations - led SUCceSSively by the Tre.1­
sury Department, the Ministry of Foreign 

' 

r-----~-~---_=:-c::_----'--..:..---.., 

Chart 7 
ILLUSTRATIVE E,U. TRAOE~RELATEO 
MINISTERIAL VISITS TO ASIA. 1993-94 
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largest donor of aid co China, We, of course, 
provide no ,aid to China. ' 

Japan spends about $2 billion annually in 
Indonesia. , OUf aiq is around $100 million: 

Most of Japan'5,aid goes to supportJapa~ 
nese trade and. investment. 

All this must be seen in the context of 
dwi.ndling i;;; .S. aid, aimed almost entirely at 
noncommercial objectives, half of which goes 
to Egypt and IsraeL, . 
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_ Expol1 Credits and Feasibility Studies 

'uK da1a a!e probably uooerreponed because reinsumnoe fo( Short--lerm 
Oi.l$ln9SS is excluded, . • 
~ OECO, Berne Union Q?I.Ifltry reports. (£51, and u.s. Departmenr of 
~, 

Foreign governments are. presence in these key markets via its JETRO 
devoting more resources to and MITI offices'as well as through trade 

international commercial associations that work in dose cooperation 
. with the Japanese government,,competition on the grouna 

To iUuwate, consider the Chinese andthan we are, enabling their 
Brazilian markets. In all of China, we have 11

expm'"ters to capture in­ foreign cOmmerCial service officers', hardly 
creasing market shares. enough [0 cover Guangdong Province and the 

Often U.S, companies are 
actually competing against 
foreign government-owned 
enterprises that areftnan­
cially supported by their 
government "parents. » 

Foreig..'1 comp~ritors for air and :ail trans­
portation projectS include AC:OPOft de Pa:i.S, 

the French Government controlled airport 
authority, SOfRfTIJ, the French Gover'nment'S 
translt expon agency; SOFRERAll, the French 
railroad engineering entity; F!ughaven frank­
furt, the frartkfutt airport authority: and 
Transmark, thl! British r.ational railroad's 
overseas consulting arm. 

In teiecommunications, we, face many 
competitors tha: are fully or majoney owned 
by foreign goverrur.ents, inCluding Fran<:e 
Telecom, DeutsChe Bundespo5t (Germany), 
and NIT (Japan).' -­

A unique competitor in water, trn.nsporta~ 
tion, a:ld infras::rucrure projects is NEDECO of 
the Netherlands . .a consortium or ten or 
Holland's con5Ulting 
organi7.arions with special 
links to the Dutch minis­

Flnancial Assistance to Exporters, 1993 t!'ies, including the ability 
. U.S. Government Help /s Among the Lowestto draw on g<lvemment 

staff through government Billions of Dollars 
160representatives on its 
140board. 
120These and many 100other so called parasra:ta1 

competitors receive 
financiai,suppon: from 
their parents to spend 
lavishly on bid prepara~ 
lion COSt and represenwM 

live expenses. Their 
ftnanctng COSts are low, 
because their rich parents 
cannot go broke. 

Among the major indusuialized countries. 
the United States tanks I3st (as .a proportion of 
GDP) in expenditures ror export promo(jon 
progroms (see ChartS 8a, 8b, acd Be). As a 
percentage of exportS, the United States also 
provides less financial assistance than any of 
/?ur major competitors - which often use tied 
aid and below-market fir:ar-cing to ensure that 
meir lndus~r:ies win the big overseas deals. 

We also lag significantly behind our 
competitors in terms' of export promotion 
suffing levels. Relative to CDP, France has 
eleven'times as many export promotion staff 
worldWide as the United States, the United 
IGngdom has over seven times as many, and 
Germany has four Urnes as many, 
, Focusir:,g on the v><'Orld's top 14 markets, 
.the picture :hat emerges is'equally disrurbing. 
In these ft'.arkets, we .estimate that Germany 
places nearly five times as many staff per $1 
billion of GDP as the United St;ltes, and 
French staffing levels are three and a half 
times larger than .ourS in relative terms. We 
believe that Japan. despite its claims to the 
contrary, maintaInS an active export prOmotiOn 

Chart Sa 
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, .' Chart 8b 

'994 Non-Financing Export Promotion Budget 
as a Proporationof GOP 

(Includes Advocacy, Counseling, Marketllndustry Research, 
and Trade Events)' . 

,3 
,2 

.1 

'Figures are difficult to imerprel because !he Govemnient of Japan maintains hi 
Its non-financing trade promotion actiVItIes arB devoted to import PlOITIObon into 
Japan. ITA believes, in fact. thallher8 is s\JI)Stannal support tor export promotion 
thai is supplemented by industry associations WIth dose ties to the government. 
Source: IMF IntematJOnaJ Financial Statistics (4195), and estimates oy Department 
of Commen:s OvelSeas Offices. Estimares are for Non-Agricultural Export 

Promotion. . 


o 

of GOP 

rest of southern China, the highest growth 
region in China. Germany, a country o~e­
third our size, is able to harness its entire 
chamber of commerce. in China as an orga­
nized government-industry partnerShip for 
.coordinating export promotion. France and 
Canada each have more officers than we do. 
Japan and Gennany carry out high-profile 
trade events and'mher means of suppOrt for 
their piivate sectors through well-staffed and 
-funded, quaSi-private trade promotion organi­
zations which far surpass our efforts. Each . 
also provides considerable offiCial develop­
ment assistance to support exporters. 

In Brazil, the biggest market in South 
America - accounting for l1early half the 
continent's population. half its GDP, and half 

. of its landmass - we estimate mat 80 percent 
ot the French mission is directly engaged in 

. commercial activities, compared to roughly 10 
percent for the United S~tes. There. too, the 
German Chamber of.Commerce is Bonn's' 
agent employing Gennan civil servants and 
receiving tax benefits to fund trade p'rOmotion 

. activities. 

Foreign governments are 
partnering with theirfirms 
in innovative ways that are 
.hardforAmerica to match, 
given our. traditional 
"arm's length" relationship 
between business and gov­
ernment. 

'Some examples: the . 
Singapore Government is 
building industrial communi­
ties in China, where 
Singaporean firms will be 
located. 

In India, a Japanese 
industrial town, incorporat­
ing all infrastructure baSics 
(power, water, sewage 
treaunenr. and telecommuni· 

'cations) is being set up by 

Japanese firms. 


In Indonesia. the 

Japanese and Koreans are 


. each organizing consoniums 
in which their big firms' are 
bringing along their tradi­
tional'smaller suppliers. The 

invisible hand of the rwo governments is part 
of their pac~ges. . ' 

. We are not even close to doing. the same 
for U.S. firms. 

, 	 One of the standard com­
petitive tactics we see is 
foreign governments detail­
ing personnel to an agency 
of~notherforeign govet:n­
ment as "advisors.» These 
advisers 'then act to influ­
ence proc'urements for 
their countries' businesses. 

In Mexico alone. Germany has commined 
$3.5 million in 1994'[0 promote the exports of' 
its environmental technologies. In the past 
few years, the Germans have spent a total of 
$8.8 million for technical assistance, including 
24 technic'al expens assigned to the offices of 
[he Mexico Cicy Metropolitan Commission for 
Environmental Protection' and other key 
government agenCies. When the specifica­
tions for'Mexico's environmental equipment 
are drawn up. who will be surprised if chey 
are tailored for Gennan suppliers? 

Foreign governments often 
engage in questionable 
business practices.. , " . 
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A lot of competition is J!.or above board. A 
discussion of foreign cOmpetitors' practices 
would be.divorced from reali~ if it did not 
include a recognitiOn that tactics more "ques· 
tionable" th.'1n those just mentioned are a part 
-of everyday competition for major projects 
overseas. These practices include bribery. 
American firms are orohibited by' stringent 
laws and criminal p~na1[ieS from a:lY form of 
illicit payments, but some of our rivals give ta.x 
breaks for ~fee$" which are of dubious ch3~c; 
ter, 

Reason 1/6: 
. 

Many Projects Are 
Stalled Because of Host 
Government Inaction 

In many cases, foreign host governments 

are blocking U,S. firms' access to the market 


. because of e~tensive bureaucratic red~tape 
and Inaction, At such :jmes, a nudge by Uncle 
Sam can often help. A high-level viSit from a ' 
U,S, offIcial can 'oftet?- be a'n action-forcing , 
event which mOves the transaction along, 

For example, on his rece~r trip to lndia" 
Secretary Brown was able (0 break 5~veral' 
logjams wrJch were holding up the awarding 
of co.ntracts to U.S. energy firms, In face these 
firms had the inside traci<: on various deals 
already. But they needed certain guarantees 
from the, Indian Government - guarantees 
9,,'hich ha? been promtsed but not delivered 

For months our ambassador to India had been 
pushing hard to' get the guarantees,' On !'ler 
important trip late !.ast year, Energy Secret;l:;.' 

- O'leary moved the process along. F'inaUy. 
Secrerary Bro\' ....n, travelling With a Presidential 
Business Development .Mission comprised of • 
26 CEOs and a senior int~ragency :eam, gave 
the deals· the final push. ' 

Reason #7: 

Chart 8e 
1994' Domestic and Foreign Personnel Engaged 
, in Export Promotion as a Percent of GOP 

of GOP 

'Figures. ant (Hfficun to Inierpf8t because Ifle Govemmant of Japan ~n$ Jhat 
lIS non-finanCing trade llrort1otion personnel are devote<:! to .mport ~ IntQ 
Japan, ITA l,))liaves, In fact, \hat tlmr& 1$ sibstanhl sooport lor e~p:~ 
lhal.ls $upp~mentad by industry assoCIations WI1tI ClOSe u.s to h g~ffifTMlInl,. 
"Getman Il9lJres are also liKely to be undenuated SlflCeltiQ GetriJal"l GO\Ii!~t 
I..I$eS German Chambers of Commerce around the wortd to promote Its exportS. 
Source: IMF lntem81l0nal FinanclSi StatistiC$ (4195), and estimlites oy Department 
of Commerce Ovmseas OffICeS, 

The Need to Make Trade 
Policy Less Abstract 

Trade agreements are a 
crucial element of U.s .. 
trade policy. Bur trade., 
agreements, withQut real 
op{X)rrunitifS and tangibte ' 
results, are mere abstrac­
tions - and threatening 
abstracrions at that. in ,the 
minds of many Americans. 

Advocacy is where • 
trade rhetoric becomes 
trade reality. It is tangible. 
dollars. jobs, and marker 
share, Every successful 
advocacy project illustrates 
the proreise of new markets' 
in the moSt com;>elling way 
oossible and, a( the same. , 
time, generates real returns 
for the eocire country. 

Advocacy ('..lens market access promises 

into true market access. There are plenty of 

markets where domestic 13'\\', or trade agree­

, ments, pro~se openness bur reality h.as 
proved some~vhat dJfferent. Through advo­
cacy, we can test marker openn~ by, insisting 
that U.S, companies - often the industry, 
'innovation, anq productivity leaders ~ be 
given a fair shake. And when that doesn't 
happen., when doors remain shut to cOClpeti. 

'dve U.S, firms. we can paint out the injustice 
and demand that the barriers be removed. 

- W"hen we're successful - when the doors' 
open and the deal.s· struck - the~ ,the market 
access is' reaL and other companies car. follow 
the newly blazed trail. . 

Advocacy is export promotiof! :- one deal 
3t a time, fn the past, US export promotion 
pnma~ly took the form qf broad encourage~ 
ments to buy Arne'ncan products and services.. 
This is still true. Bue we neee!. more. With 



advocacy, the focus· is on 'specific ceals as 
well - and with that focus comes {he knowl~ 
edge of whether our efforts are bearing fruit:­
whether predous u:.S. Governl'nenr re:f>ources 

. are being well spent, :.\nd. of course, by 
showcasing leading U.S. companies, U.S, 
practices, and U.S. quality, we are conducting 
the besr adve:'tising campaign imaginable for 
~buying ,~erical1~ 

, Advocacy is cost-effective trade policy. 
Taxpayers are accustomed. to seeing rax 
dollars disappear into the great well of gov~ 
emment. Money spent on advocacy is differ~ 
ent - it offers a clear return on taxpayer 
invesunenr. The, International Trade Adminis­
tration (ITA) costs caxpayers :ust over $236 
million a year for export promotion services, 
Bur in 1994)TA.Jed ?dvoc.acy has played a , 
key'roie in over $40 billion in deals signed 
with over S20 billion In U.S. export contenr. 
That is a rerurn on invesunent any investor 
would be proud of. 

, Of course. many othe:r govemmen~ agen­
cies had a hand in those successes, and 
government involvemem was oniy one of 
many factors. But companies involved ""ill 
:estify that Without the role of the U.S. Gov­
ernment, those deals would have ,colLapsed. or 
gone unfinanced,' or suffered costly delays, 
'Xbrkers and buSiness O~'l1ers a.Hke ought to 
view advocacy as one 'of the best bargains 
around, 

Successful advocacy is also a critical 
underpinning of American suPPort for an 
open trade policy. The'pubiic -,With good 
reason...:...... is suspicioUS of grand market~ 
opening inltiari\'es "'''hose benefits appear , 

'. intangible but whose quidpro quo threats to . 
our own markets seem :ali too real. When the 
public perceives that we give up more than 
we ge! in trade negotiatio:q.s, support for open 

· trade weakens, Advocacy gives the American 
peopie some6ing they can reiate to: specific 

, deals. specific exports, specifiC jobs. 
· . ' 

, Let me reiterate that where the nw.rkilt 
mecbanism is working. wbt!re bidding Is. 

· open and tTanspa~ wbere bast and 
bome governments are trot jtwoJved, there 

·	is no needjor u.s. Gov~ tuJ,vocacy.. 
We never imervene wbere tbere is no 
request from tbe U.s. company. Iftbe 
company Is satisfied tbat tbe play/ngfield 
is level. !So are we. Even in circu11J$tances ' 
wbere we are asked to intervene, we bave 
tf> satisfy ourselves tmu our companies 
~ being tnI/;)· disadvantaged by tbe 
intervention ofolber governments, itu:::lud~ 
ing theirf41lure to renu;;tJe egregious 
tradeba~s. 

.' 
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How Advocacy 
Works 

, 

Let's f!Jrn to ho ...... the system ;1.;:rually 

operates, 


Mitocacy Networl< 

As parr of the National Export Strategy, 'We 
have created an AdvoCj;CY Nerwork composed 

. of representatives from each of the 19 U,S" 
Government agencies that have a role in 

. -export trade promotion. The nerwork meetS 
at least everY month and is chaired bY,an 
Assistant Secreuty of Commerce in [he lmer~ 
national Tradt: Adminisuation, Members of 
::he: Advocacy Net"Nork are able to reach [he 
rughest levels of their agencies for quick 
response to 'ad\-ocacy requests from American 
business. The mandate of me Advocacy 
~erv.'ork indcdes the following: 

Strategi<: Planning: .This interagency 
group is a forum that kee'ps the, docket for all 
the projects we ate considering, At these 
sessions we can discuss how to react to an 
,emergency situatiOn, but" we can also ask 
agencies to keep an eye on proje<:ts with a 
lo,nger gestation ~riod, At qmes, other pans 
of the. U.S. G(wemmenr are' brought into the 
nerwork process - for example. the Nuclear 
Regulatory' C()mmiSSion for nuclear power 

" . projects', or NASA for satellite ,p'rojects., 

Information Gathering: Gathering 
accurate and up-tO-date information on 
projects is, qf course, criticaL We rely heavily 
on the U.s, and Foreign Commercial Service 
(US&FCS), Bur we are also ~elped by the ' 

, ability to draw from {he numerous other 
sources In all 19 Advocacy Nerwork agencies. 
For example. the Federal Aviation Admlflistra­
{Ion ar the D<:partmem of Transportation 
regulatly interaCt~ With av~tion authOrities . 
around the globe. This provides a valuable 
source of information on aerospace infraslruc· 
LUre projects. The prindpal supplementS to 
DepartmefH of Commerce sources are those 
provided by the State Department, and the 
financing ~gcncies - Ex-1m. OPIC••tnd TDA. 

Project Vetting: One of the major 

funCtiOns of the Advocacy NertVork is to assist 

in the determination of whethe: it is appropri­

ate to advocate on a particular project -;""" 

particularly those that may mise foreign policy 

and environmental or worker's rights que$-< 

tioos. Where Ex-1m or OP1C fi~ancing is 

involved, v.:e do not provide advocacy if the 

project is outside the agenCies' guidelin~s on . 

these specific issues. Even where a project is 

within the guidelines, the views of other 

Advocacy Network members. such as [he 

Environmental ProteCtion Agency ar:..d the 

Departmem of Labor, are ofter. invaluable In 

determining whether ad.vocacy is appropriate 

for a particular project As you cin imagine . 

many other policy issues can arise when we 

consider wne:her to supporr aparticular 

project. We :nay have a question abom 

whether ,to back a nuclear power project. fer 


'example. There may be an issue relating to 
[he appropriateness of any co~mercial activity 
In a count.."Y w'here we have serious foreign 
policy problems. Thro;;gh the network. we 
have an interagency sounding board. If a 
particular policy i.ssu~ i.s highly sensitive or 
controversial. we will kick It up to the Na· 
tional Economic Coundi or the National 
Security Council. 

Finan~g: The ability to finance U.S. 

exports is an 'obvious key to U.S. success in 

gaining b~siness abroad, I will discuss par~ 


, ucular aspects'of-U.s, financing agencies IJ? a 
momer.t, but let me pOlm out ::he treme~dous 
a.dvantnge we achieve by bringing together 
Lilrough the Advocacy Network 'represen~tives , 
of Ex~lm, OPiC, TDA. and the Deparunem of 
the Treasury to work on panicu!.ar financing 
issues, For the fitst time, we have creared a. 
forum where programs of these agencies can 
be used.to supplement one another to the 
benefit of American busineSs and American 
workers. 

For enmole, Ex-1m fi'nancil'ig of the 

export conre~t of a projeG has on several 

occasions been supplementary to OP(C guaf* 

antee5 or insurance on the investment pOftJon: 


.One example is the Dabhoi power pfOJe<:t in 

Indtl where Ex-1m is providing limited re~" 


course financing, and OPIC has' signed ~n . 

agreement to provide $100 million in all-risk 

guarantees of debt financing and 5200 miUion 

of political risk insurance for equiry and dem 
 11 

http:panicu!.ar


financi!lg. in some of :he$e 'cases, the feasibil­
tty studies for the" project were 'tnitiallY fi~ . 
n~nced ~y IDA, Agencies of other govern* 
ments r.ave iong wor:ked together on financing 
packages. Now. rhrough the Advocacy Net­
work, for the first time, we :10 :00. 

Performance Measures: The Advo. . 
cacy. Network has al.so been active in formu~ 
lacing me performance measures necessary (Q 

assess rhe scope and direction of our advo­
cacy effon. Typical quanti~tive measures 
include the export content of contracts se­
cured ~nd the number of jobs suppo('(ed by 
those exports. Data are gathered to help th'e 
Administration continuaUv evaluate its efforts, 
A summary of this infor.rUtiOn IS included in 
annual reports (0 Congress on the National 
. Export Strategy. . . 

Advof:jacy Center 

The CH:l~n Administration isn't ~he first to, 
help' u.s . .companies, "of course. It is (he first, 
however. to mount such ari 'aggressive and 
,systematic expon'prolflotion stra:egy and to 
infu'se the entire cabinet with such conscious­
ness for the n.eed to do commercial bartle in' 
thiS fiercely competitive global marketplace. 
.: When,the Adr:tinismuion fust started to 

look at an export stJ...ategy, one of :he glanr.g 
deft.ciencies was the lack of a "nerve cen{er~ 
for thts activity. Advocacy te:ided to be racher 
ad hoc. There were several dtfferent agencies 
:nvolved, indudin'g the White House. But 
nowhere was the process institutiona~i2ed and 
conducted as an ongoin.g function. Disparate 
offices were unconnected both physically 'and 

, in terms of communication, ' 
There was no repository of data anc 'n6 

r institutional memory so that me government' 
mlght learn from'!tS experience or measure 

, resuits. . 

There was no senSe of the :leed to have 
the capacity to mobilize resources for the 

~ongoing bat"Je. 
There was no dedicated cadre of people 

.whose sole purpose wa's high-intenSity advo­
cacy, 

To address these problems, last year 'I).'e 

set·up a permanent "war room," which ~e call 
{,he Advocaq CeOler, 

" ' 

The center has undergone quite;.; transi­
tion in the iast year. At first, it was just afew, 
peqpie c:ammed into a dim, gO~'emmenr 
office." As, the team became overwhelmed bv 
requests to' handle mUltiple projects: and' (Q "' 

. prepare Secretary Brown and others for high­
ievel advocacy, trips. it expanded to a few 
more people, still withQut adequate facHities" 
induding computers and sofr;\;a~e. Then. after 

'the resounding succeSs of several advocacy 
effortS ,- examples of which 1 will give in a 

, minute - we took [he decision to make the 
~war room" ,,"'hat it'should be, what It mUSt 

be: a sizable operation. more akin to a WaH 
S~reer trading floor than Jhe' office you'd find 
in a typical government building. 

And that's'juSt llOoUt what we are no't\". 
The new facility is located in the International 
Trade Aciministration of the Commerce De­
,pat"Jnenc We have expanded the team ~o 
around 20 people, and' more are piattned; 
The center is staffed panly by industry spedal­
ists, so that we can marshat'the requisite' 
expertise for specific deals It is tied imo all 
P?rt5 of ilie Commerce Departmem, !~luding 
our'industry and coumry desks, foreign and 
domestic commetcial service, the Office of 
BUSiness Liaison, t.'rJ.e Genera! Counsel. the 
Technolosy'AdminiStfatiOn, and the Bureau of 
ExpOrt Administration. It is- linked to an the 
de?anmer.ts and agencies of the Advocacy 
Netw'ork, with the same Assis(ant Secrerary of 
Commerce having Immediate oversight 'of both 
the Advocacy -Network and the Advocacy 
Center, The Advocacy Center staff is,a'\~Jlable' 
to assist aU Advocacy Nertvork'members with 
their advocacy projects. l~ staffs the overseas 
trade and investment missions led not only by 

. Commerce bue by Treasul)" Energy, OP[C, and 
other departments and 'agencies. 

. Here's how it works, A project comes in 
ftom one SOurce or another. It could be 
through the AdvocaC'f ~e\.Work. It could be 
from a U.S. ambassador -abroad or a CEO who 
has called Secretary Brown Of llnother cabinet 
officer. It could be an alert f~om Ken Brody a1 
Ex-1m Of Ruth Harkin at OPIC. It,couid be 
direcr contact from a senior company offiCiaL 

If we are going co move on rhe project ­
. to make representations abroad, to mobilize 

government finance - we need twO things: 
First, we need a staffing capability to analyze 
and vet the request Next, we' need a senSe of 12 
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deal making urger:.cy proponionn.'j to the bgh 
stakes. ' " . 


The Advocacy Center is designed to 


supply both. 


U.s. Ambassadors and Their 

In-Country Teams 


. If the AdVOC:l9' Center may be' called {he 
AdminlstratjolfS advocacy command POSt, the 
ambassadors and their sr.a.ffs - induding ,the 

. Foreign Commerdal Service - are the from . 
lLnes. 1 have had the' privilege, of serving in 
three Administrations before this one, and in 
~ach case I spent some rime in the, S:ate 
Department. r can tell yol.: one thing for sure: 
:leVer before ha\te ou:: ambassadors played so 
skmfui and so aggressive a role in rommercial 
affai:s, . Tn one embassy after another, 
Americ'a) business interestS have risen to ::he 

top of ambassadorial priorities. Indeed, our 

top dipiomats are gOing head-eo-head wirh 

their foreign counterparts with enthuSiasm' 

and great energy. 


Our advocacy projects are often iniuared 
by our emb3.SSi~S, wru~h al~rt us to alooming 
problem ,or competition. They may be the 
first to know, because travelling tJ.S. execu~ 
lives routInely drop by to explain ,what's 
going on With their proiects. Alternatively: 

,many times CEOs wiil conract us directly In 
Washington. It doesn't marter how :he project 
init~ally comes ;:0 our anemion. however, 
since we are at! on ~he same team, and the 
most critiCal tss~es qUickly find their w~y to' 

the Advocacy Network and Cemer. And:n 
every case. before approaching a foreign 

,government. we will work out a strategy With 
OUf ambassador on the spot, seeking advice 
about who to approaCh and how, ' 

The Foreign Commerciai Service, which 
repolts bQ(h 10 the ambassadors in the field 
and to the Commerce Department, constitutes 
the ambassador's L"UOPS, They (00 have been' 
dohig,a superb job, even though they are 
~dly uod~rstaffed in :Ti'llny of the critical 
pOSts where our commercial interests lre '. 
mushrooming. 

, '1'0 \evemge our limited r«ruurces, we 
ha ve gone to great lengthS to restruc:ure how 

the U.S. and Foreign Comm~r<:lal S~r\'ice 
operates, It used to be tffiH there was a moce 
or less srrict demarcation bern'een the 'domes~ 
tic offices (U.S. Export Assistance Centers) and 
foreign offlce~" Now all of those offices '- 70 
:n the United States and an equal number 
abroad ope:ate as a umted and seamlesS 
giobaJ advocacy newark' 

. ,Financing AgenCies 
, , 

Over the past year, Ex~[m, OPIC, TDA, 
and, most re.cemly, [he Small Business Admin­
Istration (SBA),have spearheaded AdminiStra~ 
;jon efforts to develop a new, aggressive trade 
finance strategy to ,help American fir:ns com­
pete and win overseas. Together With the 
Departmenc of Commerce, these agenCies now ' 
meet reguiarly on a senior level (0 diSCUSS a' 
more integrated approach to helping U.S. 

. firms sen their goods and services abroad, We· 
call' this the Na.tional Expon Strategy ~Rump 
Group, Hand 1 have the pleasure of convening 
it on behalf of Secretary 6row51 in his capa.city 
as chairman of the National Expon Smuegy. 

Because our major competitors often 
provide concessionary finanCing for capital : 

projects tied to the purchase of that countrv's 
goods and services, v..'e, have had to beco~e 
increasingly aggreSSive in combating such 
tactics. Our goal is to see the total elimination 
of [his kind of competition. and we rutve been 

. active in trying to negotiate .:and moru[or 
common ['\lies through the Organization for 
EconomiC Cooperation and Development ' 
(oEeD) 

Bm we have also, reached ttVo ~mportam 
conclusions, One" unti! there Is a real stand­
still on violatIons of the rules, we v.il1 no: sit 
by ane watch others win pivotal deals. And 
secondly, It,1e best way to,get others to abide 
by the rules is to demonstrate that even if L'"tev 
cheat, they won't win, , 

Ex:-lrh has now eStablished a .Tied-Aid 
Capital ProjectS Fund to counter and ultimz.(elv 
eliminate tbe use o.f trade-disroning' foreign . 
tied~aid credits. The fund, operating v..'ith a 
budget of Sl50 million, seeks to level the 
international fielc for U.S. exponers. 

Ex·lm does nor use the Capital Projects . 
.; In recognitlOn at mll CQm~\e inte,9ra~ of me domestic and OVefS(!3S fie~ of!M U,S. and Forei!}O ComnwfClSI Se~, 

wa llr~ now mlemng to lhlS org<lf\It.aOOn as lhe Commercial SCMCC 01 lhe United S,all1S. 
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Fund to initiate credits, bu; is pn!pared to . 
COunter potential foreigr. tied~ald, Whe:1ever 
possible, Ex-1m seeks agreement among 
governments of the OECD against providing." 
[ied-ald. f!nanci~g for projects, If such agree· 
ments are nOt reached, Ex~lrn provides export~ 

, ers wi(h an early indica'tion of its willininess 
to coumer foteig:t offers. 
, ne Str.Jtf;gy is already helping U,S, com~ 

panies compete on a mote even basts WiL'l. 
our major, competitors, Oyet'the past year, 
Ex·lm announced irs willingne~ to match, if 
r.eces~ary. foreign tied aid on major projects" 
Among !he ongoi.ns competitiOns are contracts 
for an airpon:; a hydropower project. and' 
medical equipm,enr in Chma; locomottves. 
airport equipment. and a telecommunications 
sysrem i.n Indonesia; and power plane emis­
sions scrubbers in ·Turkey.' 

OPIC has also become more aggressive. It 
has raised irs projeCt fjnance limits 'from S;O 
milHon to S200'rrtillion per proje<:t. OPIC has 
made capital available/for avariety 'of funds 
that take eq\.:ity pOSitions in proje~ts. .II has 
maqe up to S100,000 per project in assistance' 
for feasibmry/pre~investment studies of enYi~ 
ronmental investment projectS in Asia, 

Both EX~Ir'I,1 and OPJC ate rrio'<;ing towards 
the forefront of new ....'ays to finance large 
projectS overseas, further enhancing the 

. prospect for our firms to compete. ' 
A thirc'ry?e of financing occuruhrough 

, funding of feaSibility studies. The mai:l 
, operation here is IDA. into \\/hich we are 
consolid.ating ,aU feasibility work. TDA en­

':abies .!\men'can businesses to become in- ' 
valved In. the'earlY stage of planning,infra-' 
structure projects overseas, The sn.:dies .. 
include adVice to a bost count:v abour the 
avaHabiliry of appropriate U,S. ~uiprr.ent 3.:td 
services - advice that often leadS to follow­
up comracrs for the feaSibility study conaactor 
and to U.S, exports durina: the project'S imple~ 
mentation, Like Ex-1m and OPIC, IDA has 
become mOre aggressive than' ever. 

All three agencies iead trade' and invest­
ment missions of U.S. business lead'ers', .AJld 
under the National ExpOrt Strateg)·. aU three 
ager:cies are working closely together to giV~ 
U.S. firms a pow~rfut combined financing 


'capability to compete abroad, 


Presidential Business 

Development Missions. 


The Clinton AdminiStration has gh·en 

special priority to what we call Presidential 


, Busine~ Development MissiOns as a tool of 
advocacy. These are not rhe usuai trade, , 
miSSions. that have taken pl..ce in pa!i~ Admin. 
istratJons. The pteparation is much more 
extensive, 'The e~ort is much more Intense, 
The 'focus is on real, deals, The follow~up is . 
cOr:lprehensive, And the results m date «.atch 
the effort. 

I could illustrate these'deal-maki.:1g mis." 
sjor~s with reference to anyone of several that 
Secretary Brown has taken - ~o the Middle 
East. to South Africa, to Rcssla, to 3razil and 
Argentina, and to China, A verY recent mis~ 
'sion travelled to India. 50 ier m~ discuss that 

one. 


The Indian tfiP prepar.1tions began several 
~onths in advance. From the beginning, we 
identified ~ome 50 projects in ,o.:hich U.s. firms 
had an interest Extensive information was ' 
gatheted from the embassy. through the 
Advocacy Network. and from American com­
par,ies involved in India. 

Early last year. Energy Secretary O'Leary 

'9.'em :0 India and raisec the profHe of U.S. 

finns srr:iving to Win big energy contracts. 


LaSt Novem~r, I tOok a small delegation 
, from the Vs. Government IO New Delr.i.,. ' 

Bangaiore, and Bombay. We spent .a week 
with U,S"Embassy.officials. Iridian Govem~ 
mem leaders, and a large number of people in 

,both ehe U.S. ai}d indian private sectors.' On 
m~ basis, we put together :J. more refined 
analysis of the. possibilities - not just for 

. SecretarY 'Brown's trip, but for projec ....s me 
Administration CQuid suppOrt over the next 
few years. • , ' 

"When T returned from India, the projects 
on which we wanted to focus,undetweiu a 
thorough vetting for aU policy considerations. 
That vetting induded bOth the embassy and 
(he interagency' Advocacy Network in Wash· 
ington, . 

Secretary Brown's advocacy ,efforts during 
his trip focused on twO kinds of,projects­
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those leacing to die awarding of contracts and 
those {hat we still need to push along because 
they need.~d more time, 

In the event. the trip ex<:eeded expecta~ . 
tions. Over 57 billion of transactions was 
announced, encompassing pr9jects in energy. 
telecommunications. auto, paf"T.5, environmen~' 
tal tec~nolcgy:and health care, 
. ·Since our return from India, we have ' 

r~maihed single minded abouc'follow;-up., 
'Coing into the trip, we were hdping for about 
S3 billion ::1 r!1).!1saction sig=lli1gs, for example, 

, but Secretary Brown's list'inc:uded over S16 
billion of advocacy, projeCtS ,for the longer 
term. Where there is a "memorandum of ' 

,t:.ndersundinif or a "letter of in[ent,~ we are 
laying the groundwork for '±'.e next stage to 
happen, I Whj~re action sriH nt.:eds to rake 
place. we are keeping the project high on the . 
od.ar screen, Our :ambassador an:d his team' 
continue to push from their end, So will aU 
the cabinet a.nd subc:abinet people wlto 
travelled to India.. ' 

, The foHow-up fO a Presidential BUSiness 

Developm~nt Mission often includes the ' 

establishment of an or.going commercial ' 

forum where the cwo governments and their 

pnvate sectors can continue discussions 00 

tr.lde and investment opportunities in critical' 

·sec<ors. In Cn,,,,,. we estabHsoed • Joint . 

Commission on Commerce and Trade (0 look 

at everytt"lJng from telecommunications to 

environmental projeCts. In india, We 

launched the U,SAndia Commercial Alliance", 

with particularly heavy focus oh l!,SAndia 

business ties in key industrial sectors, and on 

lie·ups for small~ and medium-sized busi~ 


nesses from both coumries. 

The Advocacy Cenre, is the captain of the 

f9How-UP team. The fuU-coun press ~'On't let 
up. 

Other Advocacy Tools 

The advocacy team in Washington and rhe 
ambassadors in our embassies abroad are one 
team. When It is deterrrined that a project is 
worth fighting for, we have several alt~ma-
ti....es in additlon,to those- I have already 
discussed. 

In vit1\Jal1y every case, Our ambassador 
will be asked to discuss the matter with seruor 
officials of [he host government 

In many cases: cabinet officials like Secre~ 
tary Brown will send a letter to the key for~ 
eign government officials e;q,ressing th~ 
Administra:ioh's strong views on the need for 
an open and transparent bidding process or, 'if 
the deCisions are down to the wire, on the 
hope that U,S firms are serIously consIdered, 

, Many times, such letters are followed up wtth 
direct. phone. calls from Washington, often w:th 
personal visits either at subcabine['or cabinet 
level. coo, -i'e also take every opportunity to 
push projectS of U,S. firrr.s in the courSe of 
doing.other business with foreign govern~ 
ments, For.ex.ample, not long ago Secretary 
Brown ~s a~ the headquaners oCthe EUro­
pean Union in Brussels on consu!ta[ions aoom 
trade and telecommunications policy" While 
there he took the opportuniry [0 meet with' 
rep officials in the Be!gian .Government to 
support several American firms competing for 
aprivatization projec:. The last time [ went co' 
Japan for trade negotiations unde: the "frame~ 
.work" I spent a good deal of time pressing on 
behalf of V,S. firms bidding on the Nagano 
Olympics: 

. Advocacy Focus 

We. of course, seek opportunities to 
promote U.S. sales and support American jobs 
wherever we find them throughout the Vo.orld 
- without rigid. preconceived noUoM of 
geography and sector. The key; issue is that 3., 

U,S, rtrm comes to us for help. the playing 
field is not level because of :;mocher " 
government's involvemem, and the pro\ect is 
imponant to l.1e U.S. economy. Nevertheless, 

'given scarce resources and the need to build 
expertise; we do need a <:o~bined geographi­
cal and industry focus. ' I. , 

Our prlmary country focus is the Big 
.Emerging ?v1arkets - the HEMs,' 

In Asia they are'the Chir.ese Economic 
Area (which includes China, Hong Kong, and 

, Taiwan), South Korea, Indonesia, and India; in 
Africa - South Africa; in Central E~rope ­
Poland and TurkeY; and in ~tin A:nerica ­
Mexico. Bmt!!, and AIgen[ina', 

S For a more comp!&!6 explanation oj trhl! Big: Emerwng Markel Strategy, ~ "Sig £metglng Markets: Intemalional Commercial 
Poticy lor the Twenty·First Century: bejo'te !fie New YOtk Chamber of Commerce and me New York City PartnerShip. N, Y .. N.Y, 
DtK:ember 2,1994. " 
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. , . 
Out calculations indic.a~e th;;tt by the [urn 


of this .cenrury ~ jess than five years a~ay ­
the ten BEMs as a group will be importing 


. 	more from us than :eirher JaPan or the Euro­
pean Unlon (see Chart 9), By the year 2010, 
their impottS could well exceed those from 
both J~pan and Europe combined, Ii fact, 

, during the period 1990 • 2010, .the BEMs could 
aCC3um for $1 trillion in incremental U,S. 
exports, . , 

Our expOns to the BEMs totalled $106 
billion in 1992, appr0X;imarely a quarter of our. 
exportS, But while the ratio of Big Emerging 
Marker\s GDP to the Industrialized World's 
GDP is 1 to 4 today, it will be 1 ro' 2 in less 
~han 20 years, We expect that BE.\1s will mor:e 
than double their share of wor1~ imports, as 
y.rell. rising to nea'fly 27 percent by 2010. No 

, other category of market shows suc,'1 dramaric 
growth potentiat 

. In QUr in-depth studies of such BE~ as· 
Indonesia, China. Argeritir.a. and BrazH. we, 
have f~rmulated a. vision of the areas whe~e, 
their ~mports are likely to be greatesL This, in 
rurrt leads to our sectoral focus. ' 

, . 	 Severa! clus:ers of tndusr:ies are high on 
!he list. They include:' '> 

• Information technology, 'including 
telecorr.munications, computers, and 
soft9.;are; 

• 	 The tra'nsporrarton indus/f)I, induding 
, aviation, automoti,,:e trade, and the 
services and equipment needed £0 

build modern rail SyStems and airpqrtS; 

• 	 Energy technoiogy, especlaUy for the 
~aring demand for. electric power: 

• 	 Healtb Care tecbn%gy, including 
advanced medical equipment, pharma~ 
ceut!ca~s, biotechnology, and hOSpltai 
management services;' 

• 	 Financiai services, in~ludlng banking: 
insurance, and the se<:urities business, 

As in the BE-\{ category itself, mese ~Big , 
Emerging sectors~ are illustrative; ,they are not 
our exclusive focus, and priorities may . 
change. We also have a grear in'rerest' In 
advanced materials, in the chemical 'industry, 
and in f~dustrial machinery. for example, all 
of which could be'added to the initial 1i.St. . 

lneeed, a sectoral focus 'should not be 
, equated with an' ~i.nduStriaJ policy~ of any 

kind, It does not involve picking winners and 
'losers, but r3.ther,it supportS those industries 
. where we know, ',",lithout' doubt, that markets 
abroad are expanding, where the United States 
is already doing well bur could clearly do 

,better. A secrora1 fociJs is driven by a careful 
r-:....----------:--------~---__, .assessmerJ: of market poten­
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. . Chart 9. tial in .each BE.~. 
U.S. EXPORTSTO BEM" E.U., AND JAPAN _ it is. however. important 

to have a starting point for 
our advocacy approach. 'even 
if it, is jUSI that - a point of 
departure. 

Assisting Small- and 
Medium-Sized 
Businesses 

,AdvocaCy isn't just for the 
big guys. W:e are deeply 
committed to our effons ' 

beyond· the Fortune 500 c:omparues_
In fact. the lion's share of our ~uman ,and 

finanCial resources in _t:'ade prommion at the 

Billions 01 Deltars 

1994 	 2000 

• 	 Environmental tecbnology, inc1ud~ng 
poilution control.equipment and 
cons':liting services; 
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Commerce Department is devoted to l...'IOSC 

who can benefft most froin' federal gevern, 
ment aSSistance - small- and medl'jm~sized 
compa:r:ies, Tl is (rue that high-ir:tensli:)' 
advocacy makes the headlines, and it'is also 
understar::dable, I believe. In addition .•t IS 

important to realize :hat there is lude else that 
the goverr.men: csn do for the FOITJne 500, 
for they are generally far ahead of IJS in how 
to deal in the global marker. Moreovec don't 
forget that when a big fmn W1ns a big deaJ 
overseas, the fortunes ,of many 'snaU- and 
mec.iL:.i:n-sizec suppliers - ar:d the thousands 

.'of communities in which t:"ey reside - are 
boos~ed, too. 

But this is juS( ?art of the story, ~lost 

SIT'.aU- and mediu~-s'zed firms don't ask for or 
need hlgh~intensity advocacy. They need 
trade financing and working capital. They. 
need marketing advice. They need imrod'J(­
tions to foreig:1 decislor.makers. 

Helping these small- and medium-sized 
firms in this way constitutes mOST of what the 
]memationo.! Trade Administr.ltion does. 

In our data bases of thousands of ~su-cce$S 
stories, ~ over 90 perce~l.t of the cases involve 
smal!- and medium-sized fjnns. 

About 80 p~rcent of the budget of the 
US&FCS and nearly 60 ?ercent of what we 
spend on export promotion in the Interna­
tional Trade Administrarion LS atC1ed at hel?~ , 
ing srnaH- and medium-sized busmesses, 
Vinually all [he export' promotion' event5 
sponsored by the US&fCS are aimed at smaU­
anc medium-sized Hnns - trade shows, trade 
missIons, etc, . ~ 

To rake another example. we have a Trade 
IrJormatior. Center that anyone can call 0­
800~USA~TRADE) for exporting heip" [n 1~4, 
we received over 57,000 calls, ::-.Jinety-slx 
percent Wf~re- from small businesses'; 55 
percent of the calls were from representatives 
of cOfOpanie:5 who employed less than 10 
people, DirE:ct suppotr for these firrr<$ may 
not always involve top cabinet offici~, but 
senior camr::·erc1al officers in our.embassies 
arpund [he worid, strongly suPPOrted by their 
ambassadors. make representations on behalf 
of smail- anc medit.lm~sized :;.$, firms every­
eay. The:r efforts are meitiplied by others ir. 
the Aoministtation from State, Treasury" 
Energy, and. Transportation - because we are 

keepl::1g similar lists now, coo:di:1ating 3.;;­

proaches, foHowing ;;p on one another's , 

efforts. ' 


Moreover, every one of the Presidemial 

Business Development Missions and, for rhar 

matter, \tirrually ajj the more routine trade' 


, missions, include executives from sman~ and 
meGlum-sized firms. A few examples; t'he 
CEQ ofia compar.y called Environmental 
Rer.1ediation Technology'. based in Climon, 
MisSISSippi and employing fjve people, wen: 
'to RU$si2 with Secretary Brown. The CEO and 

ow~er of Systems Inregnned, ;rom Ounge, 

California Jt:Id eGlploying 50 people, wen~ to 

China. Th,e CEO of Brooks Sausage Company. 

from Kenosha, Wisconsin 000-150 employ­

ees), wem on-!:he :nission 10 South Africa, 

Over a third of t.."1e 'business delegatIOn to 

India were medium-sized firms. . 


We also have p:ugrams :.argeted for minor­
ity~owned bUSinesses. On the eve of the 
t-:AFTA vote in December 1993, for ex.ample. 
Secretary· Brown led such amiSSion to Mexico. 
In mid~Febf'..lary, one of our Assismm Secretar-., 
les led- a similar trip to BraZiL Our new 
Expol1 Assista:lce Centers around the Unl:ed 
Stares are designed especaUy to service 
srr.ailer f:rms wishi:1g to have goveminem 
help. They consolidate under one roof :he 
fun se!'\-'ices of aU our export promorior. 
agencies, including trade finanCing, thereby 
creating a _~one-5tOp" ;ocauon> These cemers 
a.re up and :unning In Baltimore, Chicago. Los 

'A_"1geles, and.Miat':1i. Eleven more are planr.ed, \ 
for 1995 in the following cities: Atlanta, 
Boston, Cleveland, Dallas, Denver, Detroit. 
S"ew Orle:ms, New York, Phitade:?hia, Sea.ttie, 
and SL loutS. 

In addition, we are making a major effort 

to link our federal effottS ro SUite and local 

export promotion services where small- and 

rr.e-dium~sized companies are more heavily . 

involved, This- is one of our big goals for 


'1995. In early January, I mer With a!1 or:ganl~ 


zation called. the New York City Partnership to 

discuss how we can work more ,closely with 

the City's export promOtiOn agencies. We are 

deepening such linkages with organizatiot.s in 

Califo:-nia. We will mount many more effons 

like :his. 


In several countries, we have now·estaD- ' 
.lis-hed specia: U.S. Commercial Cente:-s oLltside . 
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of the embassies [Q provide a broader range. of 
expo'rt enhancing activities for U.S. firms, 
particularly smaller ones that do not have· 
foreign operations and support systems, and 

need information and marketing help. 'LaSt 


, year, we opened U.S. Commercial Centers' in 


.. . 


Sao Paulo and in Jakarta. We plan to establish 
one in Shanghai this year, and eventually in 
India and in all the other Big Emerging Mar­
kets. We have recently ·set up" several similar ,
business centers throughout th<: former Soviet 
Union . 

,. 


.' . 
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Examp/(Js ofAdvocacy 
EffortS 

Ler's turn'·now (0 some specific examples _ 
of oUr advocacy efforts, In wha~ I am. about 
to describe. however, there should be no 
inference that somehow the U.S., Govern.­
ment itSelf ,«ins deals or deserves credit 
for the contracts. In every case, it is the 
U.S. firm that has lnvesred the time and 
resou.rces. If a contract has bt!en won. it is 
because the firm had the best product, the 
best price. or both. But as r said before, 
when the piaying field is ani.f!daUy tilted 
because fOreign governments are weighing in. 
it helps to ha"lC Uncle Sam ,on your side. 

Brazil: The SIVAM Case 

The Brazilians decided some time ago that 
they needed l '9.'ay to morutor what was 
happening in the vast A.rn;azon basin. "SIVA..\f" 
is a Btazili.llrt acrony-m for the surveillance 
project, which consists of a miXed satellite! 
aircraft/radar system Llult would allow Brazil­

, tans 10 SpOt e-nvlronmemal degradation (such 
as destruction of :-ain forest); to be more 
effective in drug interdiction, and to serve 
other land use planning pu-,?oses. 

LaSt spring, the project was offered fer 
international bids, and (n che fi:1ai round, the 
bidders boiled down IO a us consor.lum lead 
by Raytheon and a frenCh group lead by 
Thompson CSF. The French were ~xttemeiy 
aggressive both through their embassy and 
their offering of financing. They were cl~ 

, -:"' very close - to winning .the deal. 
In late March 1993, I was down in Brazil 

[0 look for opporruruties to promote the U.S, 
commercial interestS and to lay the ground­
work for a Presidential BUSiness Deve!opmen: 
Missiori whkh Secretary Brown woul<i lead a 
few ffionths ,:arer, As l result of work pulled, 
together by I:he Advocacy', Network and the 
Advocacy Ct:nter, we were armed with de~ 
tailed inforrr.ation on the STVA..\1 Project., 
'W'orking with the Embassy, I met ~ith senior 
Brazilian offiCials to (ell them how important 
the deal was to the United States, and I mer 
witn represe-ntatives of the U.S. firms involved. 
from Br.1zil, I called Ken Brody. Chairman of 

Ex-1m, and Secre:ary Bro ....m to alert them to 

the competition our companies were fadng 

and the very real 'prospect we would lose rhe 

deal because of French aggreSSiveness. 


Upon retuming to Washington. we contin­
o ued to mon.i:Of the projec[ until Raytheon' 

came in to see several agencies, saying [hey 

had 'aU but. lost the deal :0 the F:-ench, alieging 

massive French Government suppor::, pOinti.'1g 

ro the. fact that the french comparues inVOlVed 

were sra:e-owned companies. and asking for 

all s{ops ;:0 be puHed Out. At that eleventh 

hour. the Advocacy Network was called into 

action, and we met every day. at 8:00 a,m,. for' 

abom !:'Wo weeks to plan and lmpieme!"lI a 

swuegy. I chaired the group. but reported to 

Secretary Brown every afternoon to receive 

g..Jidance. . 

In rapid order. we were able to make 
sever.11 things happen. First, {he heaG of our 
National Oceanic and Atmospheric Admhistra­
:ion con~cted hiS counterpart in Brazil to s5iY 
how important the projeCt was to the AdminiS4 
moon. His letter was followed by one from 
'the Administrator of the Environmenta! Protec­
lioo Agency and by the head of NASA to their 
counterpartS in Brazil, Meanwhile: both Ex-1m 
and OPIC were examining financmg alterna­
tives with me U,S. consortium, and reporting 
iYJ.ck to OUf group. IDA was preparing a 
proposal, too. Then Treasury contacted me 
French Go'(emmem and asked for information 
regarding'its finandng offer. if'Jormatio.n 
whiSh was never :eceived in a fpfm that was 
dear enough for us to be' sure exactly what 
rhey were offering. So, in the heat of [he 
competition, Ex-1m Ilad no chOice but to tell 
the BraZilians that it would match the French 
Government's offer" On top of that, President 
Clinton then sent a letter [0 me Presidem of 
Brazil, expressing support for the U,S, team. 

Secretary Brown men wem co Brazil with a 

group of U,S, chief execuuve officers, includ~ 


ing the chairman of Raytheon, JUSt as me 

French had been dOing for many months, the 


. Secretary and bs delegatiOn pressed hard for 
u.s, interests. Nothing was decided while 
theY were there, 

But when he: returned, Bro'\lm was of! the 

phone vu-ruaUy every day with Raytheon, 

BrazHlan officials, and Ken Brody of Ex~Im. 


OUf embassy in. Brasilia was working around 

the dock on the project, A few weeks later. 
 19 . 
Secretary Brawn and Raytheon were notuied 
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{hat the Brazilians ~ecided)n favor of 'the u.s, 
group, The result waS mar the Brazilians saw 
that based on price and technical quality, the 
Ra,°ftheon offering was superior and awarded 
the cOntract on that basis, The amount of 
tha. coruract alone was $1.4 billion With a 
U.S. export,conrenr of approximately $700 
million, The expcr. conter.t alone should 

j support some 12,000 (0 15,000 higher paying 
jobs in the United States. The contract is now 
awaiting action by BraZil's Senate. 

China: Multiple Projects and 
McDonnell Douglas 

China is an important c~se smoy. because 
it illustrates how our advocacy system works 
when it cornes'w a'market with many 
megaprojea:s, btl[ one where the foreign 
compeduon is eXCeptionally fierce. too. 

On September 2 last year, Secretary .. 
Brown concluded a Presidentiai BUSiness 
Development: MiSSion to Beijing, Shanghai. 
Guangzhou, and Hong Kong, Numerous 
deals were concluded, aggregating (0 ap~ , 
proximately $6 bimon. Equally'important, 
Brown was pushing for over $25 billion in 
projects that could be awarded months. even 
years. after the trip was over, Among the 

'firms involved were Piu1ey Bowes, TRW, 
Sprint, IBM, Wesrir:ghouse, AES Corporation, 
Entergy, General Eiectric,~.md AT&T. It was, 
witpout doubt a highly succ;:essful mission, 
bur the results were not achie\;ed overnight. 

, In fact, I led mio preparatory lOpS to 
China to identify projects and try to push 
them along, In addition, in the spring of last 
year, the Chinese Minister for Trade, one of 
{he key Vice Prem.ie~. and one of the most 
important Chinese officials dealing with 
scien<:e and technology. all visited the ,United 
States, where several. senior officials in' the 
AdminiStration pressed hard on behalf of 
specifiC deals pending for U.s,' firms. For· 
several months, our ambassador in Beijing 
was pushing Chinese offiCials on these same 
projectS, 

In WashL:1gton, there was heavy "letting of 
the projectS by the Advocacy Net"'Nork, The 
Advocacy Center was in full gear, 'Secretary 
Brown and his staff were in ~onstant commu­
nication with key American firms doing 
business in China. 

When Brown arrived in China With 25 
CEOs representing small, medium an.;:! large 
companies and a high-Powered iIiteragency 
deieg2tion. there ",",'as no do~b{ in our minds. 
Or in the mf:1ds of top Chinese officiais,· what 
.we were after. We had done Ot;r homev.."ork, 
and we had worked closely '\l.i~h ocr Chinese 
councerpans SO that they had focused or. the , 
same priorities we had. 

,Secrerary Brown had a dear. mission, A 
centerpiece of every 'discussion he had .was 
the deals sought by U,S. firms. ' He brought
these up in big meetings ana sr.ta.!I, He talked 
details~ These diSCUSSions Hx>k place With the 
President of China, the Prime ,\1inister. two 
Vice Premiers, and several mlnislers. Our 
·a.mb.assa~or was follOWing ,up on the heels of 
every discussion. 

As in the case of SrvA.I"L nOt everythir..g 
happened on the trip itself. tn fact. from :he 
minute his pl:ane returned to Washington. 
Secretat}' Brown led an imensive push [0 close 
some of the deals that were still open. 

One of these was a major aircraft sale to 
China by McDonnell Douglas. The firm had 
an existing agreement with China to deliver 40 
air9"aft to the Chinese beginning in 1997 with 
~ptions that ,,-'o\.sId allow for an additional 130­
planes by the e!1d of (he decade. The tota! 

value of the 40 aircraft program exceeded $'1.2 
billion. The comract could be walth as much 
as $7 billion if aU 170 planes. are delLvered, 
However, Beijing wanted the planes bU~lt in 
Chi:1a. 

Last November: monrns after [he mission, 
Chinese Vice Premier U L:mqing, with whom' 
Secretary Brown had long discussions on the 
project in' Beijing. came to Washington. While 
he was here, McDonnell Douglas signed a 
Trunk Aircraft Program Contract Amendment. 
which modified the t:ne-existing agree'mem by 
specifying that the fu'st 20 aircraft would be 
produced in Long Beach, CalifOrnia i:15tead of 
China. 

Indonesia:" Paiton Power Project 

In late 1991, [noonesia announced plans to' 
do what others in Asia had failed to do - . 
initiate an extensive priv~{e power program. 
To achieve tbis goal, the government decided 
·to invite foreIgn companies to bid on tbe first 
privately fi.nanced build..own-trans~er, power 
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. plant in Paiton. East Java; The project. valued Jakarta. fn May 1994. Ex~Im Bank Chairman 
at over s2.6 billion, involved setting up a Brodv also visired }akan:l.I to unaerscore our 
turnkey op~~ration equal in generating capaCity com~it:nem to. the Patton' r;rojecL and to 

10 over 37 percent of Java's current elecltical encourage the IndoneSian Government to rake 
supply. additional action on its economiC expansion 

Dozens of companies expressed interest. plans. All of these efforts were undertaken to 
.	bm i.n the end or.ly tvtO propo.sals, were , ensure that Mission had the support it r.eeded. 
submitted. The first was from a u.s. com~ . . fn facc Mission needed [0 fight hard co keep 
pany: [mernatior:al ~lec[ric fncotporated (lEO, its competitors at bay, for con:panies like 

<	The .second was from an Indonesian COnSOr~< Hopewell of Hong Kong and mhe:rs we;'e s:ill 
tlum, Blmamara, which had pannered with hoping they would find a v;-ay to get back in: 
Hopewell Group of Hong Kong. Hopewell. In the end, the two-and-a-half-year long 
owned by the billionaire indOStrialist Gordon' effort to suppOrt Mission Energy's bid paid ofL 
Wu. wa,s a hands~dowo faVOrite given (he Secretar:' Brown. during his November 1994 
de~ of lIS e,"tperience buildmg large power viSit [0 Jakarta, witnessed the signing of a' 
plan"\S in Asia. However, within five weeks m..ernoi.lndum of agreement bem-een the 
after submitting its joint proposal with [ndonesian Government and Mission Energy 
Birrum~ra, HopeweH' dropped out Bimantara to su?ply $500 million of U,S, equipment'and 
then approached IEI about partnering on me se:vices to the Paiton Project., Then~ on April 
bid. 21. E.x·lr.l Bank. OPIC. and the Japanese Sox· 

The'Indonesian Government, citing a need 'lm Bank. along with, several commercial 
for more cdmpetition. c~ned for a second . . lenders, were able to put (oge(her a financial 
round of proposals. A U,SAec conS<?rtium, of package that allowed Mission to meet an 
~Ussion Energy, General Elearic, and Mitsui Indonesian Government deadline to get the 
responded: With rn."O bids lit hand, the project funded. ,Acc;:;rding to Mission Energy, 
IndoneSian Goverrunenr opened negotiatiOns the t0t2.1 value of U.S, goods and sef'\.'ices is 
with lEI, The negotiations, after six months of expected to support: ),000 U.s jobs. ' , . 

. false starts. collapsed completely. p.a·ving the 
way for Mission Energy to negOtiate in earnest , Mexico: Environmental Projects 
for the Pailon Project. . , 

Over the next 12 months, the U.S. Gove~n~ Not ail :he advocacy we do is so bigh, 
profile. And, as I said before, most of itmen! moved Into action to support MiSSion 
relates to non-Fortune ;00 ftrmS, The case ofEnergy. The U.S, Ambassador to IndoneSia 

environmental projects in M~x..ico is mustra~
wrote letters of support 00 behalf of Mission 
tive,·Energy and $l!nt Washington monthly updates 

Follo~ing the signing of NAFTA and rhe.on how me PaitOn Power Project talks were 
AdminisIration's strong commitment to pro-'·progr~SSi!1g. When it looked like the negotia:' 
teeting the environment, a key component of" {ions might stall. our ambassador arranged for 
our National Export Strategy became he:p(ng .

the IndoneSian Paiton Power Purchasing' 
U,S: firms to penetrate the market for environ· 

Negotiating Team to visit 'Washington In Apri! . mental, technology, and services south of the
1993 to meet With setect, U.S. Government border. We established a special deputy
offiCials at the Depanmems of Commerce, assistant secretary for environmental technolo-, 
Eneq,oy, and State, and Ex-1m Bank, Secretary gies exportS in (he Department of Commerce. 
Brown, m bilateral meetings wlrh key Indone­ We did extensi ....e market studies, We sent 

si~n Government officials, also raised U.S. 
 'senior offiCials to Mexico to explore possibili­
suppOrt for MiSSIon Energy and seru advocacy ties for U,S, firms. , . 
lerre!'s of suppon to ke;.-' Indonesian ministers The market for environmental productS in 
:nvolved tn the project on Mission's behalf. Mexico is highly competitive ''With the Gef~ 
. In early 1994, I went to Indonesia With a . . QUln5 and Japanese focusing intensely on 
smail group from Commerce and pushed the gaining market share and with -considerable 
project with senior government officials in support from ~lh Bonn and Tokyo. 



For the most part, the A.dministratiOn's 
, 'advocaCy tools in the environmental s'ector of. 

Mexico 'have consisted of working closely with 
U:S, companies to provide marketing advice 
and financing. Tl:1e Advocacy Center is pr.ovid­
ing backup as necessary, but our embassies' 

, and government financing agencies in \X:ash­
ingroo ire bearing most of the load. ., 

And there have been some' real successes. 
In June 1994,. United States 'Filter Corpora-. 

tion won a bid to invest $20 million in 
Cuernavaca, Mexico to build the country's first, 
privately funded ~astewater treatment plant. 
U,S. Filter'will operate the plant for 13' years 
an'd then rurn over responsibility for the plant . 
to Cuernavaca. This project .was important for 
twO reasons: first, it represented the first maiqr. 
u.s. environmental investmem in Mexico since 
the passage· of NAFTA; and second, it was the 
first U,S', presence in'a market that will evenru-, 
ally build or upgrade. more than 100 municipal 
?Jastewater treatment plants over the, neXt: five 
years. These projects represent approximately 
$770 million i~ potential business for U,S. 
companies. 

In early summer 1994, Metalclad Corpora­
tion won a permit to build and operate 
Mexico's first integrated hazardous waste' 
treatment plant. The projected long-tepn value 
of this investment is $100 million. This project 
represe~ts the fiist U.S. presence in a market 
that will implement approximately S 1.4 billion 
in hazardous waste management and treatment 

I, projects in the next few years. 

Thailand: Strategically Supporting 
Contracts Which Can Lead to 
Substantial U.S. Exports 

Sometimes we push hard for engineering 
and design contracts which will lead to sub­

'stantial U,S: sales in the furure. 
After months of review, ihe field of !Jidders 

'for the engineering design contract for' 
'Bangkok's second international airport, requir­
in'g over $1 billion in constructiOn, was re­
duced to two contestants ..;....: the U.S. consor­
tium of Murphy Jahn-Tams and the French 
Government agency, Aeroport de Paris.:Bmh 
bids ~ere dose in 'terms of technical merits 

and price., However, the French Governmem 
was enhancing Aeropor! de Paris's bid With 
advocacy efforts such as offering soft loans for 
project components and sponsoring a trip' to 
airport facilities in France for ihe decision­
makers. The French were expected to win the , 
deal. Therefore, U.S. Governmem advocacy 

assistance became the ammunition needed to 

counteract the French efforts and level the 

playing field. 


Officials at the U:S, Embassy recognized 
the ~eed for adv'ocacy at the early. stag'es of 
the bidding, process and provided continuous 
suppOrt througl} the ambassador az::td commer­
cial officers who met with and sent !errers to 
the Thai Prime Minister anq other decision­

. makers. When advocacy became the needed 
weapon for a U.S, win, the interagency Advo­
cacy Network kicked into high gear and 
implemented strategiC actions. /vl advocacy 
team was 'established, including Ambassador 
Lambertson' and his commerCial officers along 
with the Depanments of Commerce and State, 
Ex-1m, and IDA, State' Department Under 
Secretary S'pero advocated on behalf of the 
U.S. firms during her visit to Bangkok in early 
1994 and her Ocrober meeting with Deputy 
Prime Minister Supachai. SecretarY 'Brown 
advocated for the U,S, bid during his bilateral 
fI.1eeting at APEC last November. Ex-1m 
offered competitive financing to match t~e 
French soft loans, and Chairman Brody pro­

, vided a scrong advocacy letter to the Thai 
. Government. TDA offered a ·5500,000 training 

grant and a.lerrer of support, 
After several months of nervous waiting, 

on April 17, 1995, the U,S. team was notified 
'that it had submitted the lowest project bid. 
The formal'contract signing is scheduled for 
May 24. The contract, valued at 531.7 million, 
is expected co pave the way for other U,S, 
firms to compete for several hundred million 
dollars wonh of airport constru~on-related 
projects, such as avionics!navaids, communi­

. cations systems, baggage handling systems~ 
passenger loadiilg bridges, people movers,. 
etc, In -addition, the facility will be an interna­
tional showcase for'avtacion and,airport 
technology. 
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" Overall Results 

'In these days of severe pressure on bud·" 
getS and. ime-rJ.Se anentiOn to government 
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efficiencv. it is more important than ever to try 
to meas-~re the cost effeCtiveness 9f any 
government activity, -Advocacy is no excep­
tion. We need to be effective, and we need to 
be'satisfied v,':,t.'1 the results, . 

. In 1994, 6e Canton Administration was 
involved In· providing advocacy on transac­

Chart 11 breaks down the successful advoCacy . . 
projects by industry. 

So far in 1995, we are runr.:ng about S10 
billion in advocacy p:ojec~s per quam:r, about 
half of which is us. export content. ~h.a1112 
indicates, on an indusrry basts. ''tI;'here we see 

the current advocacy project· 
oPporrul'li5ies over ,he next' 
several years. 

When it <:omes (0 'smaU~ 

and :nedium-sized busi­
nesses, our records are nO{ as 
precise as we would Hke: 
hOl:vever, they do show that 
the Advocacy Center itself 
has assisted in securing 51 
bilJJon in contracts, With 
approximately 5500 million in 
U.S. expol1 content. suPPOrt­
ing ;Jbou~ 8,000 jobs. 

ThiS is not a bad record. 
My guess IS, moreover, that it 
substantially uncierestirruttes 
the value of advocacy since 

we still do not include the. numerous imerven~ 
tions that our ambassadors are increasingly 
ma¥ing, nor the many seemingly routine 
activities that seem to payoff, 

Not long ago, just to take one e:cimpie: a 
company in Maryland asked' us ~o intervene in 
a he~ted competition taking piace in VieL-llim. 

tions - where (;.5. compa­
. :1ies got the bUSiness - with 
a U.S. export content of some 
520 billion. That is export: 
co~tent. ·The \'~lue of the 
transactions themselves is 
estimated at somewhere 
around $46 billion. 'Twenty 
bHlior. dollar.; ~f exports is 
eStimated to support some 
300,000 US. :obs which, on 
::Hremge. pay more than orher 
jobs, 'as I mentioned at the 
ourser. Chart 10 depicts the , 
U,S. export content of Our 
successful advocacy proiecrs 
:rom J.nu.ry 1993 through 
(he fi:srquarter 1995 - and 

Chart 11 . 
SUCCESSFUL ADVOCACY PROJECTS 


BY INDUSTRY' 
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shows the dramatiC Impact that the Advocacy It first made contact v.ith our new Export 
Nerwork has had on our advocacy efforts. AsSistance Center in Baltimore, which then 
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,.. 
contacted the Advocacy Center. A.fter vening '. S~:fOt1g, detailed -advocacy lette::s, We did. The 
the project. we determined ~there was a solid company. won the deal. ' The nymber of such 
case, But we 'have no official relations with letters that we in the Administration 'send like 

,Vietnam. so aU we could do was to send SOme this are tOO ITIany to CO'!.lnt, 

Chart 12 
ADVOCACY.PROJECT OPPORTUNITIES 

BY INDUSTRY' , 
Oll1tr [Oeltnst
Servien. me') 
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Reflections on the 

. Future 

W'e have had to make up for many years 
· when mher governments recognized the 

03flU"e of IIlternational competition .:....- and· 
took operational steps to deaI with "it - whUe 
we were precoCcupied 'tvith other (hiogs. But 
in 1993 and 1994. we have made great strides 
in catching up. We are also trying to do a 
bener job of inIormhlg the public what our 
goals are and how we intend to achieve them. 

Advoc~cy Is Not Corporate Welfare 
. . 

OUf efforts to support U.S, businesses 
abroad have not been without critiC;s. 'Some 
have tried:o tar advocacy as a form of ~corpo­
ra.te welfare." bur this is a g!Dss misreading of 
realir)", . Advccacy is simply a busin~ss neces~ 
siC}'. I have already discussed the facts that (1) 
exports have created more jobs over the last 
decade than any other segment of the U.S 
economy, (2) this'trend will accelerate over 
the next decade, and (3) {he fastest growing 
markets for U.S. exports are the Big Emerging 
.\1arkets whe:e governments play 3. central 
role in deciding who winS,and who loses 
many of the biggest deals. 

For Americap companies to VIln in these 
markets, they often need L.'leir government to· 
in~ercede wilh the govemmems of the BE~is 
- as only a government 0lfi do, , In many. 
cases, the availability of competitive financing 
is now a basic' pricing issue. L~ others, when 

"foreign le:ldcr after foreign leader ptesses (he 
case for their own companies, U.s, companies 
wiH be at a distinct disadvantage if the US'. 
Government adopts a hands:<lff approach. 

We ne~ to' play by the rules of forelgn 
· markets to succeed in those markets. When' 
global playing fields are truly level. and when 

·bidding pro<:esses are open and transparent, 
the U.s. Governmem will be delighted to,step 
oU( of the'pl.crure, Bu~ that 'day nas :'lOt ~ , 

. arrived yet: . 

Advocacy Is NOllnduSlrlal Policy 

Advcx:acy has :'!SQ been- ma:tgned as 

"industrial policy," but that [00 misses the 


mark, The U,S, Government-will advocate on' 
behalf of any U$, company riun comes to us 
With a reasonable request for suppOrt and 
meers our poliCy. l~gal, and ethical,advocacy 
guidelines, AdYo<:acy is a pubtic~private 
parrnership in which gover:1ments do v.'hat 
only they Cln do and busir.esses do what ortly 
they on do, 1t concentrates resources where 
they can do the moSt good, for small, medium 
and large: companies around the world, 

But make no mistake - while advocacy is 
not.about "picking winners.~ i[ is about win· 
ning, Because.in business competition there 
is no second place. and no U.S, job was ever 
created by a. U;5. company tha~ .was the first 
runner-up in a contract 

We are :'tot shy about responding directly 
to critics of our advocacy program_ Moreciver, 
w~ intend to rum up the heat on our efforts. 

''I:here are several imperatives now, indud· 
ing L+1e follo:wmg: . 

First, rt is vItal that budgetat1' pressures ' 

· not undercut the resources of our government 


, financing agencies at precisely the time when 
they rMive become more importam rhan ever' 
in helping U.S. companie.s win deals a.broad 
and create good jobs at home. It's a. simple 
proposillon: Without highly competitive 

· :inanc~ng from Ex-rm, OPtC, and IDA; Amen· 
0:1 firms wiJl lose Out in f!l..'ef')! one of, {he Big 

,Emerging MarketS. . 
Second, It should be dear how important 

the U.s. and Foreign Commerc!.Jl1 Service is to 
both f>jgh~imensi[y advocacy and to helping 
small. and medium·s.tzed firms. We will need 
to strengthen the U.S. and Foreign Cornmerdal . 
Se:vke. pan:.cularly in the high growth' Big 
Emerging Markets where we are ouen woe­
fuily underSfaffea. we also need to sharpe;:L' 

· our industry and cou'ntry expertise, ftom a 

· coml1.1ercial perspecuve, in the Commerce 

.Department. • 


Tht-n;J, we need to continue our expansion 
of export promOtion efforts fo~us~ed' on small~ 
and :nedium~sized bUSinesses, and, to,do an 
even better job. r discussed a lot of the things 
we are :already dOing. However, we need a 
better ~'ay to communicate our tange of 
services to the .very- la:ge universe of smaller 
firms In the United States, We are not where 
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we want to be when it comes to' financing 
alternatives fOr smaller expol1ers.: OUf liryks to 
state and local organizations could be deeper 
and broader. Today, [he Clinton AdminiStra­
tion is moving in every one of 'these direc:" '. 
tions. 

Fourth: we must-give more [houghr to the 
relasionship between OUf global secl.!rity 
policies' and burdens and our cornrnerdal 
interests and requirener.ts. This is a very 
;mponam issue. re:atir.g foreign policy to ou: 
commercial interesr:.s, and vice verSa. I CannOt 
do it justice h;ne', but this is a snapshot; 

> > 

On :he one hand~· i1 is disrurbing that. in 
n-a[ions from KU~lait and Saudi Arabia in the 
Gulf. [0 Saum Korea and Japan in Asia -> 

nations where AmeriCa is beanng unique 
security burdens - the commercial l:lenefits 
which accrue to competitive American firms 
are often on a par With others who have 
roncripme<;t less' or nothing to the survival and 
prosperity of those same countrieS. We tl'Jgnt 
consider how to more effectively employ our 
strategic leverage. 

On the other band. the deveiopment of 
. " deeper commerdal ties with those nations is 

not just a question 'of deBars in Americans' 
• > 

pockets..Without,a fair shake for our finns. 
our security commitment is unlikely· to be 

,sustiined. As President Climon said at the 
APECmeetmg in Seattle in November 1994:' 
"'We' do not inrend to bear the cosr of our 

military presence tn Asia ane the b~rdens of 

regional leadership oruy to be shut out of the, 

growth thac stabHity 

,. 

brings'." 
> 


. Fiftb, as 11.1 vir:uaUy every other area of 

,poliq.", we need to communicate our advocacy 

goalS and s~!egy better than we have, and to 

a much v.ider audience in the United States. 

The purpose is n~ just to let people know 

what we are doing, but to make sure ,they Mve 

aCCess to our services '--. if they want them, 

With a new Congress In place, we need 


· eSpeciaUy to gain legislative support 'and 
understanding for the substantial effortS we 
are making, (he res~its we are achieving, an'd 
the even greater results we w·m need in the 
future if we are to fuUy serve our na~ona; 
interestS, 

Finally, i~ is important to underline the 

Admirustra:lon'5 desire to remove itself and' 


· O!her gover.unents from intervention in the. 
world economy. Our goal is simpl.e: a global 
mar~etpla<:e that has free and fair competition 
among private companies. To this end. it is 
important to keep up pressure in international 
o'rganizations and on tndiVidual' countries to 
have workable cQrutramts on expol"t subsidies, 

mLxed credits, Ulic,1r payments, etc. Bu~·'unti1. 

the playing field is level and clean, until our 

trading partners come to the table,with the 

serious intent to jointly police an open market. 


· -s:Jrely w,e would be c~azy to Ignore our vital 
interests. 
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Conclusion 


Let me e:1d with a simple, poim [hat 
Secretary Brown has made on several occa­
sions. 

We have a strategy, and it is worklng. It is 
pr<;Xiuang real results for the United State,s --.: 
real deais', real jobs, and real community 
development. 

Advocaq is an excellent example of 
government effectiveness in these changing 
times. what we are doing is a break from (he . . , -

, . 

. ' 

, 
?as( - not JUSt different for the sake of being 

.. different bur different because we a;e making 
. a difference. 

Yes, we can do even better, ~n:d yes, we 
must.' 

Bur in the posi*Cold War World. where 
economic competition is [he great challenge of 
our times, if We do nO[ compete to win, then 

. we wil1105e. The:e is no middle ground. 

.. 
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'~:'", C:-:.3..,'';£es in ::"1Stem Europe'. rhe former Soviet Un:o:1. Asia and ',he ~-tiddle E.J.s( have 
~~"- ­
divenec ,:u:e::::on (rom the Quiet but revolut:onarv transformation in the economic and SOCIal 

fOUflC2.iJOns 0:' ~onh Ameri;a,. -Yet what is hapPening here 1S evel'j-' bit as impOrtant :0 our 
Jives a~d lO :r,e future of the \7'orld'cconomy, ' 

. . 
This s?e:ech begins with a history of formal eff6r..s at economic cooperation between 

the Cnited S:.1tes nnd Carlada, and between the U.S, aoc Mexico -- all culminating in the 
, • I, , ' 

" ~AFTA, ' it thea provides a snapshot of Nor::h American integration as viewed from both the 
lflveSt::ne;--" l."Jd trade perspective!Cand frem the persPective of the integration of production' 
syste::ns '.vil;'::--, i:-.dust:ies aIle flrms, The substantial benet1ts of :nt~g:atio>1 a:e pres~nteri, 

,"1""1". _ 

T::e c:scussion then tu:ns to wnat has been happening in Nonh Am::nca on ~hree 
ievels: ;;-; :he: ;;;-:yate secmr. :nduding various corporate strategies that are evolving; on 
subfede:-:-D s.;,j regional level$.~incruding the dra..'11atic growth oi Non"l American trade 
corridors: :Lid on the I.eve! of national governmentS, inciuding' NAFT A related f9,.UoW up a.'1d 
the efforts of the Cll!1IQ.iLadministra_qon to i:npiement the NAFT,A-. ".' ' 

,~ " .' 

Among the developmen:.s :;ired.are the following~ .. ' 
,.':c:' ...... ',,~ ,_ " ,''t., 

• 
-- Between 1980-1993, imra-Nol".h Ameri=. trade increase<i by 170 percent. 50 

;x:rcen: faster :;,an' North Amerida' s trade with the re~t of the worid. 

_ -~ Intra-North American eX;>O,rts are now growing twice as fast as Nonh American 
ex.pons to t!1e :-est of the world. ~ . ' 

I!1:ra-Nor:h American trarle has grown twice as fast as NOM American d.omestic 
jnveslment. :L".d 30 percent faster than North American GDP, '~~'" 

" ': . 

~- Almost half the collective ex--portS of the three NAFT A members are sold within 
North America. 

.. . 
$0 TaJ" this year. Mexico and .Canada have accounted for 88 percent of U.S . 

. expon growth and 28 percent of U:S. import growttt. 

_, __ ~_... _.' _. ,.__ ~ _~._".~inaUy ,-severai·'iuture-challenge:s-are"outlined::-hartnoniZing 'commercial-sys'tem;,"" 
managing s::lteiprovi:lcia.i re!atio~s. helping workers adjust to changing trade patterns, and 
pursuing SOU:1d economic policies'that are conducive to further growth in trade. 

[continued] 



• 


. 
:'.\'0 r::J..ior con£"~~li~.ns emerge. 

?irSL :::e growing, e:::onomic 2nd social Interac:io:1 in ~onh A.merica. 'allhough ilft. '.- ~ 
from"t::e c:lJ!v headlines. .is O:1t of the most slsmificar.t developments of our time. "', .' 
Comb:ni:H! ::'$ it' toes bmh ir.d'usuialized arid d~velopine. societles" 'trade a..,d~investmem, ar.d. 
the e:n:re -:':3:T,U( of commerc:afis5ues that irise' wiler. ;ount;ies inletac'! v.,idf d~e:'anotheL 
North A;n~ri:::a ,:'35 beco:n~ 3,,;.1 advanced microcosm of where t.'1e ',vorla economy is mm:ing 
in the ye:trs a..1e:tC . 

. ' Second. the huge stakes in maki:1£ econoC'lic cooperauon work i:-uhe Nonh . , 
Americ.:lfi comexr- pl<lce a high' premh.:m -0-0 a corr.ir.it'ment to vigorous"and sustained :oliow 
up 10 NAFTA or: the pair of Washir.gton. Ottawa and ~'1exico eLY, A,s econom~c imeraction 
amon~ cur sOCleties proceeds quietly but steadily, there ',1,'1:1 be a natural ter.dency on the p;t.'1 
of.v::.rious groups and ino:ls[nes to siow the pace 01 cf,ange :- !O "retr~[ and nO! s~mpete. ~ 
We CJ:1~O: de progress fo:, granted. ;:L'id we s::ou,lc ;)0: le: the growing irr:;xm:ance of our 
interests in As:a. South America, and elsewhere result in a slackening 01 effort to build a 
.prOs.peTous J..'Jd just society::n-our own backyards.- '....., ' ' " " ,".,'. ' 

, ' 

,. 
1, 

" 

" 

-"~ -~-.----

\ 
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A, It 1$ 3. 'g:-eJ.t plea!>u;e't:) appear betore Lius gro:v:p ~9day- (0 OlSCUS$ OJf sha!l~c If.H:re:u 
, in the e\'olu::c:: 01 the, Nor:h Amer:can market. When :I~waS fIrst invi:ed to give thh.· ' 
preseri:atWI:. ':-;.lriy thoughts flas'he,(oy at tne same Ume. -,. ~ . 

_ 1 rec::..iied mv "ears in :he early 1970's·a! i.he Schooi for Advanced International 
- ~ 	 * , 

Studi~; at Jo~ns Hoplqns arHi my classrnar,es who ,were m~jori;}g i:i Canadian· studies, whic~ . 
at the lime seemed m'Jch less exciting than Southeast Asia·or Russia - or JUSt about anyw~ere 
els.e, And yet. wnene'.'er I got a real glimpse of what they were doing, -it seemed !1).ore re3..I. 

--.'". 	 more t;l.~ginle·!h;m V:'nat the resu}f!.!$ were srudYing at sen'CoC I recalled my !irst' sUn: at'the 
While ,House Council on international Econo,mic Policy in 1973, where, as a j>l'nior staffer, ! 
was asked to do a.! a..~alysis of U.S.-Canadian tlashpoints. and I went up to New York to 

confer with joh;: Dicke)'. then Presldem Emeritus of Da.'·'uuoutn. my alma mater.. and a noted 
expen on C, S, -Canadia:' . .r~l~tions. 'A lunch scheduled for orie h'our ~urned into a fasdnatir.g 
afternoon if: v:oict; he eX~ID;1eri with great passion ~- and with great foresight .. ' the 
importance or' Ca.,ada in the U.S': future. . '-, 

My ftrst experience V:'ith Mexico came'on the eve of 1976 and the inauguration of 
Lopez Portillo,' At the time I was'on the Suue Department Policy Planning Staff. Secretary 

, Kissinger ,was headed for Mexico to attend the ceremonies 'and he asked the staff for a .. 
far-reaching anaJysis of our future relations with Mex.ico. The peso was Collapsing, and, 
Mexico was neading 'for a world class crisis, Kissinger rejected oui first briefmg, sending us 
back to the drawing board to go deeper into the past and the fgmre. He rejected our second 
try. saying we had failed to go 0.." enough into the psychological and political dimensions 
9f the Mexic~'1 crises. It was perhaps the moSt formative experience '[ ever had 'in trying to 
marry poHtical and economic analysis in the context of American ioreign pqiicy. (Eventually 
he was satisfied. but it took four agonizing attempts..) , 

~ 

Not too ~any years larer I became an investment banker on Wall Street. 'Through~)Ut 
the 1980"'. I was heavily invoived in the Latin American debt crisis. principally as advisor to 
financially Strapped governments. and for a while I headed up the Mexican business for 
She;ttson.Lehman Brothers. -The real big deals in our firm' were being done in Canada. . 
however, and. of course, ,at that time we we~ not thinking about·North 'America as an entity! ,.'­
as an ir:te~raled market., 

,_•... : _._._.~'_ ,__,.;.In,[992 ..I.ran.into a fellow named Steve Blank '(who has organized this meeting •.' -- ." 
today) at a meetiryg of the Carnegie Council in New York. J was just finishing a book about 
the U,S.-German-Japanese relationship. Steve expressed some interest in my ideas, and ~o 
we had, lunch, in one hour he· set my mind on fire about what was really happening in the 
world e,:onomy. drawing not only on his exterisive talents as an historian.' but as a studen~ of, . 
wbat was happening in North America. and the paradigm it might be for ~onomic 
integration. I rushee home :0 change whole sections of my book. 



,; "', 

.. 

, ' 

:~nG so, when Steve inyit~ me 10 come ::e:-e I giadly J.cce;Hed.' :-'1:-- lr:ough.t was to 
take '.::. ihe ::::ile:12e 0: lhir.kine throueh wnar is. nanoenine,:n :he NOl'1h American :narket 
;ods\,." a.r,o ",-:;at th~ ir:iplic:,ltion; or~ thi; g:-eat expe:i~ent ~e for the ft::ufe, : will lrv to 
aggreg21e 

w 

own experiences ar,d i:lstincts, to build on Steve Blank's t'JtOnals: anc to:-:-.:: 

under.:;:e $':;::",-;:' pnohties or' the Clinton adminis.t:a:ion. , ' , 

Let :7.e begin INi:h a bit of the history of North Amencan ir.tegr~tion ..Then I'd like 
to descn:::e sOf':}e of ,the fe.:nu:es o(the CC~t interaction of O'Jr econo':'lles. I will ;:'jove 
(ref:) there ~o ene-response of priva~e business. the response 0:1 state J11C s'Joregional !eveis. 
and'the resDcnse of federal governments. 1 Will then summarize ~he e:'fons of the Cllntori ­
fu:lmini-s;:,a:ion ;.0 fonew up on the NAFfA, Finally) 1 would like to ('urn to some of the 

," ...' "'" " ,
chaJlerlges we i2.~e in (he' future~ " ' 

Earl', Efforts 
, ,... '" .. '" 

Econom:c. cultural, and political ties between the :1atiO:1S of i-ionh A~eri~a.1 are not 
a,new pher.omenon. .' 

The United,States.and Canada~have,an extensive history of cooPer2tion, having 
recognized the ::-ansborder' aspeC~ of water management, pollution control. immigration and 
other ~domestic~ policies for weB over a century. Over 200 treaties are now in force

1
, 

betWeen the U.S. and Canada governing boundaries, commerce. the environmem, energy, 
immigration ..,d other areas. [S"" Tables I and 2 at end. pg. 34 and 35,) 

" . " " 

Managerr.ent of shared water resources provides a good example of successful early 
effor., at deep seatedcooperntion, The U,S."Canada Boundary Water Treaty of 1909 gave 
official recognnion to the need for bHaterai management of boundary waters and establis.1ed 
the princ:ple (t.at neither country 'should c;xploit the wa'ters in a way ~hat would damage the 
interests of the other: The treaty established the international Joim Commisslon. a binational 
group charged with overseeing water, managemen"r, and later, broader areas o(trailsborder 
environmen:a! protection and conservation, 

In the economic sphere, commercial ties between [he U,$, and Canada were crucial 
, to many New"'......E:;gland and Canadi.an communities wet! into the 19th century, especially after 

the British aoomed free trade.and its North Amencan colomes-Jost thetr imperial'advantages: 
--.-----.~ ---This-a·ctt.:~l\'l~to-demands b... some Montreal merchants for annexatlon bv me i.:Jnitea 

• ., ' , I 

States. but a ::TIOre satisfactory arrangem~nl was a free trade (in resources) agreement 'in 
1854, Termination of the 1854 agreement during the U.S. Civil War helped to drive·lhe 
movement for Canadian Confederation in 1867 and. ultimately the Cana'dian National , .,
Strategy in i 879, which introduced, high Canadian tariff wails, . " 
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In subsecl!er.'t Ve:ll"S. imeres~ -in biiateral free trade 'surfaced off·and on. A 
trerr.e':-:co:..:s :.:::surlle in' U.S. iorel£:D direCl i:1VeStme<1t {FDIl-iil the "l960's're~'ived :his 
;nte~est ~ ~o;n ~o~unt;ies. and fou~d itS maSt conere:e ~xpress.ion in !.he- 1965 A~.nomoli\'e 
Produ~:s ,-\g;ee;r.em berweer: the U.S, ~d Ca.lada: The Aut~o Pact provides for'cuty.iree 
tre.1U'j~en: 0:" :;nisheC. vehicles and pans be~wee:: the tWo countries ar.d helped se: in.motion a 
process ,,',hi.::-, ~\'e:1t'Jaiiy led to a compreh!!nsive free L.""aae agreemen: (ITA) mo!'t!'thin twO 
decades :a:!L The Auto Pact both responded to. and sum'ulated. rauo.n~jzation if! the ~onh . 
America:; 3utcmorh'e indus.try.' . 

,On ·'.'e~.2.nOther. leveL Alberta and Monm.na, Quebec and the Ne,.v'Ecgland states, 
• , ! • 

B:itish Columbia and Washington. Ontario and the Great Lakes. States, and New York and 
Quebec :~,3.ve 'ill' enjoybri.close rcli~ions: Their functional agreements to cooperate in such 
axea5 as e:ie:-zy, :rade, the environment and' educanon· have enriched our binational _. . 

cooperat:\ e'e:'ions. These relatio;\sn:ps were extensive enot!gh to caus~ the U.S. State, 

Depary!7!e;ll ,0 conc'Jc: a' 1976 study which found' rhat state/p:ovinciai interaction was 

"pervasj',e ;:1 scope. extending to all funcdonal areas of governmentil activlties. ~ . 


" . Like Canada. the history or cc~r.?ion on tile U.S.~Mexican 's.ide is. focused along 
the border. ~-\ 1884 U.S.-Mexican Treat\' iee to what is. now called the International 
Boundary and Water Commission~ which" has jurisdiction over all questions arising from 
changes or altermions in the Colorado and Tijuana Rivers. and in the Rio Grande, Formal' 

, bilateral economic cooperation accelerated much"Iater,especiaUy in conjunction with 
Mexico's un.lateral' economic reforms and its accession to the GATT. Early steps on the 
road'to regional fiee trade incl~ded a tariff reduction agreement reached in 1979. a subsidies 
code in 1985. and a Trade and Investment Faoilitation Agreement In 1987. 

A distinguishing feature of U.S,-Canada relations is the sign~ficant commercial 

interactlon that predates the formation of our national boundaries. Business..ariven. 

integration. a~gmented by this rich history of government cooperation. made our two 

countrit~S ripe for a free tr.Ide agreement. 


,As we entered the 1980's, tlle United States and Canada had the largest bilateral 
trade relationship in the world. with $80 billion in two-way trade. and a combined'$55 ' 
billion in foreign djrect investment in both economIes. Since 1879. a key motIvation for 
bilateral fo:-eign ri~rect investment had been for U,S. companies to get behind Canada's ~igh' 

.._ tariff-walls in.order. to. service ·the Canadian· markel,-·In ·the . I 980' ,; 'however, the· magnitude-
and nature ?f economic integration began to accelerate rapidly ~jth a sharp upsw(ng in . 
international direct investment and inter· firm collaboration. Prom 1980 to 1989, the year of 
impiement2tion of the U.S.-Canada Pree Trade Agreement (CFTA), the stock of u.s. direct 
investment ':n Canada grew from $45 billion to $64 bHlion. while Canadian direct investment 
in the U.S. grew from $10 bUlion to $30 billion. " ,. 
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GW\\ ~11£ :~,,:eStmeill was a c.:::alvst "'0 the trade t;OOr.L .;\s our Ii:,,::!s expa.:ded :1..:10 

. ofa.anlZE:C :r.e:: ~oer:1::ons mere broac!\:, exOOrts to each other's marke~s more tha..; doubled 
in ~bothl1ire:~:o:1~. 2. ~ate subSLa.iu:aily' in ex~ess of QUr, 50 pe:ceilt expon growih to the rest 
of the worle. " . 

Of .:'0:":r5e, :he'eno!"mous ca:.sir.ess p~ess:.lres leadin!! .'.:;) (0 lntegra:io!1 did ncr DeCU: in 
a ;>oiil.ical \':"!:UU17L In :984, Prime tvfinistef Mulro~ey'ap-pr~a,cnerl P~s'ident Reagan wi~h 
his interest ir; deve!o:,'!lng a f~ L"7J.de f;amework lO. coumer what Car.adians yerceivea to be 
a gro?,,'ing protectionist coior t'? U.S. trade policies and lagging Canadian competitiveness. 
Presidel1't Reagan. wno had espoused the idea of.a North American trade' pact in his 1980 

,campaign. res?Onded .positiveiy, ' The next five years.' were, the subject of progress:vely 
widening negoriations. 

J~St as v.e S3.w!tn the rjIl.~up to EC ~992, the prcspec: of cha.'1ge surely influe:1ced 
business de:lsior.s at:d srimulaten some of this pre-eFTA Jusiness activity ..Nonetheless. , . 

. given ~he IO:1g'· h:story a.10 extent 01 our 'commercial reiations'~ it appears "that govemme:us' 
were largely catchIng up with what ilrms were already doing, . ... . ... . . 

NAFTd; Turning SQUlh. 

. in contrast. on .tht;..lJ .~.::tte;~ico .side" tht; ..90minant role of govemment,is .. 
indisputable, \Vhen h":.e NAFTA' nego~iations were launched in 1991, 'i! 'was the unilatera! 
economic reforms of Mexico that were the sin qua non for moving integration forv.:ard. Not 
only did Mexico's accession to the GATT open its economy iO greater comPetition, but the 
entire Mexic.:.m economy was reshaped. as the Mexican Government privatized entire business 
sectors., The economic resurgence that fol~owed was the lubricant fo:: a dramatic upswbg in 
bilateral trade an,d investment, 

Between 1986 imd 1993. U.S. ex;>OrIS to Mexico more than tnpled. with Mexico 
surpassi~g Japan as the second largeSt market for U:S. industrial expons. Similarly, U.S. 
importsdrom.Mexlco doubled, with.much of this growth in semi~manufactures and 
components that complement U.S. production, Two~way trade rose froin $30 billion to $82 

'billion in just seven years. At the same time. U.S, portfolio investment ~ed, based on 
attractive real dolla: returns on peso-denominated instruments and heavy' foreign interest in 
Mexican stocks. reaching a cumulative level of an estimated $45 billion In 1993. With 
NAFTA's imminent approach~ U.S. foreign direct investrnent in Mexico increased $5 billion 
in just the last three years preceding the treaty. . ___._~~.,__._, .:•. :.___. 

,-~ ~--~---,-. --_.- -~ ----"-- -.•..-- --,~---~.- ..-- -.~---.- . .,
i By the time we act~allY signed NAFTA. business underpinnings had' bee'; 

strengthened signiil::antly between !he Unicet! States and Mexico. ' Clearly. it was this 
coupling of market and policy developments that gave. momentum and credibility to NAFTA. 

The process had come fuli' circle. Unilateral reforms by the Mexican Government 
inspired a broad coalition of business and government ir:.terests to "lock in" these gains. The 
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coaE'tio" cc:-.sisted of the !'.lex!can pri~'ate sector v.'hich was enjoying strong growth for lhe 
first time ::-: 2. cecade: t::c' U ,S. aaci Canadian or1vate: sectors which v.i.·Hen concnueri triae 

, and :nvest:ner,: 3.ccess to [he Mexica.'1 market:' 'the Goy'err:.ment of Mexico, which SOllpt to 
give perrr.:l.'.;e'!"1ce ~o to:5 new ~irec[:9n: :.he i..i,S, Gove:r1r::l:em which szw the opportunity for 
a wide r::U-ll;!e OJ' benefits in a new re;ationsnio 'kith Mexico: ar.d the Government-of Canada, 

'.whicn ~'antec to ensure th~t Ca.'1ada .:vould n'at be disadvantaged by a.1Y new expansion of 
region~ traoe. 

. , .. , " :., Before iooking ahead to where- we are going, it is iinporulIlt to understand where we 
are. Let me '::;egin' with. the exten;. of economic int"egrauon :hat :iOW exist~ in' No:th 
AmerlCll. ,';"t tr.e outSet, ! wadd suggest t1:at the phenon:tenon of "Nonh Ar::l:erican economic' 
imeeranon" :,s, or" a o"'Jalitatlvelv different nature :.'1an merely denser nenl,:orks of trade ~- it is 
oaserl 0:1 co:nplex, c·;oss~bord~r e::orporate prOduction, disui::>ution ana sourcing networkS and 
on incfe:u;in£!'" t1!.!:bt linkae.es in infrnstrucruie. This makes it difricuit to desc:ibe the 
reiationship in- traditional imerr.ationa1-tradelforeign tnvestmer.i terms. In cases like the , ': 

automobile l:1Gustl}'; for examplej. talking about -':.t---ide", between' the t{S, and Canada makes 
about as much sense as ~tdng about .ntrade" 'between Michigan and Ohio.. Nonetheless. 
there is value in pu:ting some parameters around the North Aq1eri~ trade and iT!ycstl1lcnt.. 
relationship, even' if s'uch daci"suggest arrifida(boundaries in some instances. . 

, l rivesm:e1JJ. 
, 

Foreign direct investment among the t.ht'ee NAFTA paruters has doubled in the last 

decade. reacningjust over S120 billion in'I992'[rable 3.,pp. 36]. We are principal 

investors in each other's marketS, 


The Cni:ed Sta'es. is the largest foreign investor in Canada and l'lexico; contributing 

roughly 65 percent of ,otal foreign direc, investmen, (FOI) in both Canada and .Mexico 

[Figure 1. pp, 37]. The share of total U,S, FDl going to our North American neighbors (16 

percen,) is substantially larger :han one might expect based on Canada's aria M~ico's share 

of world GDP (4 percent). Looked at from the point of view of our neighbOrs. tlle United' 


, Sta,es is the mOSt oopular destination for Canadian and Mexican FDl; Canada, in particular, 
is the '4th largest f~reign direct 'investor in the United Stites. . , 

, ' 

._ - ~-Ganada-and-Mexico 's'pa5t'import' substitutiorfpolicieS' hive 'been-i"'iiiajor·wincentive·'to-- -_.< • 

:U.S .. foreign lnYes,me", in these markets; more recently, 'a larger share of U.S. FOl appears 
~o have been devoted'to developing continental and global, production strategies. Fifty4wo 
percent of U,S, FDl in North America is in manufacruring; :his compares to 35 percent for 
our FOI in the rest of 'he world [Figure 2, pp. 38). Canadian and Mexican FOl in the U.S. . . 
shows a similar concet:ltration in manufactUring. 45 perCent o( the tow. 
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?OfU':::::O :n\:eStment \I;ith:n Nonn Ame:ica h:!.s b~:,. !:trowing even taster [~ar: r'orel£;i 


direct HlVeSU7:;;:::t, After douniin'2. dt.:rinil: the 1980·s. oonfoii~ inve;tmem among't3.e ~hree~, 

cour.:n~c;ir;;bec from 5:'+2 billion to 5175 billion in'j'Jst thr~ YeaIS {!989 !992).
w 

Preliminary ~s:imales suggest t::a: U.S. oonfolio investment in Mexico rose iurther frow 52:' 

billion in J99:~;.£~a.1 estim:m:tl S~5 biili~n.ifi 1993. A major. gO'aJ of the Salinas 

Adm:nisr;'<l.:io:': -;$ t~ atL"llct :TIore of this capita! in :he form of direct investment 


, ' 

Even :::ore remarkable than ocr investment periormaIlce has been the eX'Jlosio:l of 

trade within : ....;onh America, Between i980 ana (993. imra~North AmericO.lHrn:de :ncreased 

bv 170 perce::i, 50 ,?e~ce:n! faster'than our !r3:de with the ;est of world> This is a.truiy 

i~:narkable de\'ei::mmen: if \'QU consider the other cramatic SCf',.lctural changes over th:s 

period·,·. :3pidiy ;ising U.S", automobiieImpons from Japan. the emergence or the Asian 

tigers as impo;-.,l,.H global 5uppiiers and consumers. e:c, (Figure 3. PtJ- 391 


Nod: America..~. integratlon is even more pronounceC if we focus,on 'exports. with 
inua·Nonn, . .c..merican exports growing t~lce as 'fast as Nann American exports to the reSt of 
the world. ':'.s a reselL today intra-Nonn American expons stanC at almost $,300 billion:' 
$4.60 OUt of every 510' that NO.J) Amerieaexpoits ,: almost half our total exports to the 
world --, are sold to each other (Figure 4, pp. 40], . Thus., !'.I'?rth Af1le:icar. t~dejntegralion .. 
'is approac:l1ng 'European levels, where other Ee markets account,~l;'':~',~rcent of total, EC 
exports,, ; 

The dynamism that is occurring here in North America has giver. us a tremendo:ls 
boost. lust as ir.ternationaltrade has been a driver of global economic g:owth, so too, has 
intra-Nor.!:. ,American trade been a driver ofNonh Amencan g:;owth, Since :980. intra~ 
Nor.h Ame:icar. trade has grown twice as fast as. NOM American domestic investment and 
almost 30 perce", !aster than North American GDP [Figure 5,pp. 411 .. Gr~wing trade 
integratiOn ir. Nonh America has been a major job creator and a source of economic energy, '. 

Despne our growing economic importance'Jo each other. as a region we are"n~t 


looking inward: in fact. 'we continue to exert consi?erable infi\!>ence in global anlo~er 

regional economic groups, Nonll Amenca accounts for 18 percent of lOtal world L-ade and 

almost 45 petcent of APEC's trade. The latter is panicularly:hneresting, given the tendency 

of some observers to trea' NAFT A and APEC as competing "ioes. 


-- .."7----~ -AS these'figures'demonstr:ue:thenn;'an~bEnio doli6rtiiat NOnh-;rmencanTmegration . _... 
was a1~ead .., subs~tial on the eve of launching NAFTA, Sidney Weintraubl'a norw 
authority 0"0 u, S, ~~exican trade with the. ,Center for Strategic ,and fntemauonal StUdies, 
perhaps ~:.:haracte.rized NAFfA best as "a way of formalizing fie facto integration." 

\ 



Odlrar.rerisrics of [he Nary}, Am.edcar. Marker, 

··;'·;ooe:r:e:ess. expandir.g and adapting :.he eFTA to bccrporare Mexico was a ;T12.JO::­• 
ever.t. DcJ:l:e:~ :he es. focused on Mexico's lowe: ir.come. lower waefS and weaker. . 
er:vi'Q7):T,e:-::2... ie:o:-d: ::, cor.:.rast. Canada's hil.th·tecn and r.:ltl.!ral resouice·o?sed economv 
was perce(ytci as a' natural. par.ner to the United: States. . 

In t;utn, t!:1e similarities bdweer. Mexico and Canaca.. as seer. from the U.S. 
perspel:ti\·e. lIe as compelling as tl1e differenc~s. The fact is'., ~'?rth A~eri=3.n trade shares J 

nurryb~r Oi" features in con:mon. These features not only emphasize our extensive econpmic 
linkflges. ,but they help exp,lain how regional integration can make us more competitive ... 

.. MQ\'eille:n Awav from Imnor: Substitution pollcies; Prior to formal integration. 
"both f'..1exico ar.d Cana-ja re'tained sie:niftcam tariff barriers .• each about 10 oercem 
, corr::larec :0 ..:. percent lor ti:e Uni~""States. Tnis tariffsL"'Ucture fO:n1eti a ~onslde:able. 

barrier to T:1:1.rket e:1try an(Vv.~'i symboiic of their genefij' "approach to trade -~ tariffs and 
aonta."if7" :.3....~e:-s (l'rrBs) across a wide range of goods pf?moted dpmestic production for a . 
_limited: s~eltered m.arket. ,"The"CFTA': and now NAFTA. represent an tmportant policy 

,\. shift: :"1 embrace of sompeti;ion to improve tile national· capability to compete ,in global
markets. ' ."' - " . "' . 

'". . 
,,' Preferer.ce for One Another's ProduCls/Markets: U'nquestionably, we are best 

markets for each other. Mexico and Canaaa each source 70 percent of:their imports from 
the United States. roughly 5 times our share of world exportS. Further, the United StateS is 
their largest rr.a:ket, responsible for the j)reponderance of their foreign sales (76 perce:1t for 
Canada and 78 per::ent for Mexico). ThUs.. we get the greatest return in furore sales when 
our imports come from one another. As Canadia.1: and Mexican sales to the U.S. generate 
growth in {heir economies, ~ey in ~rn are more likely to increase their purchase~rof U.S. 
products . 

. ~ten$ive Coproductjon within !:IQnb AmeriQ: lbe United StareS is engaged in 
extensive production-sharing a.rnmgements with Mexico and Canada· that are characterized by 
their high proclivity to use U ,So inputs. '. 4 

'Many rirms. engage in prOduction-sha..1ng with foreign co"mpanies or affiliates: 
Japan. Mex:co. Germany and Canada account for three-quaners of all coproduced impons 
that rerurn·to the United States for final assemblY_9t-~~. ! .. The use oC U.S. inputs. by these". 

---··-·-c~ntries"vaneS- wiaely~·"llowever. ~ Me'x'lcC>uses more U.S. inputs ~an cpe others by far (52 
percent). followed by Canada (33 perceOl): in contraSt, Japan and Germany have less tha., J 
percent U.S. content in their coproduction products. Looked at another way, half the value 
of coproduced ir.1pons from o!,r NAFTA partners originates in the United S"""s, compared 
to an average of only 15 percent for goods coproduced outside Nonh Arneno.. [Figure 6, 
pp. 42] 

1 
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Cor:secueml\', when C. S. firms decice £iobai cor!r::t:~iuon re;Juires a aiobal 

proeiuc::o:1 s::-~tegy,' tf.e United States re~ns a ~'JCh great~r,preser.ce in the production 
p:ocess.;.:.:.:pt":1 :ne :!.."72J1,gemem ::1voive.l a,Nonn American ?a..ner. Shoner suppiy :mes., JUSl 
in :I:TH~ ce:. ' " :i..ld eise of retuIT. are juSt a j'ev.: reasons why proxH~ity ,really does make J 

differen:::e, ... 

Higr Degre~ O(Inlr?~!1destf\' rra~ The blJik of North AmeriCim trade 'takes place 
in just.a har:.dful of ;:rod~cts; Fully 60 perc,em of. all incra-No:1.h American trade occurs in 
just 9 inciws::ies. :r'yp'i~a4ly:, LlJe same industries at'e national leade:s !~ bo:.h expo:-ts and 
impons, ",,'it~ lh.e~rB?~tPDtab!e exception being .crJce perroleui:1 (which figures imyor.antly 

, in U.S. im?Or1~?q~;:.i'S'.NAFTA panr.ers but nOLin it:. sales to,tr.em.'J ·,rrable 4;,'P?, '43; 

. , .>': What "e ::;;i~:'.s:a, r:g;onal~zation tends to accenlUai~~~si;ni\ari:i~S in 

'.~: .~~ . : 'nationai orociu::ion :-, ...<['h3.t helD!; ex, lain wh v, des>Jite the si2:nilicanr d: fft.;:rences',in the 


"~:~;':J{~' 3~"€anad·:a..~ :lnc. Mexis~\"~~:nq~i~s, 'the top t~ree U.S. ex~';s are ~he.same:(q/!:~v;;h:::''''·'

',,:,~.,., "",.1".""_,, t'" , •• ' ···;-;-f....,..-'~:¢..•. 


'''~$~~'i.~:~:'~1:'''; moreover. ;::ese 7-.~~':p'rO?ucts f!gur~ Im?Qrtant.y in our tmports from tneIJ).~:t:k::":~· , '.. 

;<P'-:::::· -"., '- '''-''~'.): F ,> " '.' '. '-:: ::,r.~'r."::'< ..~. , 


- , .~~ ;. '-, ...: ..":--',' ,~;. Regiona1iiati~~, Iike.g_~obaHz.ation. appears to intensify local speciaiJi:;!gtibri witbin 

,}, :~.; . " inQYsuj~s- Thus. railier:than- resulting in a discrete allocation of industries am~ng\cio_l!ritries
.. ' , , " , , , ' - , .' - '" ' 

;""~,~:", at ~he regiona'! level. }~..tth one country "~mmng~ one industry (like autos) .while another 
'." '. takes ,over a different'indus1l'j: (say, steel)j,rationaiization at the regional level seems ,to , 

.. , distribute business' v.4thin key'indusmes across the 'thr~ economies. . . ' 

. High 'Deg~g Qf In,rn-F;nn Teede; Not surprisingly, much· of that intra-induStry 
'spec;a1iza~on is actually occurring wjtbin companies, We k.'lOW that almost half of U,S.· 
trade with our Nor:th :Amerl~ pan..'lers consistS. of L4.rlS3ctions between firms with some 
common owne:-ship, . Much 0: this trade is in the commodities tiSted io Table 4: 

" '­
, ',:" . ';: '. , ,. \'." h10reove:-:· rriore of U.S. trade within Nonh America takes place between "related.'.1 

. parties (47 percent) ina.1 is m.le for the re'lof llie world (36 percent). '[fable 5, l'g. 44] 
No otQer counUJ' exc~s Canada and Me;~co in the imporrance of related p~y sales in 

. U.S. expor: trimsactions •. which stands at 45 percent for Canada and 39 percent for.Mexico. 
00 the impon side. the-mojt. distmguIshing feature is:the high 'proportion of U,So imports 
from Mexico that are be-rwe;n related parties (onl\, imports from Japan are higher) .. .In large 
par;~ this retlect5 the extenstye assembly operatio~s along our border: however. the'sharp 

.contrast in related party exports to Mexico (39 percent) and related party impons from 
_ Mexico (64 percent) suggests t.'at more of U,S. expons to Mexjco,.~_g~1l!gJ9jQdePendent .­

_____.__ ~..~._. purchasers ·tr.an··is.commonlv·perceived: n~.~____~~~""_··~ ~--I f' , 
I ," '!" ' . ­

Sales through expons are oniy one means of doing business in foreign markets. 
U.S. finns ac;ually sell just as much to Me,ico and Canada mrough the sales of lliel1 
affiliates located 10 these marketS. In 1991 (latest year available), U.S. affiliate companies 
sold over S118 biilion of goods and services in Canada and over S 17 billion in Mexico. 
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\Vhiie (}. S, ::.:fl iia:e saies are sorr,e\\'~31 ::1ore impenant tha."'l expor:s ;0 selling :0 Canaaa. 
U.S. eXpOr:s :J' ,\;exico are twice as large as the sales oi U.S. affiliates located there . 

• 
Incfe.'!si;;g ~mra·t1;m trade gene!<ltes lIS own form or compe:ution. 'w'ith la:ge 

corporations pl,:ryi))g units off agains.t one anotber. As the branch p~a.m sysl.em (that is to . 
say, afflliate :::-:ns set up in anorner,cOl,;ntry primarily to serve the foreig:l market! is 
increasingiy ,e?laced by the integration of these hens on a contine:n.al basis, a major focus 
of competition, is within f:rms,- amo~g operating units competi:1g :or proauc:ion mandates 

_,This' t::~e'nd' is re;r.forced by new rechnol,ogies tj1at heighten' prOctuctivi~:,.: TIu:s. ;:"or exam?ie:~ :-.' . 
,as t~e)1Umbe;'oi' GM assembly operations decreases, the ciost.intens~.c~mpetition each uni;~.: .: -. 
faces ·is:.with :i.e ~ther units in the GM organization. .<~ ....'L 

,L~'·.'i-"'! .•. ," -'C'·- • - '"" 	 ..... 

.":;":.';~~.'.."":.':.>, 	 .. "~ ;', ··~:t,':";"~· 
, ._v.,,,~ 	 "•... t;:.~.,-' ' .• 

-';"P.""""->""~'" 	 .~ '. ' 
, 	 , , ,. ~ 

, 
. ECQN!2~!lC ? ~ mFF Of INTEGRATION. . "''''i:~';., ~'o·.. .' ",",:~"'~"':' .'

,,~ -, ' .. " 	 '''''/l''"1,,,, , ,~""~,. ,., '?""':"'-;,; i 	 •. ' '} ,. , "'';';'~' , ' , ' ". -,' <tN:'"I'_'I.... ~ ',', ',·:::".;r,_::,",,'.', "', 	 ' "," , . ~·r~~·,,:'" '.' ' . ,~w.i'.:?'~~ . 

.'" .,,', ","'·:~~~S;j,·aint~1f5:::o~ ::n NOrth Americ;1' piOd'Jces b:6ad 'ba'~oo~6co~'bnlic' 'benefits L.1at a'c'~'r~-~"iO~,:i:%~':) ,.:., 
, ~'~·i""~dt,:~"';:"-":'- .. ~,' , 	 """,jo""l". "" - , ''''''T,''''' 

~ . tlle~ent1"e "eQ lCn 	 ,,',". - ~ t.~..,-,~" 

- , 
>' 	 _r, -;":'.".",~.;~.'Y~. 'ri:d~::'~~r 'M Cf[~ 	 ."';~!:l::::' :':' ,...~~;.~.:,~~,­

.,.;:t"i'w,,~-l-:t-"...... ~ .• ~ , 	 ' ":': '. , _."'
_Ai' ,"'i:;:-:1f.·.-~:,",:, . 	 '1 " • ,-,~, .­

..,~-"-... "~,,,, ~ . 	 " ,,-'- .. 
, '+:~~~~\l.A~~noug~ it is fat ,too em:1r to detect d.eflnj?!,e tre!:J,g~_ in.o,uL ~"'ade ~ith. Mexico as,a'.~ ", 

result"o( NAFTA, the CFT A prov,des 'one gauge ot the Agreement's potenlla/,mpacL 
. ., 

,\' _... Tbe fi:st five years of free trade between the United States 'and Canada have 
, • > " 

witnessed a progressive rise in, trade vo%ume desuite the fact that ;eiativeiv slow domestic 
ec:o~'6.mic gro"w(-h in both countries should have,suppresseidemand..Tot3J bilateral trade in 

.gOOds)nd services grew by $68 billion, 'from SI69 in 1988' (jusi prior.to the CFTA) to $237 
.- '",r.. " 	 " ,,~ " .'. .­btlhon'In·!993. 	 ... .. " . . :'.'.. 	 " ' . 

">, '" • 

~.' ",'Critics of the eFTA in Canada have blamed canada's recession and weak economic .. 
perform","ce sir,ce [989 on free ~..de.. In fact, studies published by both the Bank of . 
MonrreaI and the C.D. Howe Institute argue tll.at free uade helped to mitigate the effects of ., .'. 

: the' ¥,?n9~lc downturn., Dunng the penod coinCIdent WIth the eFTA. wh'at little growth 'h'J ," 

Caruifia recorded was almost entirely attributable to strong export performance, Moreover, .. 
the strOngest export growth was to lhe United States, whose demand for <:anadian products 
grew alinoSt one-third faster than Canada', non-North American trading partners. 

, -------""----:------.."The' C:-D~..Howe:Ins.titute:·which"also'-anatyzeo 'tlieprodi.ia-coaiposition- O'n:anada:-;s ~­
I 	 expon' growth. found. that g:owth was strongest in sectors liberalized by the eFTA, Z For 

these prOducts. Canad,an merch","dise exports in<::reased 33 percent to the United States, 
compared with only a 2 percen: increase to the rest of the world. 

For the U.S. pan, U.S. exports to Canada during this period grew faster than our 
expons outside oi North' America, and our already high shan: of the Canadian market 
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inCfe.2SeC .. ~,' 5;:";OV bv the U.S. Deoanme~t of COr.1ffiZ;:::: SUE:~e5lS that r.:anv U.S. 
produc.:::-s oe~:.:::e 'n'e',~iy'cbr:1pedtiv~ in the Canaciian m~ke: 2S .he ;es~1t Ot tanff re.:noval 
under the G?T.";'.::, ImPOrtam £a1ns \I.'ere 're:uized ·in kcv n;,oGuc~ c:lteeones: :n fact. .::.6 Out 

of 98 p·ro{J..lc: ::::egones with ;igniricanr'tariff?ecre::l.;Ses have grown to!? percent,or more 
since the (FT,; becnme effective., Moreover: several traditional import sensitive sec:ors :n 
the UnileG S:.:J.~::'s, 	 'slJ,ch as' apparel aJ'lO iurill~ :?roducts. saw: their e~poF.s I rise.,rapidly as 
the CFfA [o\;,.ered C.1.'1ada '$ substantial tanffs or;. these goods, ' :' , ',,> • 

"~ 	 .. ,~ '"~.'.. , 

. ~, . "';; . " ~"!i*{"''''':':; 
, The CF:A aiso s:mrred c::-css-border investment flows. AS,has been"'ilie"'ta5e 'WHh 
, , EC 1992 ana :-\ AFTA, such invest~ent of{e~:_b~gins' p:iot: to ~fi.e' foqJl~'- ~',~;;;r?:sJirbs 

. antlcioate the e:":"ects '.o(an' agreement.' .,.Thus',:·oerween i987, and. 1992."biiateritiidirect "":' 
, ',., .~, I -. i~~es{:ner.: ::1 e.::.di other's eCono:;nies grew ~y ;~7~::bilIjc:n, fro~ '_?83 j)iliiR?:\'i~~-~i97 ,billion . 

".:.,c:':... :,',. ,I,', ·.t.I! 1992..\\-'h:l:: 'these ir.v,es[:rier'lt flows ~eri..$P.~i,i'ab?u! e\'enl!< in each ~it~,iQ,l!'~'::;anadlan' 
, " fi:ms r~i2ed ;J 5S>perce'm i:lc:ease in the:r. ciiiect 'investment, in' the: U:S~·whi1e'~U):S. 'firms 

, ",' ,',"~ -'. .,' ." .•••"; ..• t" . '. '·"'~~<tt·::-<''-1~.-',·'.·,
m::reasec lhe:;- :.:reJ:{l\' 'S<lDStan:lal FD1 to Canaaa~b\';'1 8 . percent: 11" .'>I,'t7fi..t;: ~~;\;-~~,!..!",~ .', 

, '~ , 	 ., •••. ,j ..... ," ........ , , ',. "'.,~~, ,~ ....., .. ~ • .,., r • 

, .'" ","'._:;)i:~r.: -' '," , "':;'. ,::~;~::.;. tf"', • ". ,> ';'!,"'It:i.'i:·'~~r;'l v', 1 ' , ' 	 ')#.;i<:r~·": '." " ",-,";;\".;;:/'~' /' ";,,,~. ~~"(J.,!.\','S'l:·~·<--." -,

',' ...... 	 '. -' • ,,,~ •• , , '>,.f):'",""<' " ,'. , ' Likewise':' :,et foreign ::westment flows', in the CFTA, trade area s\vellcii "due '[0 the

'. 	 increas~ aa:ac~i!~~~,ess ~:I('both 'marKets:, In. (aE,,~in; 1990:"rC!r' the fi_~i <iER~{f~Jl.~ ry,~s; .­
Canada experi~~z~:a~7t.inflow of f?:,~~.gr:~~~~I§ ,j~~:~~[!l1e~m, wnicp, ,C~9~~~u~~J~':1991 '~d 
(992, The ROY~~~~~ 9!:*~ada 'su~geSt~.'1.~~,!A~hlS, w~ ,"b~dly"conJ~r;~:;,:t't!f1-.~_~, ~lew 
that the free rrade,agreemem between Canada'-iand the Unuec!,States has enliantt6-J~anaaa's 

..... ,~ ,'attractiveness 'fo'r "f6reigr{lrivestrnent~ .. 4 ~ ~}'?:' ~'" ' .. :''""' '"". 2~'i~~~:· "',','", .... :.. . 
; , "I ',," ~',""';'.":,' , 

:, Freer biiatel-al trade unde:- the tFTA~'has stimulated jon. creation in:'ihe,United States 
and Canaaa, 1:1 co'rH,rist.;th~ have been~:f~~·lJnajor~dislocatron5. as 't~e:prci:e"Si :of transition 
and adj,lIs-tmeot ~~ b;en p~aserl ,in !l~der ~'1i~,,·gree:ner.L -, . ?;:::...>',. ~~ 

, " , , "", " ,; , ", 

'. Mar.'.' or" the seCtors experiencing gro)Vth· and job creation, t:trOugn·, _ll'icre.aSed Nonh 
American i:1tegratlOn,'are higher paying. higher: va1ue~added sectors in both'''colmirjes. For 

" ,example. ar. estim:ued. 2OQ.OOO new; American jobs have been create:d anC1 are.,dependent.. 
upon U.S ..expons 10 CarulJia. increasing f,om,1.3'riliUion in 1988 to 1.5 mi1!iori in 1993, 
Much of this exoort growlh and net job creation' has occurred in high~technoi()gy;industries 
such as·computers. corn!11unications~ elec:roitics~ software. plastics. and sci.e-npfi( , 
instrumentation. in ad.dition tD the business services supponing these sectors:", '." . , . 	 .... 

Sirniiarly, the ~.D. Howe Institute found that ir. Canada. significant eXP'?n~ied 
, ' growth. and expansion is occurring in such high wage sectors as bu~in~..s£~!yj£~.~h!g~·~, ___ _ 
'1"~--~-'-~lechnologY' incu-stnes:-and-naturnrresources:' The-stuciy!also concludes that the eFTA is 

t 	 resulting in gre:l~er specialization of the economy, moving Canada into areas of higher 

productivity and income. 


, : 



'. 
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.: . . - ,
",""""l;..F-:-,,... 1$ probanly Lrye DOS: ;;horougnly st'Jdied trade ~greement in history. 1:1 tm 

speech sig;::r:g tne side 'agree6ems to K"Ai=TA. President CEmon observed tnat nineteen O'Jl' 

oft,":!~my ~enoL:s s.u,9,ies sho';yeC Jhat NAF}'A was g~ for the U.S. economy ami V-,S, 
,,> _ •. " • e • 

laoor. I ..~,: ,,_ ~ . -. •. '. . 

. 
 ~~'-' 
 ... .. 
, '-":..;:,::';' _ NOne!heles,s.::.?::onoIIli¥s agr~.\r.at the.greate~,~ft~i,,?f NAfTi) wi!1' b.e on Mexico. 

This is quite ~::.tu;a(~(~e::tiCD·ti~ the smalleSt.~~o_~'(Sit:y{ofithe 'three nations ane' L1e highest 
barriers: ?UI"'u1er .:;as~,:·nou~r above. the- CFT A ari,eadv.,·orferecrthe U.S. ,and Canada 

. , . _ ~'-Yr_. ';' .". '.' .'?li'-',{.:I,., Wy ,"'. "', ,r ,
suostanc.::l be:1ef1!s:~rQ~.greate~ ,mt{;graqon:.·li1'I)J';;~'f'" ::•.. IV.... ..,,"~;';,.: .;t."_ "<: . _. ' ,",0 ',' 
", ," .~.(., ~<"'\;n,."c c 1,."'<~1.)i •. 1:~..'",' _; ~ , . 

.,.', .' ~ "~,·.t,';5;~';i~''';··:;::~;·:,:.,,·, .. " 
, A study ~t?~t'(oy:~~ ,C?r.i~ressio·nal B~d~,r:>'P~~~::'C~O) for the' \1.S. ~ongre$s jus: 

before :he yore on :N~FrA e~pl~ns how-the regl~Q~.~y.nergles work.: A good startjng 
r 7' ' " , ~ point 'is':'~~e 'NA RT:\~induceli·reduction' oj the"rIsk ~p:emium "that' Mexico must nav· to aaract 

'-~ . ," -.\;;:~'.;~',-,;' - imema:io';:3J C:l~·tthl~:1.:the~CB6 estiihaies tnat~:Me;':ici)"s 'risk Rremium will ~fal( a,r; estimatea 
J-',",," , .', • . (" 'I' .j ., •••• ','-,-,,',_ '.' , 

"1''';:~ :":::"~ ,) 10· percen:age ;>oin~J'R~er. f, ~'>,1!e year. period fp!lqwing imp,ementa~on_ of ,the NA.FTA~., ~ _ . 
: ',,,.. (receril:'ooiitlcai' develciDme.nci~mav de1a\" this.dfop~\but l~belteve the' fundamenrals that would, 
_~:",.:~h' '.caus(it· aje' still p~#~t\ -4Ss'e;Pensl~e c_~pj~';::¥ill':~le M~xicf) to: firlf11lce a current ' 

account defici: Jha{"ii~x~ted to' grow ~s ,a':~ntage :of its .QDP.- a? Meiico imports more 
',::' i",~ ,plant a~d equipment,;)'g,<'fu~!.\h:~ f?r.o~~:.of.:ts ~:ri~my','~:Coupl¢,,~.ith ~mprovemet1tsjn,.. . 

pfodti~tiVlty:' the 'CBp'juages""th'af Me~ico is like!y:to 'acl1ieve annual average output growth 
of 6 percent over the nex, decade. '(All CBO'sceitarios show higher Mexican GDP growth as 
a result of NAFT A and economic reform; various scenanos are depicted in Figure 7 an page 
45.) , . , " . 

·f··.. 
Simpi:tj:)lft~',higher}..fexican economic gro~th triggers raster U.S" {and to·a lesser 

extent. Ca..':adiar.).econornic gro\t,'th as well. MexiCQ's GDP;is only about 5 percent-of.that 
o(tiie Uni,ec St.1te£o·'ASosuch, the NAFTAis estimated by me cio to add 'only about 'one· 
quarter oi a percent.1ge.poim to.U.S. GDP. However. the U.S. GOP in 1993 waS $6.4 ' , 

..trillion; one q:J~r of a percent of that 1$ $ (6 biliion ~- a not inconsequential amount. The 

.increase in U, $, natio~ income will come not Onfy. from increases in U. S, ex~rtS to 
Mexico: but also from ~repatriated profits and diviruIDds from investments in Mexico,. . '; . ,-, ,""'-~ " . . . 

. AU in alL·the Clinton Administration' antidpa~s NAFT A will generate 200,000 more 
export-relaterl jobs,by 1995, pushing U.S. employment related to exportS to Mexico toward 
the i million mark. Contrarv to the fears of U.S. labot: we ex!""'t NAFTA to increase,the___ 

-'-~---~-demand-foi·tJ:S7" unionizec!' ;'orkers-:--Ouf exoenence--sinc-i'19SfSho"';;sth~t':M~x.ican ,,, 
,"demand for J.S. goods' is most intense -~ and M'exico is least coriipetitive':" 10 preCisely .. 

those high wage, ca;>ital intensive, heavy rr.anufacturing industries which',are heavily, 
unIoni zed .(, . 

_NAFTA is already working. U.S. trade data for the fint two month. of 1994 show 
NAFTA tl.de accelerating, particularly in regard to U.S.-Mexico trade where NAFTA's 
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change's::.;e ;'7IOS: signifIC:l.IL, Despite some s:owness in Mexico's econo'mic recovery. U,S, 
expor:s so :::;,.:' this year are ,up 1S percent over the :qm:: pe:iod las. y~;' in COntr.l.$l. in 1993· 

.slow /,,\.e:d-can' growth ;;;eld ,u:~ ~~ expon advar:ces to, less tha., 3 perce,fit: '.On {he !1:p s~de. , 
," 	 while O:le ,.....ould exoect .\iexlcan sales to :he U.S. to :--esoond to OUf economic ;-eco\'e:--:. 

thev are u? 3. robus~ 23.percenr .-;.~ twice.as· fast ~ our i:r:oon erowth from'the rest" of the 
wo~Jd, {Both eXPer: and impon growth 'with Canada a:e' up a- :espectable- 8 percem~}

: . . '. 	 . . 
" 	 t.' • 

. ·Coup!ed,.l;,.;jfh oth,er·rrll!ie qevelopme,jrs. [he resu'lts add up /0 Grl' impressive pfcrure ;. 
jor NAFTA in ~#e' United St~{e~.· sq fqr i~ i99~,:'Mexicq rllld Cantu.{a aC.c?!unI for a :whoopfng

·'··I~·~~';r·: 88 percenr (}j U,S.,r'exporr growth anti only 28 pcr<;eru.ofour import grqwrh. '., ' 
, ..,...',....,... ~;~.. .' ',-" ;: -	 . .: ,.

~";. 	 " '. . t, "'" i',· ,.', '/' ,~ , ' , . 

.' ..~\'. '-:~: 	 " Rei~~fo~~ir.g' thfs, pa'sitiv~ trade picmre. we have no: seen any earj:.. ~signs thal'NAFT.~, 
., ::-:1;1'. . ,»t:O~ght lead to S}~.~sta:,;jaJ job dislocation ,in the Unit~ States. Through ',"\prii 1994, the 


,-'~':t~:~'.: .";;.;. ~berimmer,: on..:aqor hlS ce:1ifierl 3,500 wor'kefs (based on 39 posith'e;oeie:-minationsl as 

~.~{~,~,,~ ,1: eligjb!~'fur Nr:tI·~~'t~illonal ':rade adjusune:H assis~;ce. This J!.~1Jlge~ is far le~s th3J! 


~17·I"o:;\"~ ~, that .~·arned ~r,bf:NA.FTA·5 ;:;r.tl~S. ::Ljd'suggests that w~,are in ag~:fpb,sitlon to provide 
,.- 5:'~:?~'.·:· for triose •....orkt:hs who bea:,rhe adjus:mem of NAFTA's co:nribulionJowircs developir.g a ...,' 

, ;}~:::"> ; " 'more:comoe!itive U,S,- economv." ,It is notaole:ulaCir. ar. 'effon: ~o ensu're:&.3t' this assis:ance 
.~ ~;::~r~;.-' ~ ,: .)s readil~' ~·cce·s~,:.?l~~[o' th~~:'fhD. neen h, the trade adjustil'.cr.; ptogra~ ,:equires:only that. '. 

.. ~L' :".:': .-'.: ..., workers rlemons~~te it,,,! increase' in imports from or a production shift to Mexico or Canada. 
, . --, "k' NAFTA' 	 , ., . ' 

"- not a ca\.!!>i.1I lln t9.:. ' ~ "i" " j:" .;., ,<~ ... • .:.; ;».'~" '> "' 
:"... ," -..: "". I' _ ..,' ' 	 , 

" 

NEW STRUCTURES; PSTVAIE SE!;;TQIl RESPONSE TO NAFTA . , 
~ -' . " . " 

, . Nort.'1 A~erican businesSes are operating in new ways in resppnse to NAFTA'S
.,' , changes~ . Be(all~~ ,NAFT!,-"crea"t~s mo.re options f~~ serving' the North :.<\"qterican market. ',; 
""ie'~' fi~s have, g:ea~~:. ,flex.ibility to deter~ii1e' how best to, take advantage-,of ,t~e' new, ' 

',,' opportunities; :1-,,',, " , 

, .... ' .... 	 ... 
" 	 ,'-. 
........ , .' Corporate:stritegies to respond to the'iiuegration of'L'1e North'American economy are 


/" : .; 

comprehensive:'"~So~e firm(ar-e, responding through increased prod~cti~n .and ne!¥ , , , 

investments in t~eir, i]:ome markets. while for others, inter-firm agreementS and strategic' 
, , 

,. alliances at the trnpsnationallevel ~tlll generate a pew regional dynamism. in either event. 
firms ru:e l"3tion~i.tiri~.4aJ!d r:s~cturing tO,take :,tdvan:age ?f NAFrA. ,

.­
,'\. . -~ 

, . 	 , 

,.: • .Business de\;el'opment strategies for ad~r~~i!1g _:LYJ!jfie~LNonh.American _market ... __ 
.--~"----. " ~mtist"be-res'oonsjvei(; speeiflc'indiisfrv'and comoanv needs, The choice will Vary from ' 

.' 	 '," .. , 

company to company: no one approach win \lfork fo~ alL 
.. 

fJxpanding H(!11IC. Base, 

Companies are now freer th!ID before to choose their preferred method of serving an 
e~pand~r.g customer base:-' For instance, with the elimination of tariff walls as a basis for 

,r" -..", 

I 
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l:mxiuc:~;:::F', :C":J~lOn ae::isions, sorr.e firms car:. ser.'ic~ Iheir Non.': Ameri:a.1 customers'most 
• econo.!m~;J./, :.:. eXi>Or:.ing fro;:: rne.:r home base; ~1~y :ompanies are.me;eting itlcreas~ 

• 	 dem:L'1q~-t:- :e:.J.inmg or apandbg rr.eir',natior.al produ:tio~ capabilities !?f simp:y reeirec:.ir::g 
resources tC eX?iOit :nore fully existing :capacity. 

This :$, :he case for Hea.lth~Mor Inc .. ';,'hkh decided ~9 ~eep production in Cleveland. 
Ohio:"rarhe; ::-.::U: to move to Mexico after ~AFTA removed the S50 Mexican tariff on as 

'" . . -	 , \ ' ­
,Sl,200 >'acu:;m cle:me~ Panamax. a,small California ~oJ11P3.f-y.that designs. and~,.~ 

," :: _ . .'ma11ur"acn.:res surge ;:)fote:::IOrs-fo,r higrHech elec::r6n~c,eQujpmer.t, ,added an' additional shift 
" ,.' , ~. • ' • " .' <, ,0 < -, .-.~ 

"':":::',<, -. of,prcxiuc::::m \l.'orkers, m order ,10 ,meet NAFTA-:-gene~u:d sales. Slmtl¥IY -stra?~)or ' 
~f.,;,~!;:.;;.~o<~//~;:(ty,' ,"\~e ·Bard~'~'"e.,~ in "O~~f06k.iminois. p1i1:o'1S"tD'o;)en a $26 ·mm~6~:'p,ii'n·i·., ' 
:~' "~'~~} :'~f_ .marulfaca.:rir; g f3.ciH:y il1 Te.us as a res~lt:of ~~FTA, :Regionai export ~es 'spurr:~ by 

"'<'<', ')~i:;,;;~,: ~~FTA hilye :ed- to jobiocn:ases ~d p,igher p:o~~~':f~r th,e~e: flhnS. ;;" /.:,;,~~:,::':... ~\ . 
. ~·,!';~~;~;'l':'·.~'."-:' " _f .,:..:~~"~.t"~_"",, " ~'., : ..';<>....::;., 

-1 ': t -,' :''::r(';:~" ,". ;J/:" Even :'o~ :ndu~tric 'that' al~dy.}1~l'ye !l2\~J~~~el}\ ~ig:h~degr~ 'or ~6~.~~ij1ei:i:can 
~\~::'0~~;integ:ation. :~.e rei.lQ\'ai of many non-tariff barti~ls;js illowin"g them to rethink(tfie;iI,:~_

.' .'J("~'" -.1, • ' • • " l-."".... ,. 	 "" ~. ,P

".' ", <)~r,:~}~P~~.~E~..'o <ne. ~onn ·~menc.a., market.-"". . , -0' .,,' ""., _,' " ,~.:'.~.-. >~. ':' 
,~Ih~..r:,"' '~.j.. 	 . ',,' ,." _,".t."'.c.", . , 

, ,"\,~ ," j, , '.' , 	 ,.' " ',J.!.'" -" ,. 
~, ,', "'~':?'uf:,t~',,: c',.:: The auto industry, is a·good,ex:ampl-e. Prior to'NAFTA, ,the Mexican.Auro:Dectee ':' 

, " :,,': '>, '~S~:",j"- ',dictated :ihe' te:ms o'f ,p~oduction and S<ile.. in Mexicc( ~.>\mong L1e more, onerous ~uifemems 
":.:~!::; ~.,~ ;~"~~,rade~baJ,,ancing regtllation;.Fhat, required, auta·tnanufacrurerscto ,p~941:ice arid export 

, < ,! • ,from '¥exico S2 wonh of vehicles ~or every S 1 worth of. impons. NAFT A phases out this 
- and "other res-trictions over ten vears.. ' . , 

, '" , 	 .,.... 

.,~~~:;: .' ~'j';" 'NAFTA makes substantiai vcltic1e exoons to' Mexico from the U.S. a serio~;:~ 
,..,:: ':; ';. pos·sibiHtj:.(9f me first time. AS a result. this year;ChrysJer' eorp. plans to,expOr{to'Me1dco 

"" ,'"~i{.:"2i500 Dodge intrepid' buill in Newark,New Jersey., and 3,900 Jeep Cherokees grOduCei:J. in " 
"" '-'\c..; ',Toledo, OhIO, General Motors has announced Its pians to export !5,OOO cars and trucJs; to 

'":Mexico In 1994, up from only i',700 last year, To sansfy lllCreased demand tar'their"!"", in 
'Mexico, Fo,d 1$ expanding prOduction of the Escort "subCompact at" Its Wayne, Micliigan 

"'" facility, ,All In all, the Big Three 'expect ta export 55;000 cars and :rucks in 1994, comparee 
'- , .' to onlv 5.000 venieles m all of 1993, '" ,; , 
"/';~t:',:: ,'. 	 . ~ . 

',: '" "OWmi;;a#Q1UIl F!Jgq 	 • 

. "-"'." For many large fi~, the initial response to NAFTA is to creaU;; som'c iype;fo/~Orth' 
. American ore:a.rlization or business unit. In fact~~the_CounciI of..the.Amencas confrrmeci'-this 

.-~..~.~~.~'- ~~,-'--tre,~d~ln>"asu;V~;~iSi-::;ear:~We'aie-fi,rlCji~-g'~this iqn,d of Nq~ ,Airien~"reorgantzatiO!l.to be 
true even of cc:rlpanies that had' aOt previOllSfy been in all"three markets ~~ such as Heinz of 
Pittsburgh, Pa.. which has substanual sales ta Canada but none yet ta Mexico, Prompted by 
NAFTA. Heinz formed a NC?rth American unit to examine the possibilities for achieving 
greater economies of scale.. ... 

http:Airien~"reorgantzatiO!l.to
http:rr.eir',natior.al


,,-. 
\'\'".rr::::--urnbert decided to centralize control 'Jl ns Canadian. ;"fexican and C,S. 

opera:ior.s ;;: : :?92, ::1 aritic~pation O~" NAF:"A. Under :he new em!:y, Park Dav;$ North 
Americi!!,' ;~:;1:10n$hi:Js between t~le :hree aivlslons have been reconiig'.:reci. allow1n£ ,he• company (Q .:e:;'~:-2..li2e· operations ::",':,en :1eCeS5.1T), as well as respond 1~a.:.!;"w,1en deSlrable 
to d~ so. ,.e :-esult st:eain:ines Droducuon a;';o minimizes lner'fJeiencies; , , , 

,These :::;;es of actions allow tirms to assume a strategic Nonn American outiook and 
serve a ur.ir:e:::, ~On.1 American c!lstomeLbase rather than thre.e distinct markets. 

• .. • J 
"lncre;:s:r;gly, trade arour.d t.1e worid is ':)elng 'restructured. by the iovestmer.: plans 

and coHabor3.::o:l agree::1ems betw~n ;flrms lI.'iat are organizing.' their activities globally" 
NAFT A wii! ;;:-cvlde an additional impetus to this pheilomenon in North Al7len:::a. Thus." 
while NAFT.:., ::.: its core lS a trade' ag;eemen:.<lr1 importa.'1t elelT'.er.: 0:' this is the :'lew 

. . - .." ,"",' ,

economic i;-:(:-:.s::-Jcture NAFTA p~oviQes for :::otpo:c.te investment. 

,As Non:'! American companie~ become free !o redepLoy resources between t.he three" 
countries. many l¥ger firms with product:on capaci:y.in one or,rnore NAFTA countries are 
finding new and ~ette: ways tD achieve economies of scaie and serve a unified Nor.:h 

. American rr.arket more efficiently_ 

Many o:~ these firms had built up dual systems of production in more than one 
country that became, redunaant once tariff impediments were re:noved. The need to better 
utilize excess c.:apadty inevitably leads to the rationalization ot' produc:ion lines. 

For inslance, shorJy after implementation of the CFT A, Whirlpool ceased. washe: 
production at i:s., i:,}glis, OntL"io plant, a.'1d instead. 'begin importing washers with more 
advanced tecnnology from ItS plant in Clyde. Ohio. Shutdown of the ?Iaf}l was pan of a 
North Amcri;:;a-\'~'jde :eorganization. WAlCh also provided· for the movement of some d:ver . 
production to·a newer plant in inglis. 

, 

Smuegic Corporate Alliam;es 

Manv li. S. companies are establishing strategic alliances with their Mexican and 
Canadian co~nte:pans as a way to gain a stronger competitive foothold in a unified Nonh 

. American marke~_ The nature of these alliances range from targeted ioint ventures to 
. -~.-- ""_M~~ -'--mergers-anq acquisiti,ons: depending 't:tJOn 't!fespecific ~siructur.iI-neeas:and h'uSine~s-- ~' 

. imperatives of the" industry, . 

Access and control over dist.--ibution and sales channels is a crucial factor in 
successful marketing of food anti beverage prpducts. Pillsbury expanded its distribution and 
sales capac;hy 1n Mexlco by purchasing a 49 percent stake in a joint venture with Pacific'Star 
de Occidente to form a new company, Pacific Star. Increasing Mexican consumer demand, 

, 
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,'Simir;:;iy, ~,1i(ler Erewmg Company acquired a 20 percent equity share ~n :vfoison 

, . 	 Breweries c' Clr;ada. ;;'5 wei! as U ,S. cist:lbution ':ights for all. ~1Qlsoiq~roducts:: The 
pt:rchas.e gives '!\;!Be: bener 3.:;;:c~ss :0 the Canaaiar. disuib:.llion sYStem. a rir.anc~al stake in a 
:cmpetiuvc product. 2.."id conrroLove:, distribution of that prooL:.ct'w Miller's r.dme Tflarke:: 

,Ir. the ;ir.ancinl ind:J.srry, Weste:u Union R.'1d Eleck:tra ,Mexico are, cooperating to ' 

(, ' 
market'their"proouc[S and se:vices In a way that ::apital:zes' on existing ora."1cn networks and 

, name ~:cog:ni':ion without drai:1ir;g resourceS w.r:.)Ugh'~utright acquisitions:, Western UOlon 
, ente~ed bto a coor.erauve vemure with Eled..'tra Mexico that :;mvldes momiv transfer 
',se:Vices from Hle United States to i\r!exlcD;.ii .'g'!v'es 'Wes:era Ur.icin' direct. i~'rnedime access 
~o distribu:io'r~'::h311netS for m services ,without ~ostl\' eS:.ablishment of,:rie';;""racHities, ' 

,,' 	 "', -.' " <" ':,:-" 
- , , '. ',':' 	 '- . :,'....",'. , - ,'.....'", 

, ' In th'e ::re:t c:' Olher se,n..'ices. -GN,:,'riUwavs announced a marketing ailiance with six 
, 	 " .' , ,- ,'-	 , 

U,S, railways In order to posinon iiself for a greater share or L'1e transborder freight t1G.!fic, 
, As pm of u~e vemure,'(N North America is spending $155 :nHlion to build a 1.8 km t~'nnel 

unde:- the St, Claire river between Ontano and Michigan. A partnership with APL L.and 
TIiUlspon is providing the first i:nermodai container 'serVice linking the U:S., Mexican and 
Canadi2.ll markets. " " ' 

,Some acquisitions provi~e supporting services !hat will facilitate the firm's prinCipal 
saJes activity, For ex..amp)e. !he Chubb Insurance Group's purchase, of a 30 percent interest, 
in Seguros Equitat.iva and i:.5 af:11iate, Central de Fianzas. gives ,Chubb control over the 
insurance, surety' aha bO!1di:1g ponions, of i;5 Mexican business operations.. , . 

Orne!" wergers and acquisitions provide for market access. Following'the 
Govemrnent of Mexico's privatizauon 'of the nauonal 'telephone company, a consortium led 
by SOuUlwestern Bell ane including F:ance Telecom and a Mexican partner Grupe Ca:so, 
successfully bie for a 20 percent equity in the new ,company . TELME-X.. The purchase . 
grants the new owners a six~year mono;JOly concession for basic reiecomnTunica:ions services 
lasting ,until Aogust, :996, ' ' 

" Technology and infrastructure ~eeds are apewenul mix in high-tech firms, AT&T 
forged a joint business alliance with Unitei Communications, a major Canadian , 
telecommumca~ons carner that WiU enable both companIes to comblOe their national . _,~ , 

...:. ,-,-_." networks-and-offef'a wiaer rnilgeof services.- -Unitei w'ii)··use~Af&T-'s propnetary network 
software ar.d,eq·u:pment in remt:J for a 20 percent equity/share .. 

Similarly,. GTE recently announced ex-pansion of its air-to-ground telephone network 
in Mexico and construction of a dlgi~. n~twori:: in Canada, which means airli:le passengers 
will now' be able to enjoy the convenience of placing phone calls while flying among'the 
business centers of ail tt:ree NAFTA countries. GTE formed a joint venture compan;.: with 

http:Canadi2.ll
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Telmex. :-.t>.:X\CD' s teleohone ;r;onoootv: that wiij cQnstr..:ct 3J.jd overate;:. :1c:'.vork 'or 
'teieco:nmunica:io:1s s";tiorts to sen:ice' :..his network ihrol.i.gnout ,;"lexlco. GTE 1s upgradmg 
its grouFld network.1:l Canada as piLL of an already establlshed relationship with Canada' S• 
Sk-:le! Corr:mc.nic:niorts Corp. . 

A more exhaustive list or' mergers, acquIsitions and marketing alliances can be Toune 
in an Annex oegi:ming on page 48: They aU u:1derscore the c~tiv!ty and rapidity with 
which business car, seek new partners to: improve p:oduction and marke:ing in an expa.r:ded 
regiona: markeL -I' • 

." _., , f,'t;w STRUCTURES, REGIONAL SHTITS AND COOPERaTIQN 

Toe dynarr.is:n or' ~AFTA :5 not limited :0 how tiusiness structures i:.seif. but also' 
:xte:1ds :0 how change wjl1 effect the economic geography of North America, Tracie f10ws 
will not move or grow evenly across borders. Rather. the rlow of goods. services. capiul 
and people wi!: st:engthen between the areas of each coun!.rJ' that share common i:uerests 
and are)inked by t:arlsportation networks. ". ,.'. .. 

, , ,.. " 

I This creates :he pOssibility u~'der NAFTA for dynamic "t:ade corridors" to em~rge 
that link all three countries, bringing enhanced economic benet1ts t6 communities and 
businesses located along these ·routes. Communities along these nonh-south 'corridors may 
have many more common interests with their counte:pans in Canada and Mexico than they 
do with other U,S. regions, even those that are contiguous, [Figure 8. pp. 46] 

We have already seen this phenomenon as a result of the U.S.-Canadian Free Trade 
Agreement. An eunwie is the existence of cross~border entities such as' the "Pacific 
Northwest Economic Region" (PNWER). which com;>rises three Canadian provinces and five 
U.S, stateS joined together to promote the economic development of the region. Similar 
cross~border arrangements exist between U,S. states and Canadian provinces to share 
hydroelectric energy, coordinate environmental polle\' in areas like acid rain reduction . 

. jOintiy plan transportation systems and promote regj~nal tourism, ' 

.The addition -of Mexico to the U.S.-Canadian free trade agreement creates even more 
interesting possibilities. The major trnde li~ ~r~~r. t.~~~l!!lited.Stales.and Canada are.in. 

--the Niagara (Buffalo'Hamiltonriiid Michigan (Detroit-Windsor) fronuers. BetWeen lhe U.S. 
and Mexico. the largest share of commercial freight passes through !..aredo, Texas and 
Nuevo Laredo. MexICO. These major gateways are connected through major trade routeS 
origmating in Montreal and T~rontO, passing through the Eastem U.S., southeast Mkhigan 
and the industrial ~1idwesL-and ending in $e industrial heart of Mexico. in Monterrey, j'JSt ­
150 miles to the south of !..aredo. The major border. crossings in !..aredo, Buffalo and 
Detroit act as "funnels~ focusing trade routes that pass through the U,S. in what are 

http:coun!.rJ
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curre::uh' ~:,::-,e: amuse p:1tte171$. The delte!o?mem and i:n?rovement of th:::se routeS 15 
critkal iO ~r, ;:.tegrate.d No~n Ame:-lCZJ1 market. 

This ;;,J.Jor E:1stem Americas paL.'1\vay isnot the oni: emerging Nonn Ame:ica."l 
trade co" ;<':0,. .separate land t:anspor...atiO::1 routes link Canada and Mexico through me 
.Pa:ific Non~wesl/Califor.lia. rr.e Rock:: ,Mountains, and Upper Plains. Current preai:tions 
of future tr~Ge :lows indIcate that the eastern corriGor VOlume between, the U.S. and Canada 
wU1 incre:1se :'.: an annt:al ::-ate of 5 to 7 percent ,through 1997, Wes~ern route traffic between 
the U.S. a...:d Canada is expected to increase by 16 to 24 perc~~lt over the next te:i Yea;s. 

At tr.: :1}ajor U.S. -Mexico gateways along the NOIU1 Americar. trade corridors. 
expectations a:e that commercial trade volume will grow even more dramatic~lly. A study 
by the U.S. Depa..."'1rne;).t of T.anspor.ation predicts that trade through Laredo will increase by 
120 pe;rcern by the yea: 2000. through Ei Paso and the Roc),.:' Mountai:1: t:ade corririor by 
i 10 P'!n:,eC'lt. :"-,0 through the California traoe corridor ga:eway in ?an Diego by over 200 
percen: .. 

Th'e r~; and truck land tra!:sportation corridors running thioug~ No:th America 
comprise between SO ane 90 percent of trade between the U,S .. Canada and Mexico. This 
is not the whole picture. though, Significam amounts of intr.1~North American trade ;:tass 
through ports and the intercoastal waterwaY,.systems, The Great Lakes 3!ld St. Lawrence 
Seaway system are critical transportation Hnks berween !he U.S. and Canada, connecting the 
inter~oasta1 \l,.'a~ern'ay systems of the two' countries. ,Freight can pass from Canada through 
the St. Lawrence Seaway, directly bro the Mississippi River basin al'ld· the U.S. intercoastal. 
wate!\vay system. 

The U,5, and ;\1exico do nor c~rrent1y have a such an inland waterway Unk, bur as a 
direct result 0;' r-;AFTA. the governor of the MexIcan State of Tamaulipas h~ developed a 
comprehensive pia.1 that could be completed by the end of this century ·to link Mexico's 
intercoastal system to the southern U.S. Gulf Intetcoastat waterv:ay system through 
Matamoros, Mexico and Brownsviiie. Texas. 

U.S. and Mexican seaportS are also integral pans of the !'Iorth American trade 
corridor network. High traffic Gulf Coast portS like HoustOn and New Orleans 'have been 
actively forging links \\--itt the Eastern Mexican Pon of Veracruz (the busiest port iri~ 
Mexico). This porHo-pon route provides a much more direct route to the huge .Mexico City 
market than the land mutes through Texas. Even before NAFfA. almost $5 billion in trade 

-··-·passed througn :his 'route:-~-- .- .. ,'.- - ~ .. - ..---.--~' ~,~ ~- .. - ~,.. - ' .' 

These evolving trade routes wiU have enonnous implications not only for the 
economies of these regions ill!d the g~graphy of North America. but also for popular 
support for NAFfA. Communities th~t find them,selves along these evolving trinational 
trade corricors will identify more with the prospeclS for an increasingly integrated North 
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AmeriC:.lI1 r.::Ke:, 1r. fae:. Z3.L1er ,han passlvely .wak:1g t:J see '.I,:ha: shape NAFTA takes, 
many com:;-,':::::::es and SL:l.te ::rna ,:o::a1 gover.1me~ts a;e co:nperi:ig: for the opponunincs, 

In an :i::e;:;!srlng fu5t~West twist. :.he Port 0:' Mia:1li has been actively promoting a 
trJde rink v,:;tr: :he Yucatan oor..s of Merida a.t1C P:-Of!reso. re.a1izlr.g that :hev are ir. fact 
closer :0 these :r:iponant po1ts :han either Houston 0-:- New Orlean;. Pon of Miami officials 
see Lf-tis as a lo;;g-range strategy that wlil ultima:eiy se'l up ma.'1guiar trade between Mexico. 
South Flor.da 'a,i1d t"liaml '$ major markets in :he Canbbean and South Ame:ica ~~ our fu:ure 
hemispheric :~de corridor. jf you- will. Such a dev~lopmem should help engende: the 
sUPPOG o{ the large Florida Hisp~k populatio~ ~at s¥1yed relatively pa.s~iY~,~~ .....,..­
NAFT A deb:ne. i~ -part OUt of concern -L.l,at Mexico would Given: trade from more established. . - '. 
Latin mutes. 

Recogr.:z:r.g [he impmta...,ce of the links be~wee!1' U.S. ana Mexica. ... pons. the 
',. Goverr.mem 0;' :'iexicc is l,;.:lder~ng rr:a.ior modemizat:on at the Ver~cnl'Z and MericJ 

"::·seaports. along ',:,'ith those that form ke;.' ,mks to'the WesTern North Arner.ca.'"! trade comdors 
such as Manz.::.!'.i:!o and L.:tzaro Cardenas. Under' thtS program they wii! invest over 51 

"biHion ir. pon :mprovemems over rne-:lext five"):ears. . 

In another example. the Gove:-nor of Kansas recently trave~led to Mexico, 
specifically to build connecti\;ms be~ween hecswe and the governors and.business 
communities of the southern end of the North Americ3J1 trade corridor passing through 
Kansas, An i:Herstate business and government 1-35 cO'alition has recently been formed, to 
build support for me recognition of the Interstate~35 highway connecting LaredoL San' 
Antonio. Kansas City, Chicago and Detroit/and to seek additional federal funding. They , 
have already made c9"nnectlons with :.heir counterparts in Canada and Mexico,along the same 
Nonh~South tr:lcle corridor (Toronto. Montreal. Nuevo L:l.redo and Monterrev). A similar 
coalition has sprung up alon'g the Rocky !vtount2in comdor. " ~ 

,We can expect tD .see more of this type of active.exchange based on common 
economic interests between regions of North America to accelerate during the coming years. 
Just as the development of the U.S. interstate highway system had a profound effect o.n 
linking our communities and creauqg a national cohesiveness. so too will these new corri~ors 
create avenues of regional cohes,lveness. ' 

I$W INSTITUTIONS: Sig~ERNM"£~ RESPONSE TO NAFTA 
M~____ "~ ____ 'M,'" m'_" 

NAFTA's changes to OUT regional t:ade and in~e.stment regime reqmre new 

approaches and :lew government institutions to respond effectiveiy to the e'roerging 

commercial lands:ape, . 


The broad scope of NAFT A makes this particularly true. NAFT A is the first trade 
agreement to address comprehensiveiy the "new" issues of investment. services, and _ 
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. inteilec~:;.:;j,;:~oper:y rights ~roreolier. r-\AFiA broke :-;ew ground in its Suppiemem..:u 
,,;Agre:eme:-i:s ::';: considering the intel.4crion berween trade a.n.a L1e e;'tvironmeot. a:lc trade and 
labor. ~;'!"J.' prograrr.s :0 address inirasuucmre deficiencies aiDr:g the U.S.~Me:dcD borde:­• ·also were c:-~,ed to take ac=oum of the economic imoact or trade on the environment. . 	 . - ..' 

Imegr:?:ion inevitably requires rules of :he game to ensure that all panies have a full 
opportunity t.o rez.iize ..i-te potential '::>enerlts, The economic incentives in a Nonh American 
free trade ;Ce.:l. are a yowerful motivator to create a syster.:1 that works, Ti1C new ir.sthutions 
that follow re~fe$ent the common mechan:sms into which we were willing to cna.,nel our 
common aspirations. 

Disvwc Setticmenr 

Tbe slgniTic2.r.ce of any trade agreement depends :n large 'pan on its ability 10 deal 
witt: differe::-::es over inlerpretaL10:'i o~- .,he Agreement: 

Like CFTA. NAFT A creates a Comr:lission (hat meets regularly to review ~~e..., 
~, " ,'" 	 implemen:.arion of the Agreeme!1t and to set OUi the work program. review trade relations 

among t:.e memoers, and dis::uss problems tha~ arise. Disputes L1at ca."lnOt be resolved 
thrOl.:gh consul:.ation may, at the request of a disputing Pany, be subject ~o a panel review. 

" - ".- - '~'"'' ..... ",,,' . 
.. ~ Rigaraing' the 'eFTA: the mOSt remarkable feariIre !s how few disputes actually got 
to the panel stage. By setting up a process that demonstrated we were willing to ilve with a 
strong rule ,of law, we designed a system that was h~ghly successful in accomplishing dispute 
avoidance. 

However. NAFT A did offer an opportunity to improve upon a feW features of the 
eFTA dispute settlement process. 

To guard agains< conflicts of interest, a ooncerntbat did anse under the eFTA, 
NAFT A provides for Parties to agree on the roster qf panelists; for panelists to be chosen by 
"reverse selection" (each country appoints only panelists from the other); for pane! majorities 
to alternate between the disputing parties. These refinements will go yet a step funher to 
ensure that decisions don't have the appearance of being politicized. 

, We also improved the quality of the decision-making by bringing in more expertise. 
Scientiric review boards may be set up to advise ~eis ,oru!nvironmental a.nd health. and,. ~" .. 

~-.~-.-~ :'-~~~-·"safetv'issues:·paneH:Sts~dealihi"wid1· finanCTaf services issues must be expem in that field; , 
and ',wudumping and countervailing duty panels should be compnsed of judges, mther than 
trade, ?Tactitioners, 	 ' 

Finally. NAFTA Includes several novel features to help minimize problems arising 
from, differences in our legal systems. When disputes arise between a company and a 
government regarding NAITA's investment protections, the Agreement provides for 

, 	 ' 

, .­
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. resoiutlon :~.:ough binding arbl:r!ltio:'L l;;stilling more '.;~n.ain:y ir. the business e;;vlro~mem 
should gi\'-e :: OOOSl,tO inv~Stmei.: in North America, For private commercial disputes. 
NAFT..-\-e;,;:courages the use of ai'bi~uon and other alterr.ative dispute settle:Tlem 

• mecna,msms, "Ve want NAFT.l.. to genente joos in O;;f factories. no: :£1 Our courJooms, 
"""". . 

NAFTA '5 Socia! Ar:Ma.a 
iJ:~,:.t. 

NAFTA lSi a..~"impona."'lt poHtical breakthrough, in r~ogni2ing the relation between 
trade. the e;1Vironment. and worker rights, Through its supplemental agreementS. NAFTA 
creates iWO r:e',v triiateral commissions to provide for cooperation, public ·pa.rticipation ai1d ... dispute sett1e:ne!1~,iQn,~vironmen;ahmd labor-mailers: !How we manage these new~ 

; institutions will iargel{otherrr:ine whether freer uade advances together with ·?fogress in 
protecting !:;e environmern and workers, 

, " ,'':11:' ,,-,.' . 
These ;:e;w institutions are in uri~naneted waters. The\' wlil have to deal wah the. 

soverelgntY'conce~s of each countr"}·; moreover, they' are goi~g to ilave to balance providing 
, a proper framework for business dec.isionmaking withou~ interfering in the daily cond'Jct of 

'" ':"'. ..business. v;i1icn would risk the -gains of NAFTA. Whether we"succeed ,or fail will have a 
" 'profoune effect 'on our progress towards hemispheric integration 'and on "our po5t~Umguay 

Round ageod:! in the new World Trade Organization (WTO), 

, In the "enviro'nmentai arena. the prospects for breaking ne~ ground are best when 
market~led and poiicy~led initiatives converge. Here I think the increasing global atrentio:1 
of not only envlfonmen:..al non~governmenta.1 organizations (NGOs), but also customers, to 
the envjronmer.ta.l aspects of production. packag.ing, and disposal have already prompted 
business ~o integrate environmental considerntions into their corporate structures and· business 

" ,­ strategies. It is increasingly common to find multinationals whose policies are to implement 
"'best prilctlces" in their foreign operations worid'Wide. " 

Tne ,private sector also is working toward a more "integril.ted approach to worldwide 
environmental policy. The International "Standards' Organization is developing environmental 
managemen: standards similar to the com~ion ISO-9000 senes on industrial product quality 
st;uJdards, Canada has been selected as the site of the Permaneat Secretariat for the effort, 
and the U,S. Wtn chair one of the six subcommittees tinder this effort (environmem.a.l. 
performance review). '" 

Labor policies. on the orner hand. te:ld to d~ffe:~ "1ore aQ1cmg .countries, reflecting 
...__._--' -- -local-culture 3.l'u::-practice. Less progress-jn coiwergenc'e has made it more difficult for 
.! . instit~tions such as the International Labor Organiz.ati~n to reach agreement on appropriate 

intemationai standards against which to measure compliance. In the labor supplernenllll 
agreement. we agreed for the first time on a set of pnncipies that provide for basic worker 
prow::tions in No;m America, ~ . 

I 



.. 


. 0:" 2~ :::e labor ;ssues, -,,'ages are :.he rr.O$~ contentious. this was dealt wiln 
indirec:I:; ~;: :-:.';FTA by ~res{cent Sa.linis' pledge to increase minimum wages in line with 
risim? l~r-':::Jduc:i\'itv'- a chaHenae for anv of us. ' 

- !;sr~~:.... ',. . ~ • 
.;;q;;,,, ",.;.."'.. 
"lh' ::,'''''''- , 

• _,I. _:::hi)' :ss'Je ~;'o",ld,defuse so:newha: as Mexlw.!1 worke!'s' wages rise ~nder NAFTA. 
SinCl! tne :f..jex;:'::: e::onomy St.1..rtee growing again in 1987, t,1exican wages have risen 3i 
perCCGL .\lex:::::'.""l e'.::onomic growth, spurred by NAFTA. is absolute:y necessary to continue. 
these gams. 

'In the ::':1meriiate f'JIure, NAFTA's s~tlight will be on the rightS of workers to 
,unionize. T:le 'U.S. National Admi:lis~~tiv'e'Office, -the~ftfsTpoti1t -of conmct for compiaints 
about lapor prJ;::tices ir."'our NAFTA partners, reCently ac~pted :or review two U,S, union 
subrn:ssior.s :ega;ding freedom' or association a.'1d protection of the right to organize in 
Mexico. This will be the first teSt 0:- now we collecti ....eiy deal with sensitive. sovere:gn 
issues ~nde: ::-.e s~'-J.:iny of publlc view . .. 

One :;;;ng we"ll have to watch Out for ~'- 1.1.at our' conduct of this process does not 
.'. ,interfere wi:h the daily conduct'of business:cObviously;"'decisions tO'hire andTl:e are'made 

every day, a.,,:c we :"leea to be'm:ndful t.l-J.at the obligations of the _Agreement" are on 
" governments 10 enforce their laws l not o~ individual firms. 

. . 
We also wiH have to take a careful look at the relation between labor issues and 

broader economic t'oiicies. For example. U.S: longshoreman have recently complained that 
Mexico's effor:s to.privatiZe its pam have the effect of union~busting. Privatization'is a key 
eleme~lt in z\le:cico"s drive for,modernization "1¥ld d.ey~l~pment. and we will have ,to strike the 
right balance between our efficiency and labor goals. . '.,.' , 

The new" social: institutions of N AFT A' offer both the ying· and the yang -- more 
. coopenuion. but also more contention. Their-development 'will determine whether NAFT A 

makes.None America a more Dr less attractive site for business and investors. Done with 
. vision and se:1s:rivity, they' offer North America the oppOrtunity to ~xert leadership on 

parallel irmiatives in multilateral fora. 

The U.S.-MeXlco bortler became an important symbolin the debate over NAFTA: 
would further North American int<:gration lead to runaway devei<:>pment or would it. provide 

- . ~.-- the means' to"dear with' the long- festenng.pro'blems· of inadequaie-inft2strucrure? In the end. 
there' was a genera! re:ognition that only 'econo~mic growth 'would provid'e Mexico wl,th the 
means to tackle irs environmental and infrastrucrure problems, 

, In the rr.~time. we id'::t;tified steps that governments could take to improve the lack 
of coordination and f:lnding for critical environmental infrastructure projects that would ' 
benefit both Sloes of :he border. Hence. the bilateral North American Development Bank. . 

.1I!fl' 
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(NADB:L-,k .:..:-.:j the Borde: ~:;':i.r~:m.mem C09p;er.l:lo:,~ Commiss:ofl reECe)" were :.Jorn. ::le 
.. BEe,c. ;:: '?:"-:"'..:uJa:. wHl:,be 2,powerfulf9Tc~ (or cpordbaung enviror.memaJ cle.ar.'.lp alo;"g 

the ~crd;::·."c ,k,O: oniv between o'Ji IWO cO'J!I:ries. but between eften competine iocal• 
jur:sdic~:G;;s. ).fte:- ~xten'sive p'J.blic hea.rmgs. the BEeC wiil assis: States. ioc2J corr:!i;.Ji1i:ie~ 
a.'1d the ~r:\';::~ sectOr in 'siting, <L.-:anging tir,ancing and appiying environmental stS.Tl.carcs for 
border :;-;r:-:ls::-..::mre projects it certifies. 

1i is ::'e rir.ancing: issue mar is mOSt c;"iricaL The problem is. gover:l.ments c::m on)\' 
'do so';!1.u:::, 7he tJ.S.~Councll of the'Mexico·U.5. Busines:s Committee esrirr.ates U.S,- ­
Mexico beree:- ~eeri5 over ~he next decad.e at S5,8 billion for water·related and municipal. 
waste ::roiec:$ alone: so:ne have esumated overall !neeri£ may be as high as $20 billion. 
'(Table' 6 ~n ?3g~ 47 mustrares ~e ran~e of infrastructu:e p;~s.:fJO~win-g board,~ 
-Eve;] "',-ilfl s:..:·;:;s:amial monies from exis~ing sources, ir.cbding f;1ultilaterd development bar.ks 
< like tqt: \\'Qrlt: Bank, the ~fi.:lancing gap~ is consiqerable. 

The"soiution is to"get the p:ivate s~tor more i:lVOived, borh through greater r~son to 
user Ie!s .:u;c ::-::-ough creative project financing (O.f ttt; region;s l1~s. _That message came 

.- . '. t.'rougrfloilo i.'1d clear in·"an inriasi.:"'Jcture conference co~hosted by Secretary Brown and the 
late Secre:.:l.,}- Colosia in San Antonio in'"July i993 that was. attendee by some"500 tOp 

. finam::ie:-s and ;::roject developers. It underlies the ?rinc:pal the NADBank is based on: lhe 
'need to,J~verage~;,irnited.,government resotc:c.es.with private capita1~ " ..... -._' 

"' '" '," ~ " ' 

, Recer,tJ~;~:~;~~i~' seeing so~~ innovative dev~lopments, For example, som~ 320 
maquiladoras in.q;u,tg,ad'luarez have pledged to contribute 25 percent of the cost of three 
wa.stewater,fa·cl1{tj"J-~"ip·':ti1~ region that would benefit both the companies and thei~ 
communny;' th-e~f¥er.n:~d lcx;a(Mexic.an governments would contribute 35" percent, with 

- the remainin'!1>,s::iare',-P:rovided,by a pnvate investor. If the pian goes forward. the companies 
.. -" .~ ... -" ." . " ,

wlH rec'ou? -ihei,f:,~~h~~\fJif9ugh di~ounts to future..water-use fees, 
.. ,;,'.-~~!~.'.~::j:"~;::. ..:.. "'~~- " , ~ , 

- ,', Also: ~texic~:offidais are"re~thinking their traditional financing sources. LOcal 
go:v~rnT!~en~ le.:lder§ ~:~;tij~a',"want, to esrab:i~~.'their' own taX assessment:dist....iCts ~o help 

.. finance'i·~ S~ 17 mWj9~~;i~~~~c,ti:re project·t.o-')uiht highways and pay for urb~ renewal''''n 
!lii¥ is:',a typ:~ /~ttilJ?.f;fi~~~.ing·in the:UnitOO.SW:s ~t up unrii now h~ been unheard of 

. lfi MeXICO. ~,d)I!~~~,Y1.m ~K .!he state g~vem~ent's approval of the plan u~der a 1~84 
fooeraflaw that'h'as*?'"never oeen'u-i;ed. . 

- , ", - ,..
" 
~ .".. . .. 

In a tr'Jiy' innovative m~ve, i.he u.s. Eximbank'and Banobras, a Mex.jcan bank. have 
agreed to a joint program t~at will n:take ~n~ci~g ayaiiable Jor U.S. "waste water treatment 
facility exports to Mexican -cnies. Whi~e user fees. will be collected to pay for the 
equipment. the tWO ba.'1ks wiil serve as loan guarantors if mun~cipa1 payments lag, 

1bere IE'alSO activity on our s:de of the border: The Arizona legislature JUSt sent a 
border'cevelopment bill to Governor Symington to establish a new state authority 

http:lcx;a(Mexic.an
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which .\"iii 'xork wi:h the ~AD~ank :0 iinar.ce i!1frastmcn.:.re projectS aJong'Anzona's, ,. " 
?order. . 

.. 
;:;r.s..H::. one of tl1e biggest StepS In helping Mex.ico address its.fmancing needs may 

'::>e the c;!:ision of t.he OEep to invite Mexico to be the flrst developing' cour.:ry to join the 
ranks o{ the lndusrri.a1 nations.. That vote of comidence for Mexico's economic progress. 
rr.ay JOOSt ~,iexico's prospects fo:- achiev'ing access to capir.a1 marke~ at bett~r lerms. ' 

Q,JNTO" .\D~milSTRATION EFfQRIS TO MAKE '1AFTA WQRIS 

Successful impiementation of the NAFrA by the Parties is, key to de:nons~"".1ting the 
success or :he Administration's expon-led economic growth poucv and for maintaint:1g b:-oaa 
public suppor. ;'or meeting global competition mrough open mark~ts, Our efforts, to extend 
trade iT'itegr~tion ir, the Hemisphere, as well as much of our ?OSt~GAIT trade agenda. wili 
deoenc Di: :'ow weil we imnlement NAFTA, 

. .J..~h~'''· • 

Frorr: .he U,S. standpoint. the irn?iementa.tion of NAFTA has seve~ components. 

First. we all! :UQnhoring Mexic;m and CMadiao 'corop-iianc!: with the Agreement. 
'We keep close contact with our busine'ss community SO that we know when problems arise. 
So far ... lmplementation has proceeded relatively. smoothly. ' ,The most common-problems we i. 
are hea.';:1g about are administrative in nature. ~uch as custo~s enforcement, and are to be 
expected when putting such a massive change in place. The U.S, Census Bureau is reponing' 
that betweeo Doe-third and one'halfof U.S. trade with Mexico and Canada is a1readv 
entering clairr.ing the NAFTA,A~ti~:~ferencel ~ high percent3.g~ give~ the newness'of the 
procedures and the significant pn?pottion' of our,trade that already entered duty-free. 

, :'--'". 
We also are keeping a 'l.1itcl1ft:l eye for any fiilure5 ,t.o implement t.he Agreement. 

We ar~ on the r:ont line in he:ari,l)g .from the business community when a company believes.:. 
that they are not getting the beriL'"tits of the Agreement: both through out 'daily business 
counseling a.1C througn our fo~~.(~dyj~ory system (including OUT 17 Industry Sector 
Advison' Committees and 3 cro~7geCt6ra1 advisory grouos 'covering,cusroms, standards and 
inlellect~al proper!y -rights.) y~~:~'9gniZe that the impl~mentation of'this Agreement is as 
impoTWlt as as negotiation in'dc#etmining the framework under which NAFrA wiil deveiop . 

.. ",>-t',' _ 

Second. NAFTA has an extensive work program designed to fujther iibernlize trade 
in North America. The.:e ~ ~.~~!,_~5 worlcil1g,groups.addressing_such.practicaJ.matters as " 

-- --_.. "---;:-fifiding a-meii1s-for-tne mutual recognition of professional !i~n:ses t6 developing a trilateral 
Ad\'isory Committee on Commercial l?ispute ~esoluti6n. Our biggest effon at the moment 
is to identify products on which we can agree to ·accelerate the elimination of ,tariffs. The 
U,S, Go'vernment alone has re;eived well over ::.000 product petitions from U,S,· indusL,,)'; 
under the CFTA. wiffs on more than' 600 products. worth more than $9 billion, were 

., ·,removed iJnder this process. 
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7Ji7C. se,:e!"a! new instin..:tiol1S ;?J'e cre:l.teC ov the ~AFTA._ As I discussed eariie;-, 
there :....-e ::f"X ldate:"aJ insri:utions. on the er.vironm~:1! a.'1d boor. and, r.ew bilateral 
institu:ton-s-on' border"irifrnstrUc:ure and f:nancing. l:i addItion. we have agreed to a Nonh 
Amen::..",: T~3.dc Sec:oe:.uriat, iocated :r. Mexico. lhat wiii coordin,ale adm:nistratlve mane:s 
ror the \;"Ofi.:.ipg grou;:is .. Locations have been "decided for each of the:se institutions. ar.d 
drall ;:..:~~s of proced-:Jres and dral! work plans r.ave b~n p~bfished for most. We are 
currently ddir.:g with the challenge of finding the rigm people to head. 'a.'1d .staff these, 
bodies. T,-;ere 3.Ie big Challenges for the effective ope:atior: of the U.S. national section 0:' 

the NAFT.-\ Secre:anat. which :5 housed in the Depar:ment of Commerce a..'1d provides 
adminisr:allYe suppon for dispute settlement. The extent"of the demands the L; .S. Secre!N-;at 
will face l!nder a ~riialeral ~AFTA are stin unknown. u:l!t under the CFTA this unit ave:aged 
over i ::1iiliofl pages of legal papers a year in itS "clerk of the court" capacity, . . 

. . . 
On t~,e J:r.ancia.l side. we have taken a major step 'in ir.cr~s;ng our [OO;S to deal with 

dis:upt:\'e t:;;:hange :i1arkets through the' creation oi the·Nonh American F:nancial Group. 
This new cO:1Sul:..1tive arrangement wiil promote o:-deri:....exchange markets in North 
Amelic=.. :-:..:iiitatir:g regional'trade a:10 inyestmen: tlows, 

rO'Jnn. the U.S, Government has b~ pani::uiarly active in the area of tg}~iDeS~ 
Qutrench. 7hrough technical seminars, automated systems. and professional staff, the 
Department of C;:0Tmerc~ provides,!.lp~~o-date information that is critical in·enabIing'the 
bu.sincss com'muni~y to take advantage of the NAFTA. 

One qi our most effective trade promouon effons lS [he well-known "Expon 
Mexico'" prog:a:n. which focuses the efforts of~t.1:e entire.Acimini,st."'ation on our fastest­
growlng market. This prog:am has provided literally 't~ousands' of businesses ·with,· 
information :-egarding how to take' adva.rnage of NAFTA. in just the first 4 months of this 
year. in:pannership with Federal Express. we conducted over 70 seminars acro'ss the nation 
that instructed 17,000 U.S. exooners on the nUtS "and bolts of NAFTA's customs 
documen:.ation. ' ~ExPort.Mexico" also provides on-going counse!ling efforts to U.S. ~ 
cOf!ipanies 10, help them identify trade opportunities-in Mexic~. Business interest is intense: 
SO far in 1994. bur Embassy in MeXlcC) haS exper:ienceC a 50 ~rcem increase in trade 
promolion events. while our autoIl1ated information system, "NAFTA Facts~, has averaged 
30.000 documents a month. 

Finally, maintaining public support for the NAFTA will be critical. not only for the 
success of the NAFT A, but to future trade agreements as welL The Depa ....tment oL_~,. _ " 

-~ --:-- C;ommerce-is' CO(lsta.itlym'imiffi'rin1f ousiness response.to.NAFTA.-;Success stories" ·provide 
e'ricouragement to other firms to'[est their wings wtth MeXICO and are d:stribuled via our 
biweekly ~NAFTA News. H Congress requires a fuII report on the economic impact of 
NAFTA 1I:·1997.· .. 

, 
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,Sig~:;-:g the NAt='TA isn't a conclusion ~- it:s a beg~n;;1ing. The framework exists. 
but the Te:!.h::: ;; being cre;;.:ecL We. face four key chalienges to NAFfA 's success. 

, 
. , 

. Integr:ltlon me.lnS greater 3!ld ;nore open;compection, NAFTA has dismanLeC.the 
traditionai ba.:-ners :0 t:ade and investment. but like L1.e' proverbial onio~, underneath there \ 
are more laye:,s ;0 peel aW,ay. The absence of trade barriers makes :be ~i&nificance oLo:her 
policy diffe:e:::::es loom much la:ger, 

These h.1rmo<1ization Iss'Jes _. differences in ,1egi. sysrerr.s. regulatory ·policies. 
competitjon ::,oi:cies, taX policies, eXChd.J1ge rate Policies:. etc,.·: are the future agenoa of 
global :nce ~ks. but we win confront the'm first :n NANA. As deeper integration extends 
to areas prcy;ousiy considered "domestic." it is if! Qur mutual ir.terests to explore as !Tl;any 
avenues as we CJJ1 for :inding common ground on these issues:' Some mecharusms'are 
contained wahm' l."1e NAFT A itself - for example. Ll)e trilateral Working Group~nr.r~oe 
and Competi~lon and the trilateral Work Groups set up at Canada's request to explore a new 
,approaches to sabsidy and antidumping issues. -, 

NAFTA has already inspired some progress. Mexico passed a pew competition law 
last year ,L'13.t was widely praised in the ,Dniled States, and suggests we can learn from each 
other. John C1ark. a top U,S. antitrust enforcement officiai. noted that in contrast to the 
United Staies .• where i~ took 100 years to develop the notion that antitiust lay..: protects 
competition. not co:npetitors --Mexico's new law explicitly recognizes that economic . 
efficiency should be the touchstOne of antitrust enforcement and can immediately .begin 
~proteC:jng L1e process of competition." . 

. ~ . .,. . 
. Of course, governments are not the oni)' players here. -1 am quite 

" 

impressed..with the 
, private sector initiatives to try to close the gap in 'commercial practices that arises from 

differences in our legal systems. '. 

One such group is ",e National Committee on Uniform T=sponation Law and 
Practices, which is 'working to develop a ;:':9mmon approach to, how North' America 
compensates for cargo damages and losses. This trilateral. grass-roots effort lias among its 

" participants lawyers. ffe:!ght-~9f!'¥Q~rs, transporters_and.shoppers:~even-govemrnent~officiais
.:--------.'-'h-avelx!en'invire,C[-Q" sit in on the panels. '.. ". " _, 

• 
~ This etTa;"! illustrates the many differences that can plague business "~ it is 

practice<!.· For example. in the U.S, and Canada, it is assume<! the carrier receives 
merchandise • .r. good condition and is responsible for its safe transit~ :n Mexico, this is the 
equal responsibility o'f the owner of the goods and the carrier. Compensation issues are also" 
treated differently: Mexico applies a formula based on weight thal can yield very low 
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recO\'ery :-::::!::. ,,\:hiie t2...-lffs tiled with ~he ICC b'.' D.';, 'common ca...-rier~ 'aerermme :he limhs ' 
of their ii:;,:::::,', As. sirr_tJie :l practice a's' the l\.!e·xica."1 r~ui;-emem I:'at a piaintiff show the 
Original tin c:' :adi:1g cin ~educe the abili:y to sue. since :he biU i£ arle::; re:.ained by the 
ca..-ner't:ntil :'::-.a.i paymem is oade. 

To (Llj", capt'Jre the benefus or free trade, we need :0 clear :away :he unaerbnsh th:ll 
keeps us irC:iD .having a m..:iy imegrat~ market. :; ,. . 

AnOlhe; c:'allc:i.ge,we have to'address,in ~he future is bow to incorpo:ate subcentral 
governmen:s ;':'.:0 our integration effon:;: 

The ;'.:"',ner in whic:' s~tesjDrovinces interae .. with incrC2:sine: intei'!ratJon is comuiex. 
As I :ni~uione:::' jefore: effective crdss~border imegration is often bel-ng led by entities b~low 

• tbe feeer.U ;r.!':e:, For: exa'mpie. :.he Alberla~hJontar.a agreement~ on t~tk safety and 
licensing. or l;-;e work thai has been done on the 1·5 PaciIie Northwest corridor a.--e pc!sitive 
initiatives unde:-...:lken 'b~" s.tate and provin"ci'!1 authorities. 

In mhei areas,' the over~pping jurisdic~iQn between federal at"ld subfedeiaI 
. gov,e!'11!,!1e.ms (or the lac~ of federal jurisdiction} can compiicau: sol,utions to integration 
problems and new mark~! opepings in free trade' areas. For e~~pJe; measured 
comrr:.irment~ u:1der NAFTA '5 side agreements reflect in par: the fact :.hat jurisdiction of 
many environmental and labor ISsues'rests with the states and provinces'in the U:S~. Mexico 
and Cana.da, nor with :.he fe<;ierai 'governments.. SimilarlYl some of tpe most impiacable 
diso'utes. betweer. rhe'U.S. and Canada involve issues where jurisdictions rest with the 
C~adian provinces, such as reer and SOftwood lumber, In other instarlch. especially along 
the border. suocentral governments may desire to move toward grealer regional integration, 
but balance 4115 with the desire 10 keep intact their jurisdictiorial prerogatives vis-a-vis the 
federal-government. ' . .,.,' . ' 

Finally. L1ere are areas where states/provinces are iagging behind the federal . 
embrace oi more open marke!:S and greater integration. How integration is vie~ed is seen' 
through ,the lens of how it affectS local interests. Potential problem areas are already, clear: 

- In tr.e seTVlces sector, States and provinces are the relevant ficensing bodies and 
can aCI to prever:.: proresslona11.(ro'm' O~~Lcountries_from providing'_that.service.,-- Several· -..- . "' "' 

-~"•• ---, -T.. • ..-'-s:fjtes~· iof"examp;e:- require }lPplicams to engineering exams to be U.S. citizens . .an . ­
insurmou~table h'Jrdle if you are not one. !(ExCluSionary impulses aren't limited to 
interrultional borders: states often fail to offer :eciprocity to engineering ¥ld ,medical 
profesSIOnals ever. when they h"ave passed an identical exam in" another state.) 'These' 
practices can make it diffic~lt to realize free trade'ln some services. 

Local goverr:ments are major economic players in their own right. In 
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~~jle' :~e ;_" _S:. 'feded govern:nent spenas JUSt S8G biilion'1O Gor.-defense' e\llpenCirures . 


.~ Expand17':;- ,,,"AFTA:s coverage of gbvemment procurement to State aJiC local g~vemmenls 


wouie :e::'::~~ :hem'to overcome the inheren: preference 10 provide advantages to !ocal 

. firms .. -- ~--

States and provinces are i:1cre.asir:gly active in provldir;g incentive packages for 
companies io invesvremain within lheir ;u;1sCiictions; SOUk1 Carolina reponedly provided 
$1 SO milEo:1 in ·jncerdves for BMyv', while :",;abama provided close to 1300 mimor. for 
Mercec.es. We c:.n expect this competition for mobile factors ofpro<i"Jction to be "even more 
inrc!1se' ir:, 3.il in:egratec Not:L1, ·Arn~Ca.'1 economy, as the f;ee movement of goods and 
capital w!thi:i ~AFTA 'generates ne-.v pressures for "one~beuer·thy-nejghbor· policies" . 

A big p:oblem is that lCX;al governments often champion lOCal imeres:s ~t the exper:se 
of co:J~;l<.'TIe::-s and the nationai welfare, becau~e their politiCIans are clos~: to constituents 
who oppose c::::mge in the StatuS quo" 

". Our challenge. then, IS to expand free trade ~inward". lO bring our local 
govemrner.ts on board !o the advantag"es o{ free ':rade 'withou~ alienaung 'them, ~f we are 

. . '..'~ . 
success:ul In NAITA, -it ~U"also strengthen' our hand, in future international !1egotiatio~s, 

V".:~hic~ are likelx to target ~ocal services and investment restrictions as'-they become dne"of the . 
few protectionist' barriers left to defend. 

, , . " NAFT A provides a mechanism for g~t1,~~i'head. s~ on this ,process, Through its 
provisions fo: consultations with Sta[elprovinci31~'ana regulatory agencies on areas within 
their jurisdiction, it provides us with an opportunity to extend liberalization' without 
underrninio2 their autb.oritv.- . . 

, 
" 

NAFTA i~-critical to North America's ability to compete i!l a global economy and to 
create more and better-paying jobs. , For this process to work. however, we have to be 
preparee to accept greater competition and inevitable 'adjustments.. 

While the sharpest debate on NAFT A was in th~ United States. in ttuth. the shon­
term burden oLsmictural change fm the long-term benefit of enhanced efficiency may be 
greatest' in !\1ex1£2_~dJ;,~da~_.AU _economic,studies.agree+taat,~latively speaking.-MeXICO" 

".- : __..4 ·-·-~~--and~Ca.nada-v.!ii deriv,e the grea~ benefi~ ,from integration under NAFT A as they remove 

higher initial barriers and d~riveigreater potential increases in economies or scale. But 

'Mexico ar.d C<1.'1ada will have 10 adjuSt the most, l{)O, 


Main:aining suppon of NAFl'A during this adjustment is • serious politicai 
challenge. We will be helped by the fact tha< NAFfA's provisions are phased in over 15 
years for those industries most likely, to find~difficul[y competing in an open environmem. 
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p;Ovidln8. :~:3:;, .::::e to develop f11che streneths 2.IiQ, -",'nere necessa.rv.,"adiuSLOLlt", Other 
i"aciors. ~owe\'e~. ;;'",ay add l.O L'1e (::ffic~i!y~:. \.lexico's ~!1allenge to' meet~the ,require:ne:<,$. 
of fre~ l;.IG-e, \\'tile 'conducting ccmmur:a1 jand reiorm 3.;'10 meeting the needs of pe.as;1>1! 

com:mmitle~ :5 one :ha, is commoniy c:ted: 
- . ~<, ' , ." 

It is O'Jf joint responsibility [0 do whal we can to facilitate this aajustment within :he 
rules ai' NAFT:\'. ?orrt;natel)', each of us has ~en initiai s~eps., 

.. 
For example. Pres.ident Salinas is ~t.""'engtheni:lg Mexico's vocauonal training prog:-arn 

in coope:'ation with the private SeclOr. !r.'raddition" Mexico's Procampo program will 
provide incOr.:ie supportS to help Mexico's large population of small farmers adjust to ejido 
reform and greater compe~itlon unde: NAFT A. Reductions 10 the interest rate provIded by 
Mexicc's deveiopn:enl banks to small businesses '",.-iii :te!p d:is. innovative: job~"creatiog secmr 
quaiify to; c:edll to modernize and take advantage oi NAFTA's new opportunities:.- . 

'. 	 '. . , 

For ti,e: L:.,iteci St.ates. 3. key element in C.S. NAFTA legIslation'v.,as a provlsion r'or 
trade adjustment ass;sumce. which already has cer.ified several L.'1ousand' U.S. workers for 
income ~up;xm a..'1d training while they upgrade their skills. President_Clinton' win imroduce 
legisiation nex: year to repiace this ~AFTA-specific program with a comprehensive, nauor.a! 
"no "faul!" traimng program ,designed to drama!icilly ir.crease the flexibility and' fOfVIard-

I,', _, .' l~	k.ing, splis c:f t~'~ u.s, w.ork fo~e.' . ,' •. <:-'. ~ .'¥j~", ' .. -,... ,'v. 

~ . 
Gi\-'e~ the lir.1ited trade betweenl Canada and Mexico that currently exists, the 

Govemme;'l! 0: Canada has f~used. its resources not or. trade adjustment";but on a ~tro.ng 
export'promotion ?rogram: Canaaa has earmarked approximately $23 million oyer four 
years to- help large and small Canadi.<L1 firms :.a.ke advantage of new business opportunities 
under NAFTA. Targeted se.crnrs include advan:.::erl technology, agri,,:f~. ef1vironme~tai 
technologies, a.no services, The feder3.1 government piar.s to sponsor·approximately 30arade 
missions to Mexico. to which it expec!s the provinces to conduct 30 more. ' In March, 
Canada'f,sponsored a.'1 international trilde expo, in Mex.ico for 425 comp¥11i~ deSigned to bring 
Canadian firms rngether with Mexican counterpartS. You can be su~e we'll be watching 
their effor...5 closeiy for new ideas, '.-' , 

~. 

Such program, are critical to helping our citizens adapt to changed competitive 
opponunit!es in an integrated North America. 

The Clinton economic prog14m in the United Slates, cotnbined with Mexico's 
impressive eco:1omic refo':fis and Canada's recent economic recovery, have ail Combined to 
fuel investment and'growth in 9ur region. Most analysts are forecasting growth this year in 
the 3 percent ::mge in the U.S. and Canada. and are predicting a credible upswing in 
Mexico·, economy despite the difficult poiilical developments thi' year. This makes North 



Amez,.::::!. Oiie 0:' the fe'~ bright spots on, [he immediate lOte::na:..ionaJ economic honzof'!. as 
'Euroi:x~ a;;a ~':;J:U; .cor:~lflue to struggle for an" econom:c <.:pt'JITl.. - .~ -

Let ::-.e: s:;.:; a'i'ora abpul the Climon Administration's averill eConomic oolicies. and 
ho,w they co;-:::-i:::.::e LC progress in N~,m.h·Ame·rica gene:-aliy: ' 

-,In ;993. :he US GDP was 87 perce:1t of Nor..h Ameri6.r: GOP." It stands to,reason 
that what we do. 0_ or fail to do has enqrmoy~ reverberations in Canada and Mexico. It:sb 

for this reJ.son chat i b~lieve the (oUpwlng ~licies of the Admirasrration, thQugh centered. on 
the U, S .. .,..-iJi also !'lave a positive impact on our neighbors. 

P:eslder.: Clinton has: . 
set tte s:Age fo: very significant dedi:1.e~ in :he'U,S. budget deficit:, 

,"""',, , begu:: :'lev: piOgrams to educate and t..~riJ.I'e workforce-. an es~ential Step in our 
e_ 

abiliL': :0 ~orr:~te in :he worid econor.1v: ' 
, :::r~tec :-e$e..o..r~h and deve':opment pmn~rships between the govc:nmem ane! :nduslry 
in a wid~ far.ge of "indusuies of the Juture"; ­
given aae:1tlon to Arne;'IC2'S pry:ssing sociah~genda. inciuding health care, welfare 
refo!,m ::tnd anl!~cfime legislation. 

. ;,Taken ,tog~l,~er" these measur~ w,ill"contribute-to'economic !growth; more 
competitive u:dus::ies, and a more productive and secure population ~~ au leading nOt just to 
more trade, but to·an even stronge: political consensus in favor of a more open trading . . ., 

system. 

, . 
. CONCLUSlgN .' . 

. ' 

. If you'wa(cn the trade headlines these days. you would think that the biggest' , 
. question~ facing the C' .S... and the biggest stakes -- are in Chi,na or Japan or E~rope. You, 
would ,see very liale about North 'America as such. But'iri my 'view, what is happening in 
our backj'ard is every bit as significant as these other issues_ 

Maybe NorJl American integration isn't sO,sexy beCause it doesn't mise tensions of 
"geostrategic" importan:::e.. But m':lke no mistake about it, the interaction among the United 
States, Canada_ and Mexico is of momentous significance. There is a "geoeconomic" and< 

~geosocial ~ dimension to what is happening on. our continent. and in the pos(~Cold War era 
these dimensions count more than ever. ________.___._._., -----. --~.=~- -----,

0._____, __,, __ • .---------~"~-- .. ' • 

First, as I have tried to show. we are.witnessing a 'degree of economic integration 
that is approaching 1;7hat has been going on in Western Europe -. only they started many ~ 

decades before us, ,There is a ~onh American. market. and it is going to continue to 
develop_ . 
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It ;$ ;;::!:esti:1g to. n;:lte t11:l~ \\.'e don\ q:.::te know what to call t~is p~enom,enon. !s ii 
"N' -n . 'l"""'et..... n. ",,'n•• ,-e'-u',esJ.,' a,'one _ ',- aCll'n .....C ,' <;.... ,",.0" ,'...'>.,','".w~",....~"..,.... l"".·rom:ncn , , > .. L,. 'l-'pl'-e '0" a common 

.ex,ern;::.i-:::l::r:-' \5 it a new kl'r.d ol new "ecor:or:1ic svste~"? Is it-a No:th American 
Cammer,:!\' ".1..'i,h c~a..""acteris;ics Liar go well beyond ~onolTIic in't,egr.1tion?: !s it too compiex.. .to def;ne ~: .:Jl:' ­

: ' 

" On o~e :evel. it does not bOther me :'lot' to be ;:b;e to :abel this "Nonh America.t).~ 
phenom~non. On another, J do beEev~ we need' a vlsion ol where we Yare headed. On the 
:JeeJs O{\j harc 'w,on NAFT..\ debate. it 'ls pe~ha-es ti?O e..1Iiy to tackle this 'queStlon. 3ut.the 
questiqn looms. and Jeade_rs in both the public and p:i.vale sectors, \vill ;h~. to anicuiite nm, 
just ~'here",\'e ::..re, t)l;:~where we Wllr.t to go, '" ,.,' 

" 
" 

SecO:ic. :he fr.1,X or factors affecting od integrarioif-exp'erience O'!'jikes Nonh Ame:ica 
unique. ' 1: !!1C::.!C~ both highly'lllcuStrial natiClns !UlQ a deveiooing cou,mG'. _,By 'comras;" the 
Europ~'1 l':;iOOl, is r:1uch ,more homogeneous., '>...150,' !'-,lofth :.t..merica.'1 i;iteg~Fon 'is' propelled 
by business :uid econom:c forces, and by an unde:-Iying r.eec :O"opt;n our ec¢noinies to- better 
com!)eIC Hl ,he "voric, 'Bv contrast tne'im;:>et':.ls for Eutooea.'l i:i!egration)\as~Sad a much ' 
g~ier'-?Oiit1c3.1 cimer.si,on" North Ame~Ca!'l integration: moreover. IS being driven _by both' 
bustness pressures and governmental acUons -,;; both from the bottom and.from the top,-~ 
and ais~ by a :;:eaIth of subfede:a! enmies like ~itie~ and pory. autl',orities" l~ my.view, this 
i~ a.m;cr,occsm of,;,he multi·face~.but ~nttxorable way the'i.wbr;d,.~qri!?mY;wm'be <;oming 
tnt:lethe~ 'in ike years ahead • , .,;.~< ~'''~-'' "'t ,', • . ,.­
--t:I • ", " '~'; .,,:';; ',.7.:;.J !,' 

• " " " " ' ,< .'• 
·1' ,:,."~''::.'I''.:'' 

Third, the suc7css of NAFrA will have significant im2ag)!rAme,~c3'S future'trade 
policv. NAFTA is a state·of-the~an trade agreement, encompassing 'as it ,does a verY. broad 
rang~ 'of ':ss'Jes f:o,m servl~es to intellectual proper.y nghts. and agre;me~\s" on the . - .~ 
envlroriment :3...!':Q, la::ror standards. How we handie the inrohi~mentation of NAFTA. andiour 
experience with the agree~ent,. wiU'have a great bearing on how we approach future trade 
negotiations on a regional and globaJ leveL In this respect. L"ie s~es in' su;~ing are very 
nign. ' " , ' , . ... 

fount!. 3.S I've tried to 'underline more than once, there'":$' i:yery ,high 'premium on 
effective foHow up to NAFfA. We must not succumb to the' tem-p~tion'to'think that the 
conclusion of the treaty ensures that NAFTA will work. There is'much·work to do. AU
three govemn:::er.:s need to continually review the o~rera11 picture 10 ensure'that the many 

.. aspects o{ folIo\!" up are given.a high priority. There must be a constant temperature taking 
. of the overall :renGs and p.!Ob~!>1sj.!L~ol1iLAmebca. __--~-..----" -~.~.~.,,~---.-----."-- -~ -~ .. -~~-.---:---- .~"~ -~.-~-~- . . 

In this regard. we need to be careful about backslidin'g in a range 'of a.."eaS. Trade 
liberalh.ation rnay'have got:en a boost with the NAFTA, but histOry shows there is often a 
second phase in which selected. effor..s are made to arres! inevitable change. I·think that 
Preside!lt Clinton's admonition "compete. not retreat" ,must be our watChword. ,along 'with a 
strong effo:1 to cushion change for men. women and families .who .need help~, But we must 
move fOIVlara, 
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. . The ~-:,,;i,ed states ,5 commine!.!"to woricm: with Cmaca a~d Mexico to ioster needed 
ctiange'!:! ;;,e !00Si ~t;rna..~e ,,~ay, . We are co:nmit~eC to CO:1U:1UOUS e~pansion of trade in . 
Nonn .~Ttlt::-'.:2.. ;0 the developmem of effective i.nstltutions to Jacil:tate :.hat trade. J.I'id to 
de,a; with l;:e :,:-oacer economic, and socia.! issue.:s. , We are ci~ply committee to making 

, " 
NAFTA WorK fo:, iLll of '.is. . .' ,~ • ,.,# ~ - • ''> 

, In my view. the co:-nlflui,ng integration of,~e North American markel will se:',:e aJl 
iliree'counmes exceeding;y well.' Of course there will be 'many bumps in L'le road. but lhe 
trends are oositlve and r am conlident L"Iat we will surmount'the challenges ;. economic and ': 
social' _. -ti:at \1,:e will ,face.. J note that on a recent trip to As'ia~ r received ma..;y' quest:ons : : 

t" from ASlan go\'ernmentsjand'bus~ness'executiyeS about the pOssibilities of joining NAFTA, 
This. of course. '),as nothing comp~.to Ihe im;rest I·f0t:lnd..on a m,?re recem Lau::, 
American U'';,p. T:1e point is that much of the world is se:1sing' that we' are builc!:ng a 

'dynarr.ic o,r,d' crosoerous marKet Hke no other. ",0 " '..., , ". 

A, Nonn American ::-on~d()~sn.ess is building among O'-lr :h'ree countries ..There 
are nO headtines describi:lg H, 'and th'at is probably a- goo(j'thing. Let us build our ma:ket_ 
,quieil}'", ,and' steadi,ly .. using' practicll buildlr.g blocks. re'solving disputes amicab!y! and 
summoning'the pOlitl,cal w~ll to deal with problems ~ they ariSe in a North American 
context' leI'S look for ways :hat aU three countries can benefit. Let's show that zero-sum 

, sOlutions don't, make{sense.·for'-Nonh America. v:-Let's'show that'we' in North'Ameri6a 
unde'rs~lIId the true' nature 'of thexeOu'ire;Uenis<'f~r d~ se.ated1coOperauon in this rapidl\' 

,\' . . ~'~"'.~ ~':"''''''''' . ' -- changtng global economy. '-.,?/. -~;~:~;".t';:,.: '.~ 
, ' \ ' ." ._, 

Thank YOll veiv much.,', .-:. ' -,­. .-", :,"", . .'. 
" , 

«' 

, , . .' <" • . ... 
't. ...'.:. ,,', >:':::.~'~'~l>'...... 

',' , '" ' , "',.;','" .' 

,""'L:. 
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Selected U.S.·Canal rteaties and Aureolllllills 

AGREEMENT 


U.S.-Canada Boundary Agreement. 


I 	 : 
'I U.S.·Canada Boundary Wa,ters Treaty J 

-~-----------7--------l 
Migratory Birds Convemior! 

I 	 ! , 
Ogdensburg Doclarali(ln 
Hyde ParI< Agretlmeru . 

J 	 ' 
St. lawrence Seaway Agrsft,ment 

Convontion Oil Greai lake Fi~herie$ 1954 .. 	Es~ablished the Great l.akes Fishery Commission whieh coordinales lhe U,S.' 
Canada Gfeat lakes fishory maHaflefil(ml plan t1978). Provided pool'!)d 
'takeyvidelba~inwide responsibilities to ensuro f3Hettive maoagement of !he Great 
I akos', fishery feSOIJfC6S . 

~------;---~'-'-:--l..,.,-,-- - - . -. . _ 
Columbia River Treaty i . ~', i ..:' ';'"964 ,':Pro~idfis';)OT:cO(:;~lefati\,le thtve10pment 01 'the wateneSOl)fCeS of lhe Columbia 

,.'.,"" .. -~',,"" .. ',. 'R,~""·",;·,"··, .. ,,,j -,'. ',' , .' 
'.:~.i;~'1#. ';J.':, ,'.;. l'!8rl;!l!~~n .• "-i~ti:-. i;·;.., " _", '" " , II 

f! 
H 

l 
AutomotivB Products"-Agreement 

I {Aot()pacU 
• 

U.S,·Canada Tax T(eaty 

YEAR PtJHPOS;­ . =::=' .~ 
1908 Committmont between Canada and Ihe United St.t1es to survey and mamtaln 

and manage land bO~ndary issues. .' , 

1909 Bilateral cooperation in managing bO\Jndary ~alers; establlshod the ~rinciJ)lb flnH 11 

neither cuuntry should 6lCploil tho waters in a nt300cr thai w(\ulri ddruaqe IIHl I) 
illlCfOS1S 01 rhe other. C,eaw.1 InIN(l'llin,.,,] .!nilll COtl1111is:.ioll II,]{:I {,\I'JI\II;.j 

with .1\l~,s(Jainu water marl;Jgellletli. 1,1!i:l. iHO;),J\!1 alf!llS of Ir,I'l~,h!lldel 
____+_ellviIOnm(!lI;al protectionl CO~~:~~~_.___ 

1916 	 Bilattual convention for the pfotecti()n'of migratory'llinJs i~ Ihe United States 

and Canada, ' 


1940 	 foundalion declaration and ilgreomcnt arising hom bcgmning of WVVII in which 
·'941 	 ehe United States and Canada agreed, iJS a gcnefiJi principle, 10 cuollliuate aod 

rationalize- the defense indvs1f.ies of both CdlJntrius Fotlndeq the PCl!!hll.umt 
~oint Board on Defense. Memorandums of Understanding such as Defense 
Production Sharing Agreements and tht) Oehmse Oe-velopmenl SharinG 
Agr~em9nl n 963J followed. Provided for standardization/interoper<thility 01 
defense equipment. data exchange, cun1!act adminlatration, commlueo cfElaliol1. :l.and other mechanisms in facilitalu cuoldination 01 Canad<t·U.$. dete·!lse efforts." 

~" -.-~----

1952 	 Agreement establishing the St. Lawrence seaway ploiect for the construction 01 

ceftain navigation fadiities. 


," .',. " ':' ~,.: .;,".y ,',~, • ~ I .---- , , -	 ,J! 
.,1,' -"~ 	 ,'965' 

"-'" 

• , ... 

1964' 

Provides.rev dutY-frae treatment of finished vchiclos and parts belwean,U.S. and 
.• ..-j •.•• , 	 ,, ­

Canada, i' :: '"', :,~' , •.,'\ 

",1. _ ., 

E:stablishes bilateritl undorstanding on treatment of income and capital eaffll~d in 
each uther's:respeclive territory. Pr~sel;tly undet ~~~~g~~~:.. .~ ___ 

Memorandum of Understanding on the 1987 I Established mechanism allowing each COil1ltfV 1(1 rely Oll"tlle other' 5 im!wft dara 

fur it's export data,
hchange ot import Oat:.__~,_.-----11---­ ,; , 

U.S.,Canada Fr,ee ffade Agreement 1989 	 Established free trade area between the Uniled States and Canada plOvidlng fOf " 
a 	 d.-~=~il~ill~!~!~~~.~?~ !arijf banters In hiltHel.'lIIl.Hl.. 

http:hiltHel.'lIIl.Hl


•• 

Selected U.S.·Canada State/Pwvincial AHiulgemmHsfAgrueroents 

AGREEMENT 
, 

Montan8-West~~n Canadial; Provinces Boundary 

YEAR 

1983 

I ~OSEIC.ompDS8~ of both legi~talm5 and ellBcutiv6 b!'anch p,Ht.lcipants; 

I 

I Advisory committee: _ dlSCliSS wide range ot ~~~~ :~~~~~~?~.:~t'::~~~~:~~_:~~~:~~ .... _..__~I._1 
N31:onal ASS~ciali~n of St~!e. Oapar.tmems of t 1964 CO~fdil!"t6S cIOSS-IJOHlc! i~!;\ul~' j!1l,lIed 10 fedor<ll/st;1I::11'lovijl(~idl I· 

Agllcultufo/Caliadlim Pfovlncldl AgflcultUf6 

Seclot8fies \ 
aoncuhural tfade. COHlffH.,hllt!$. !.t.1I1t\;nds; iiHd ,egLl!a1l0n:.;. 

il 
Great Lakes Chalte( 1985 Cooperation agreement between Ovebec. Onl<Hio, .md 8 U.S. GIfl<H 

I~_ t-- lake 5tate~,_ . -~----- ".D 
1986 " Agftlcmen( to cooperatft on energy issues of importance between 

Quebec and New York 
Agreement of Energy Coope,ration between 

Quebec and New YOlk. 
,I . 

Minnesota"Manitoba Agreement on Economic 1988' Providas for improved economic cooperation such (ha( WIde anu, . . 
Cooperation and Trade Opportuni1ics "other beneficia! economic contacts maximize free lrade area . . . 

I ", -:~'.', '..:.~<p~o.rtlJniti,es. - ~-. n 
Memorandum of Understanding on Environmental ",1988:~ :.E~\~imCllS and establishes a process for rl>guh-n ftxchange 01 
COOJ}8fallon on the Management of.lake ",::-::"';'; ni,ioHnBtio(\ and systematic cooperalion in research and data 
Champlain (Ouebe(;iNew YOf~N~(mOntl ,:__,I \ ;~bthttJi~:g on subjects Mfectinu lake Champlain. " 

Pacific Northwest economic Region IPNWER) 1989 formed by legislators from Alaska, Alburta. Brilish Columbia, Idaho, 
• Montana, Orogon and WashinglQH; serves as a steering comn'litlcc 

I + ~_~~develop/implement Slf~legies tor regional c~_0E.a~a~ii:O~"c·______! 
Economic Cooperation Arrangement on Trade, 1990 Establishes venue tor increased exchange ot information and 
Investmont and Tourism Between British Columbia promotion oUrade and economic cooperation. 
and Alaska 

Economic Cooperation Arrangemem between the 1990 Establishes venue for exchange of opInion and infounation on Hade, II 
British Columbia and California tou~ism. {n\l'Ulman, and other ,elated opportunities." , ':j 
Agreement on Cooperation Between Quebec arid 1993 "hC~f~rates a'nd enhances '~x~slino indivi(ju~; al1(~em"em~ in energy, 
New York . , environment, public safaty, and ecunomic develoPnlent. . ,. -----­~. ~ 

'd 
OJ, 
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TABLE 3 

-INTR."-NORTH AMERICAN INVESTMENT: 1992 AND J989 
Billions of dollars , " 

" ';.., '. 
, , 

1EQre;g:l Dir~l I!lV,,~fml::ni 
1992 . 1989 

j' §if""£QtlrQliQ 1"~1m!illt;.
1992 . ..' ':-'1989 

~ , .~- -,~~ 

i 'U,S, Invesmiem in Canada I 568.4 $63.9 I $79.6 $74.7 
, 

I 
i U.S. Investm~~t In M~ico~,3 58.) I 

, 

522.0' 515.0' ,I . 
$39.0 530.4Caaaaiar: I!westmenr in $71.3 $50.2 --1 

, 

:-;." .
U.S. 


Canadia.:'i Investment in I $0.4 SO.4 
 $0.2' SO. l' I,Mexico , 
• 

Mexican Investment in U.S. I '$1.2 $0.4 I $2,41 $1.8' 

I --,
Mexican Inves~ment in SO.l ­ -
Cana,.!a 

Total Inrn,-North ·American $122.4 . .' , $103.4 $175.5' :$141.8' 

Investment" . 
 , 

. 

% Increase'ln Total Inua­ 24%18% INorth American investment 
1992-1989 

Sources: V,S. Bureau of Economic Analysis (BEA); IndustrY 

Ganada; Stati'sti~s Canada • ,


• 

IUnpublished estimate. 

'Ponfolio totals should be viewed as estimates given their incorporation of unpubiished data. 

'1991 ,estimate substituted for unavailable 1989 data . 

... ...., ..... (-"'-) Negligible .- ., .. 

. 

, "", 



.,
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I 	 . FIGURE 1 

FOREIGN DIRECT INVE'STMENT IN NORTH AMERICA 

. i BY COUNTRY OF ORIGIN' 	 •• 

" 
, 

The U.S. Is By Far The Dominant Foreign Investor in 
'. 	 . 

Canada and Mexico, But Canada and Mexicci Account ., 
lor a Small Proportion ,01 FDI in the United Stales. 

U.S. 
Europa 24.0%65% Japan

Europe 
2.0% 

59% 
'·~Canada 7.0% 

9% 
OtherOther 

9% 
8% 

Japan 	 U.S. 63.0%Mexico Japan 	 Europe
4% 22%

0.3% 	 23% '. 
Canada Mexicou. S. , 	 , 

1992 	. 1993 1993· 
, 

i 

,_, l 

" 
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FiGURE 2 

U ~ , ~ .. FOREiGN DIRECT INVESTMENT 
BY SECTORS. 1992 

U.S.. lnvestment in Canada 
• and Mexico 

?01fOI(lum 
finance, Not 

Tlill'UiPOft EClIJI;:. " .. 
finance. ~\iI~ 6anklng" ~ffA'." 

Mant. nol TtaftllPor1 /;;~';;~::~:j 
~bnklng !1" (. ", Othet 
".!~ i :··L::::!:C.,..-r~./'1 2'1" 

• .' fJI::f....//'f
•• ,." ',./....-f' 

• ',', A' j ,,<7 
; 'II ' ? 

Mant not Tr:.,lGpOI't Transport Equip. 

3'" ,." 
CANADA, MEXICO 

>;;anadian and Mexican lilvestmen! 
ill thQ U.S, , 

BankingFlnanCt), Nat aanking ,... 
, OUter 

,11C£...... 

flnanc.; HOI BankIng- ManufacUlllng
2." '0" 

• CANADA MEXICO 

,. N REAL ESTATE AND INSURANCE 
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! FIGURE 3 . . 

PERCENTA~E GROWTH IN U.S., CANADIAN, fv1EXICAN EXPORTS 
TO NORTH AMERICA AND REST\ Of: WORLD 

INTRA-NORTH P;MERICAN EXPORTS GRQWING MORE TH~N:rWICE AS FAS'~ TitAN I 0 
REST OF WORLD . 

A -----"-"-" -------~-~-~~-'- -------' "--,,- "-'"- --­

169.6% I

200% . , . . . . . 

~ 150% I: 
c
'ro 
oJ:: I ' .
_100% .. 
c 
()l 
o 
Oi 50%' n.. 

0% [/ --- -, ,_c~_,__· - --' 

, Intra-North American . N.A. to Rest of World 
.l ; 

Growth in Exports 1980-1993 ". 
'0 

Irces: U.S. Bureau of tl-"" r'"",--' , .. 



50%,· 

/P'~/~/' .. 35.5%_.CN.;s,;c,,,,,,,,,-,,;·~";:;:~~ 
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! FIGURE 4 

INTRA-NO'RTHAMERICAN EXPORTS AS PERCENT OF TOTAL " 
NORTH AMERICAN EXPORTS: 1980, 1993 

INTRA-NORTH AMERICAN EXPORTS SOON WILL ACCOUNT FOR I'I~LF OF: NORTH'.,- . 
AMERICAN .EXPORTS TO WORLD 

.tC -_. -~--.---- '- .-- --- -.--- --'--.--". 

46.1% 

40% ! 

1: 30% I 
O.l 
o....
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Fi~e 5 ' 

IN INTRA-AMERICAN TRADE, INVESTMENT AND 
INCOME , 

\ . 

-If - ---" 
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150.0% .. 
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Iii 
F , 

~ 100.0% Iic 

o 

~.. " 

Q. 

7 
I 

50.0% 

0.0% 
• 	 'N.A Home NA GDP 

Investment 
,.

Peicenlage Growth 11/80·1993 

,NADIAN AND MEXICAN'DATA IS 1992. EXCEPT MEXU-:AN ""'~"H.r"r 

Intra-N.A, 
, Trade 
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FIGdTtE 6. 

IMPORTS UNDER SECTION 9802 (CO-PRODUCTION) AND 
.. ' PERCENTAGE U.S. COMPONENTS, 1992 

- , 
u.s, COMPONENTS IN PRODUCTION-SHARING IMPORTS FROM MEXICO/CANADA MUCH 

-: HIGHER THAN TO REST OF WORLD - - 1 

-"----- ----­

.us Con1,JOt In Imports· 
~ 

- .. "--.-' - .... 

_, • . -,~ - - . - - - . - - ­ - ·29,3 -tl7Jlll 

o IL:;1LLLLLLLW'4* 7ILLlIILLII!!"!''' "ZULLLLU!"!':???ZtLLIlLU-:!': 

Japan Mexico Canada Non-North America 

country/Region 

>urce: U. S. BEA 
left column represents percen1 of Imn(}(t~ ",...rl.,~ ("--"-~ ....,~-~ 

r~ 

64.470 I IZlCop,oducod Imports" 

50 

E 40 

.. ~ 
n. 30 

20 


10 


,. 
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TABLE 4 

LNTR:",-:\ORTP. AMERICAN TRADE FOR 1992 (Millions of do!larsl 

, SI7,107 
Indastna11Jachinery & Compute:,s .,. 14.944 
Electric a.'1d Ele:::tronic Equipment. .. 10,983 
Chemical ProC:UC1S. . ..•...... 7,065 
Fabricated MeLai P:-oduc;ts. . .... , ... 4.771 

~ 5, Car-ath::;; Expol1s !Q U.S. 
Motor Vehid~s and Pans ._ , , , 527,510 
Crude ?e:;oleu:T! . , , , , , , 8,135 
Pape: p':oauc:s .. 7,362 
Prim<L-;.' SteLl! P:-oricCtS """,7,188 
Industrial MaChinery & Compulers 5. i79 

. IQp;;5 U,S, EX;JQl1s 10 Mexico 
Electric and eJecrronic Equipment, ... $7,144 

, Industrial Machinery & Computers' , , , , ,5,690 
Motor Vehicles a:1d Pans ,., ........3,897 
ChemicaJ Products ... , ... " .. , .....2,943 
Primary Metal Industries , , , , , , , , , " 2,924 

Top 5 Mexican S:xpons to!L.S.,. 
Electnc & Electronic Equipment .. , " $9,663 
Motor Vehicles ar.d Pans """"" 4,998 
Crude Petroleum ..... " .... , ..... 4,424 
Apparel, , , , , , , , , , , , , , , , , , , , " 1,962, 
Industrial Machinery & Computers 1.713 

Top 5 Canadian .Exports to Mexico 
Motor Vehicles and Pans , ..... " , ... $121 
Cereais , .. ' .. .. ' .. .. .. , 97 

, E!ectric & Eiec:ronic Equipment ... , , . " 60 
,--Iron,&Steel , ,-;-.-,-,-,-',-;-', ,'",,:, ,'52 

Paper Produc:s . . , . . . . . . . , , . , , 44 

Thp 5 Mexican Expons to Canada 
Motor Veh:cles and Parts ... "....... , $952 
EleCtric & E!ectronic Equipmer.t ' , . , . ,. 415 
Machines &: Mechamcal Appliances 338 
Mineral Fuels &: Oils ' , , , , , , , , , , , " 156 
Fumhure , .... 92 

MOlor-Vehicies and Pans 
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TABLE 5 


INTRA-FTR."A TRADE: 

Merchandise 7'rade by Related Pa."t1es. 1992 

(Percentl 

With NQnh bmerice 

Total U.S. r:ade 47.0% 35.5% 
U.S. Exports 43.2 26.3 
U.S. Imports 50.5 43.2 

_ Wilt C"ll.g. With~ Mexico 

U.S, Expor:s 45,3% 38.7% 
U,S. imports 46,0 . 63,6 

With Qtnerlodusm'll With Other Developine 

U.S, ExportS 34.7% 17,8% 
U.S.lrnpons 45.9' 27,9 

.­
Source: "U,S, Merchandise Trade: Imports & Exporu by Re!aled Parties: 1992," (;,$, 

Department 0:' Commerce, April 6, 1994. (CB-94-60) . 

DcfioiIiQIl>: :-<orth America includes Canada and Mexico, Omer Industria! countries 
includes the Ee and Japan for exportS, and the EC for imports (see footnote 1), Omer 
Developing co"",nes includes OPEC, Taiwan, Korea, and "Other," which excludes Eastern 
J?urope, the fonner USSR, and China, 

'Seventy-five percent of U,S, imports from Japan are from a rel.1ed pan)" a much Mgner 
pe~~e~ than for any other. country; in~contrast. about '46 ,*cent-of U.S:'impons from 

- - ,." ..both the EC and Canada are from a re!aled pan)', Japan is nOI included in the import figure 
to avoid givir.g an erroneous impression of what is typical for u.s. impons from industrial 
countries. 
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FiGGRE " 

CBO A.NAl.1'SIS OF "'AFTA ON ~fEXICA,,\, GDP 

ALL 5CE"iARlOS SH0W THA T !':.-\FTA AND MEXICO'S ECONO~!IC 


REEOR.\!S LEAD TO DECADES OF STRONGER ECONO~!IC GROWTH IN 

MEXICO 


'P't:rcentaae Difference from s.aseline . 

" 

-.~ 

. S 

• 


10 ~rcent Cut in Risk and $.5 Pen:,ent 
Increase in rFP over 10 Yean 

. 10 Percent Cut it'> Rille and 't.S Percent 
- - - - - _ InCfftase in TFP ever 10 Yean-"'" ----_ .- ---------------------, 

10 :Pen:em CUI in Risk .and Zero Pertent 

Increase in m over 'to Yean 


.. 

'. 

'.. 

CDO Simulation Based on M~Kibben·Sachs Global Model 
. ------- --~.;-- ." ~ -._---- . ,-- - ..-- - " ...'- . -.- -' -_. .-~---- .. 



FlG"'JRE. S 

EMERGiNG NORTrl AMERICAN TRADE CORRlOORS 
LAND AND WATER 

.. 
.-.. 

-";-', ---. -­ -

.-­
" 

SQurces: . u.s. Oeoanmem atCalnmon:a. T'r.oua ~.- .- ". 
u.s. Oap,"""""" atT~an. A.......llea' at Barctar ("-"".":__ 

Tnmspcmmon Conidat::s 1m' N..._ ,"'­



TABLE 6 

li.S.·"IEXICO BORDER L'iFRASTRliCTURE PROJECTS 
IN DEVELOPML,\T 

.'~ - . -"~ 

11 

, = 
PROJECT LOCATION I SECrORfPROJ'E.cr TYPE VALUE 

(M$t:SD).-. 

II • 
Tijuana. :,iexico , Waste Water Tre;atmen: Pla,o( 16.9 

Cd. Juarez, :"lexico I Waste Waler Treatment Piant I 2:9.8 

Matamoros. :'j~X1CO ,-Waste 'Water Tre.1tmenl Plan: I 12.0 ... -
1\ Mexi~i. ~~:xicc : Waste Water Treatment Plant . 7.2 

. ­
!Wa.ste W.ICf Tre.atmcnt ?!ant S, L Rlo Coloman 5.6 

Ciudad Acuna. Mexico iW"''' W,ter T""",..'Plan. 3,5-
Nuevo L:uedo. Mexico 

. 
9.4W&5te Water Treatment Planl 

Reyn~. Mexico Waste Water Treatment Plant 4.5 

Nogales, Mexico Solid WtsUl Processing Facihty 3.2 

\ Tijuana. Mexico , I Airport E,xj:WlS1oc/Moder;u.ultloo 189.4 

N. Baja CaHforrua POWfi Oecerauon Plant (IPF) 400.0 
. 

ITamauhp~, Me;uc;') Power GCllenmon Plant OFP} 1.&00.0 

Reynos:(. Mexico Soro:r Crossing Access Road 8,0 

, Reynosa-Mauulloros Tollroad 188.0 
. 

S.L. Rio Colorado ToHroad from Sonoyta­ '90.0 

Me1.ica.ii, Mexico Toilroad to Tecate \ 297.0 
. 

, Nog.aies, Mexico Highway Beltw.y 23.8 

- .. . 
Nuevo. Laredo .. Mexico -HighwaY'!leltway: ~. ~M' - _. ---,--

Ii .4.. ~ . , . 

Cd. Juarez. ~~cxico I Rail Ringway Project 43.S 

Tijuarut. Mexico Modernization of Border Crossing 61.0 
. 

i 

I , 

. 
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ANNEX I 
NORTII AMERICAN INTEGRATION: 

MlmGlmS, ACQUISITIONS, EQUITY INI'\ISIONS, JOINT VENTIJIU£S 
, 

SECTOR: FOOl) 

.~..- r"============== 

U INVICSTO_R7'_~ 
Abas10s y PWnlociones 
(Mex) 

Tyson (US) 

. Sara Lee (US) 

Pillsbury (US.suusidi'!ry or 
UK company) I 

TVI'" or INVEST~mNT__C-

Plans to open McAllen Produce Terminal 
Markel (US). 

Acquired majorily inlelest and managerial ,­
corUm' or Twsgo (Mex), a poultry pruducer 
and ImJCessor. 

------+ 
Jy with AXA (Mex) to invest in its 

suosidiarYt AXA AliulentosJMex). .1 
49% stake in jV with Pacific StOlf de 
Occidente (Mex), fuuned new t:ompany 

II Pacific SI.'. IMe~). 

Oscar Meyer (US) 

ConAgra (US) 

Distrihufion agreement with Sigma 
i Alimcntos (Mex). 

jV with Mal)ie Le.lf Foods (Can) to cre-ite 
two flour millillg' C1.Hl1p3Uies in US & 
Canada. 

l!- = ~ 

--=:::> """,. 

CO!,\lMENTS !lATE 

Facilitales expmlalion ami I $uulHlt:f '94 

impmlall0!1 of produce 1m US. 

& I\kxh:'10 growers. ($20 

millitlll investlllent) 
 --1---­

April '94Tyson has heel! a minority 
pattnel since '88.' Alldws (hem 
fo mel C:l$C prcscnn: in Me); ie,HI 
UI;lI kcl. ..--.-- ---1----·- ­

March ·Y·1Expands marketing experlise in 
prucesseti meal induslry. I 

- .--~- --~ - ­ -~~---~-

SCJIICIIlI)Cr 

'calladly in Mexico. 
Expands disllihution and sales 

'93 

----------i----­
April '93 

distrihillion in fI"kxico. Filst 
phaStf 01 shalcgic alliance . 

Expands m:ukcting &. 

.~= _.. ·-----1 ----­
May '9)tm!lIHves efficiency for hoth 

anti moves ConAgra Flour 
fv1iliillg inlo new matkels ;\1111 
ncU' ,Ii lie:) 1)1 business in 
Canalla. 

I.=~"~o-" !=--­
" 


• 


00 



-----

- -

'. 

, 

i 
I . 

,SECTOR: FOOl) c"nlinned 
, 

f INVESTOR i 
I 

TYI'E or INVESTMENT 

, 

COMMENT!'TS 

Capilalil.c on Alhena's 
:,:1:> ~I laq~e qlule pmtlBc 
and i\::; plIlximity Itl wt: 

ma!kels. 

. 
Cargill Inc. (llS) I 

i 
I 
I , 

Adfitllon uf.slallghlerhuus:c in Alherta. 
C"nada 10 expand capacity. 

. 	 .. . ........ 

L:"~~A'~'~ 
IOGuinn I 19WJ 
lilt; It:::glllll 

SIC-Ill U,S. 

=--~-~~==~.~===-= 

SECTOIt: TEI,ECOMMlINICJ\TIONS 
, 

,I 

INVESTOR ' TYI'E or INVESTMENT 	 COMMENTS OATE I__ ." 	 _. __'_'_ _~_ ____ 1 

i Mel (US) , JV with Gmro BaTUHI~i (Me~)" 	 Provide compciilive long. Janu:lIy'9<1
I . "(fis,',wee scrvic:c: in Mexic\}. . 


II_________~:__+- . : ($~50 milli.on if_lV_c_sl:l~e':"'::'):'-'__ I______ 1I 


GTE (US) ; JV with Telmcx (Me,;). combined with Atlnws ;~irline_ passengers 10 December 
. : already exisling partnership wilh Skytel pitu:e phone calls (rom Ihe air '91 

, Communication Corp. (Can). . to OIl:.iIiCSS centers thruughout 
Nolth Amcric~L I

11--------1------,.,--,-----1------- - --- - --- ­
AT&T (US) 	 AT&T r~ceives a 20% equity investment in- . Estahbhcs feeder netwurk to Fdllll'Hj' '93 


lJilitel (Can) long-distance telephone lfmt .1I10\\'5 {Joilet "oct'AT&T It) . 

, comp<l0Y, 	 niTer tlillrshnrdcr services to ' 

mlitlim~liollal customers. tillite! 
Icccivcs acces.s In AT&T's 

. ~ inlcHigcul nelwmk software. 
. (lnveslment valued at $150 

millioll--Canadiall) 

,. 
'0 

http:milli.on


----

'.. , 

.' 

SECTOR: FOOl) continued 
, 

INVESTOR TYPE or rNVFllTMENT 
. 

COMMENTS , IIATE- ---,-~.-,--',,- ---­ - - -. 
,( :apilalizc till l\)hcll~I's Im;;lIi;:m 19H'I 
as ;\ huge callie plHdllcing Iq~ion . 
and ils pruxim~ly to weslenl u.s. I 
llIalkclS, , 

"0-=,-===" 

Cargill Inc, (l1S) , 
, 

Addition uf sJ.lIIglucrholiSc ill Alherta, 
Canada;o cxp~nd Glp'lcity. 

__ >­

, 

, 

SECTOR:, TELECOMMUNICATIONS , 

INVFllTOIt TYrE of 'INVESTMENT DATECOMMENTS: J 
• : '~--~"--," 

MCI (US) Provide compclilivc long JV with Grupo Baflnaci (Mcx). January '94 , 
, diS!Jnce service ill MCXict'l. 

, IiI($4SfI million invcsUIH':flt), - ---- .- ---.-~- " I 
GTE (liS) Ikt:cmhcrJV ,Wilh Telmcx (Mex), combined wilh Allows ailiine passcngcl!i 10 

, , piaC!..: phone caIJ5 (rom Iht; ail '9Jalready c:xiSlil)g paflncfship with Skylcl , 
I 10 hll~ill\.:s.'i centers thw\lghoHt 

, 

Communication Corp. (Can). 
,N'II 111 Aillerica., .-- ._---­

;
AT&T (US) : Februat y '93 

Unitel (Can) lung-distance lelephone 
Eswhlishes feeder network 10J\T~T receives,a 20% C(luily inveslrnen1 in 
thtd allows Unitel and AT&T lu. 
of fer Inmshorder services to cumpany.

" , Illtlililtalif)ll<lf CU.SlOmers.. \ Initd 
, 

receives access to AT&T's , Iintelligent netwllrk soflw;ln;. I(lllvcslm~1I1 valued at $)50 
luilli, In·· (:.Ill<ltliall) 

" = 

'"o 



---

, 


, 1 

SECTOR: BEER 

• 

""9• j , , nATEINVESTOR COMMENTSTYI'E of INVF.5TMENT -,-----­-
Anheuser Busch «(JS) May '~nAcquired t..--quity slake in Gwpo Mooelo AHtI\vs fnr a 17"?% C(luily slake 

(Me,), in Mcx.tc:tn lHewer ($1177 

, millll)II)_ Sole HilS!.:!! imllolkr , 
<Inti ,IISII ibillor ill Mt.:xicil .. - ..~-" -, . 

April '')JMiller (US) Milier acquirc(l US 1mI'm I Strategic alliance with The Molson 
npt~talion:s of Molson Brcwcrit!s Companies Limited (Can) and Foster's , 

, and the lIS marketing andRrewing Group. 
dis!rihulion I ighls fM Molson ;lOd 
Fuster's bmnds ill Ihe liS, 

. 

., Milter ~ls;) received a 20'1'(1 
equity sh<ltc in Mohun Brewery. 

. 
I, -, ­-' 

SECTOR: TRANSPORTATION 
>: 

-

",'dE "I" 
, INVF.5TOR TYPE uf INVESTMENT COM~IENTS 

, , --,--"-"-- ._'._----
Canadian National Alliance which allows the Iwo companies 10 Allows eN 10 take ;lilv;tlUagl..: of Ntl\'Ullhcr 

Railways (Can), K LLM move fresh IllOducc from CalifoHlia. Ihe ollponunily In incn!<lsc '9.1 
(US) 

, 
Gulf Coast and Mexico to Canatia. "111C illlcnmld(li tr;Jftic bC!WI.::CII U.s, 

, service wiIJ carry processed food frum Canil(ia and Mexico. PnSiliotls 
Canada no Ihe relUrn journey. !\. 1.Lt-.l In 'lake adv<llll:;lgc of 

,. rctmn traffie. 
, 

\, 

~ 

V> 
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It is a great pleasure to be back in Hong Kong, and it is a particular 
h..rll.l.. ,to be invited to speak before the Asia Pacific Council of American 
Chambers of Commerce. Just a little over a year .ago, I was here)o t~lk to the 
Hong Kong AmCham. Since then I have been back to Hong Kong .twice, both 

• 	 t'mes to work with U.S. companies trying to win contracts here: Today, on my' 
fourth visit, I am delighted to have the chance to meet with representatives 
from all of the AmChams in the Asia Pacific region. . . 	 . -. . . -

As I have discovered on my travels, the U.S. business chambers around 
the 	world constitute a!1 e;<traordinary force in America's overseas presence. 
They are helping Washington to push for more open trade and investment 
systems; they are providing us with essential expertise on issues such as local 
business' regulations and 'Iocal culture; they are making friends arid forining 
alliances; they' areheiping us to articulate the values we as a country hold so '. 
dear. I know that my boss, Secretary Ron Brown; rarely sets foot in acountry 
without stopping to compare notes with the local American Chambe'r, and I and 
my colleagues all do the same. 

. ,In Asia, I have spent time with the chambers in Japan, Hong Kong, 
China, and Indonesia. In Tokyo,' we are working together on too many issues'. 
to count, but I am particularly proud of the joint efforts we<~re making to help 
U.S. firms break into the market for information. Secretary Brown's' 
discussions with the Chamber in China were invaluable as we faced the issue of 
MFN and human rights. I, too, found this involvement critically important. In 
Indonesia, the Chamber and the Commerce bepartment jointly'ciafted a series 
of trade missions whi,h helped to make the U.S.~ASEAN Alliance for M\ltuaJ' 
Growth (AM G) a reality. Secretary Brown went further to' support the AMG at 
the Chamber in Kaula Lumpur. In the coming months we hope to do more of 
this and to spread our reach -- to Korea, to Thailand, and throughout the 

. -	 - . 
regIOn. 

. For all of your efforts and for all of your good will, on behalf of the 
Clinton Administration, I would like to thank you. 

PURPOSE OF MY TRIP 
--- .. 	- -.-- ..~-.-.-- --_._-----------_.-.. - - ,-- .. --._-_.-----_. 

Several things bring me to Asia at, this time. 

Your gathering here provides a very valuable opportunity for us to 
compare notes on developments in your respective countries, and also in the 
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region generally. I am particularly anxious to hear how you see the 
,Administration's policies, what new initiatives might be called for, or where we .. 
can improve on the implementation of what we have already started. I would • 
like to know your views abo~t emerging forces in the region, because we are 
constantly trying to look over the horizon to identify upcoming challenges . 

.." , 

Tomorrow, all of our Senior Commercial Officers of the U.S. & Foreign 
Commercial,Service will be gathering in Hong Kong for a strategy session. I 
will ask many questions of them about the changing business environment and , . 
how we can improve ourperformance. As many of you know, there are some 
moves in Congress to restructure the US&FCS in ways that we think will vastly 

'undermine its effectiveness at· exactly the·time·when it is most needed to help" 
U.S. firms compete. If there were ever a case of our potentially shooting 
ourselves in the foot -- or, more accurately, in the head -- some of the 
proposals floating around are it. 

Third, here in Hong Kong, and later in China, we will be pressing on 
behalf of U.S. firms striving to win big projects. We call this "advocacy" and 
it pervades everything Ron Brown's Commerce Department does. In Hong 
Kong and China, I will be raising with senior officials more than 15 billion 
dollars of potential deals in such sectors as power generation, transportation, , 
telecommunications, and environmental. Our efforts in Hong Kong, in 
particular, will be more comprehensive than ever. We do not expect deals on 
the spot, and some of these projects will take years to materialize.. But with 
our Advocacy Center and our interagency Advocacy Network, and with the 

. enhanced consciousness of export promotion throughout the Administration, we 
have institutionalized this advocacy process now, and we fully understand that 
long-term horizons are essential if weare to compete to win in this brutally 
competitive marketplace. 

Fourth, we will be giving special attention to furthering the work of the' 
Joint Committee on Commerce and Trade (JCCT) in China. In the last year, 
we achieved an excellent start. We have focused intensely on several industrial 

.__ .. '--'''sectors,and''mounted ·important..·studies-and-trade-missions in·each.· .. ·We have ----. -. _. 
progressed in efforts to help Chinese officials develop a modern regime for' I 

commercial law. We are now hoping to expand some training programs which 
will simultaneously help U.S. firms to do business in China while also helping 
to equip China to develop modern business capabilities. " 

; . 
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Last September, Secretary Brown announced our intccntion to establish a 
special U:S, Commercial Center in Shanghai., We, shall be moving that along, 

While'in the region, moreover, I will devole some time to consulting with 
several Asian officials on Our difficult negotiations'with Japan in the automotive .' 
area, Our trade relationship with Japan has implications for all of Asia, and in 
the past we have not always taken the time to explain what we are doing and 
why, or to solicit foreign views. Now and in the future we intend [0 do better. 

. . 
And, as is always the case; I have the privilege of helping to'set up , • 

another major trip ro Asia' for Secretary Brown this summer. He will be 
visiting Hong Kong and 'China and perhaps one o'r tv.;o other countries, as well. 

THE ADMINISTRATION'S ASIA POLICY: A NOTABLE SUCCESS 

Let me give you an overview of the Administration's commercial policies 
rowards Asia, It's a'good story. ,., . '." 

As you recall, the Administration was quick to recognize the emergence 
of Asia as a new center of global economic and political clout, The President's 
first trip abroad was to Japan and Kor~. One ~A:isfi.rst international policy 
initiatives was a call for a new Pacific Community, His earliest major trade 
initiative was directed at a comprehensive approach to addressing oUr chronic 
trade problems with Japan. From the outset, there has been no lack of attention 
to Asia. nor la<;k of recognition of the opportunities and challenges,. 

,. 
. Here are a few more specific examples of what the Clinton 


Administration has accomplished: 


Chi/la 
The Administration's strategy of commercial engagement with China is 

yielding fruit. By granting China normalized trade statl!s (MFN), we, _ 
, ---~--maintailled-an'avenue 'for-pursuing' human-rights·qbjeGtives-while-no\--· - --- _._- ..~-­

disadvantaging U.S. companies' competing for business in China. At the same 
time, our resolve to employ the full force of our trade remedies led ro an 
historic agreement with China.on intellectual property rights-and an earlier 
important agreement on textiles, We support China entering into the World 

http:China.on
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Trade Organization, but we have held firm on our demand that China be 
offered niembership in the WTO Olily' if it is willing to Join on c~mmercially 

• 	 acceptable t,::nns. Our persistent advocacy efforts have helped produce billions' .. , 
'of dollars in 'new China business for U,S. companies, We have revitalized the 
Joint Committee on Commerce and Trade (JCCT) as·the centerpiece of our. 
ongoing commercial·dialogue. and during the current year almost 50 missions. 
seminars and other programs will take place under its auspices, 

'" laBan , . ' 
A very important goal of this Administration with respect to Japan has" . 

been to elevate' t1ie economie dimension of the' relationship to 'the 'level occupied 
by security concerris. To this end . .our primary foc.us has been the "U.S.-Japan 
Framework for a New Economic Partnership," which has produced' specific 
agreements on government pr~urement of medical technologies and 
telecommunications, OJl intellecrual property rights: on flat glass, on insurance, 
and on financial services, There now remains, however, unfinished business; 
especially with regard to the closed markets in Japan for imports of· auios and 
auto parts ':-. perhaps, the' single biggest trade problem we 'have faced with Japan - . 
since the confrontation over textiles 25 years ago. Despite trade tensions, 
however. our overall relationship remains on firm footing, ,as demonstrated by 
'our cooperation with Japan over the North Korea.crisis . 

.!, ,. Big Emerging Market Focus 
We have identified ten "Big Emerging Markets;"'or,"BEMs,"'that are' 

expected to drive U,S. expon growth over the next 10 to 15 years, and we are 
concentrating our export promotion efforts on these economies. rour of these 
BEMs are in Asia: South Korea. the Chinese Economic Area (including China, 
Hong Ko~g, and Taiwan), Indonesia and India, The Asian BEMs constitute'40 
percent of the world's population and half of the GDP of an the BEMs. 
Moreover ,'they could account for as much as two-thirds of the total import 
growth of the BEMs during the next twenty years. ~The significance of the 
BEM strategy is that·it forces the U.S. Government to look over the horizon to 
the markets of tomorrow. It compels us to think about new ways .of doing 

.-~- '-;business wiih-countrieFwliicli wilrlfaveenormotiqj6litical 'and-economic --.- .._- - .. , _.-;-. 
. _' influence within a few years. 
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.India' 
After years of acrimony, the U.S. and India have'put their relations on a 

firm and .positive footing. Never before have the opportunities seemed better • 
for closer ties between the world's largest democracy and one of'the world's 
oldest democracies: Recent trips by Secretary Brown, Energy Secretary. , , 
-O'Leary, Defense Secretary Perry, and Mrs. Clinton have signalled what can 
only be called a sea-change in relations between the U.S. and India.. 

Vietnam 
. -. We have worked til_Put the bitter legacy of the Vietnam War behind us 

-- -- " and resolve remaining' POW-MIA' issues by moving towatdnormalizatibn of 
relations with Vietnam, the most recent step being the opening of reciprocal,,, 

"':". ~ liaison 'offices in Washington and Hanoi. In doing so, we have begun to clear 
~::::-~~awaythe obstacles to U,S. firms enjoying the enormous commerCial potential of 

Vietnam. There is much more to be done, of course, and with due regard to 
the enormous sensitivities involved, we are working on it. 

. .. " APEC 
In November 1993, President Clinton hosted an historic meeting of the 

Asia Pacific Economic Cooperation (APEC) in Seattle, the 'largest gathering 
ever of American and Asian leaders, and a fitting symbol of the arrival of the. 

''''Pacific Century." At the APEC meeting in Bogor, Indonesia last year; U.S. 
leadership and encouragement -- together with the effofts of many other nations 
-- resulted in APEC leaders committing themselves to the goal of free and 'open 
trade and investment for all APEC members by the year 2020, with, .' 
industrialized members vowing to reach that goal by 2010. 

.. . UrUfuay RO'unii 
....; The successful conclusion, of the Uruguay Round _. in which U.S. 

leadership played acrucial role -- will be a tremendous boon to world trade. 
Once fully implemented, the Uruguay Round agreements'will cause U.S. GDP , 
to rise in the -range of $100 to $200 billion each year, and should add as much 
as $500 billion to $1 trillion each yeat ..to world"income. These agreements 

--._. -- '-mark"an-important 'milestone-in ·the history' uf-Americari-trade-policy,and the ---- ­. , 
latesfaffirmatiollfthat trade is central to our national interests. They will also, 
provide an essential global framework within which Asian nations can further 
open their economies. . 
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DRIVERS OF FUTURE CHANGE IN ASIA 

'We are proud ·of'what we have been.able to accomplish in Asia during .-:• 
the past two years, But this is no time for complacency. In my view, the next 

. . 
five years in Asia will make the previous two seem relatively dull and 

predictable:'­

When Lee Kwan Yew. the father of modern Singapore, was aSked to •. 
predict what would happen to the people of Hong Kong after 1997, his only , . 
response was: "1998." Indeed, anticipating tne,funue of Asia is notoriously ; 
risky. As late as October 1993, for example; no crysuil ball cQufd,have -,,,.. ,- ,'" 

,-, 	 forec'ast that in November 1994 the'leaders of the economically and politically':" 

diverse APEC nations would sign a declaration committing themselves to 

achieving free trade by a certain date, -


DespiW Mr, Lee's prudent answer, however, I will venture at 'Ieast to 
identify some of the major forces that I believe will be driving change in Asia 

..;, - over the nex[five years, and thus will determine what Asia looks like at the end 

of the century. There are more forces at work than anyone knows" cif course, 

but these are some of the key ones., . 


, 

It would be foolhardy to predict the outcome of these driving forces: 
.. , 

whether they will move Asian nations toward or awaY'from open mar,kets; 
toward or away from respect for individual freedoms; toward or away·from 
political stability, But I can tell you in each case the outcome that most of. us 
in the Administration would like to see hy the year 2000 .. and what policies 
we will· pursue to help steer events in that direction. 

Majl>e Driving Force: Succession in China . 
Issue: Who will succeed Deng Xiaoping? This-question has cast a cloud 

of uncertainty over China's political and economic future, and the outcome will 
" . have repercussions throughout the region, .. 

----------Optimal-year,,2000-scenario: !3hina-has' maintained· its commiunent-to --: ----~ .. ­
reform and economic'liberalization, regardless of who replaced Deng. The , 
continuing yitality of China's economy -- and the broad impact of the resulting 
prosperity -- have created its C!wn .poiitic~l momentum toward continued 
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opening of the economy, Reform has included broad human rights reform, as 
well as movement toward resolution of 'political 'differences between 'China and 

.Taiwan.' ., . . ' ,.. ' , '''-' ,- '. ,• 

U,S, PolicX:, Continued comprehensive engagement with China, while at 
the same time maintiirung a full dialogue on security and hunia" fights issues:' 
Also, continued work with China to develop a better trade and investment ' 
environment, and to fully implement existing trade agreements on intellectual 
property and other issues, , 

, ~.. " • 
-, , Mawr Driving Force: Hong KAAg Transition -, <, 

" Issue: Following Hong ~ong'sreversion to China in 1997, 'will Hong 
Kong 'remain economically open and politically deinocratic? 

Optimal year 2000 scenario: A smooth transition has taken place, 
: China, recognizing the economic and political importance of a' free and 

, democratic Hong Kong, is fully respecting Hong Kong's autonomy, 
. ''''. "~ •.,Y''' .... '-' •••"_..... . ~", ,.,___••• ~", • 

U,S, policy: Treat Hong Kong as the major trading partner'that it is, one 
,which gene'rates some $20'billion in two-way commerce' with us, wlJich is home 

~' 


,to more tha~ $10 billion of U,S, investment, the largest per capita consumer of 
U,S, agricultural products, and is one of the most' important capital markets in 
llie region, 'A p'i::Hicy'of commercial" and diplomatic engageme~t with China will 
also help ensure that Hong Kong remains democratic'and autonomous, since 'a 
p~osperous and economically co~fident Chill!', fully integrated into the world 

,economy, will have great appreciation for the continuation 'of Hong ,Kong as a 
crucial asset. " , 

" .. , 
Major Driving Force: Political and Market Changes in Japan 
Issu,~ Will Japan's government have the strength and resolve to,fully 

open its markets to foreign competition, while assuming a world leadership role 
commensurate with its economic importance? -, 

'-'--,--'-, -'-'Opiimal'year';WQQ' scenario:-Japan~'recognizing,that-its'owr.·economy-.-'..... - , -,- '," 
and citizens will benefit, has deregulated its economy and fuJJy opened its 
markets, Having emerged from its recession, Japan is fulfilling its promise of 
actively pursuing strong and s\lstainable domestic demand-led growth; which 
has caused global its imports of goods and services to reach record levels _. and 

- ~' 
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has markedly red!lced Japan's global trade surplus and its especially large 

surPlus with· the '1Jnited States, Japan continues t'o increase. its contribution to 


......... the multilateral solution·of global problems thill indude,starvation and 

environmental degradation, 

U,S. policy: Continuing tract'e"negotiati6ns with Japan with the ~iiti. of' . 
removing JapaneseJrade barriers' and achieving concrete, measurable results in 
the marketplace. We will demand; 'in particular, that Japan dismantie',its .. 
barriers to auto and auto partS trade, where the potential economic gains for 

,., 	
U. S. exporters are highee than in any other industrial sectOr and where the . '-' 

Japanese market'isinost closed." (Japan'imports'only 3:percent:of its autos and, 


,:., '" 	 2.4 percent of. itS' auto.parts'··by,far the ,lowest level among OE12D countries;-­

and these products account for 60 percent of the U,S, trade de'ticit with Japan,) 

Continued encouragement for Japan to carry out promised macroeconomic . 

reforms. Partnership with Japan in f!1ultilateral efforts to address global 

problems.'·'·'", 


. 	 , 

"".':~ .,.. ' Major Driving Force: India as an.,Econtimic Powerhouse ,'.,..,.• , 

.. Iss~e: Will India deliver on its promise of becoming one of tile most 


vibrant, important and 'powerful of all the Big Emerging Markets? '. ' 

, 	

". 

Qptimal year 2000 scenario: Despite being, the last great economy to 
~..., 

open its doors to the outsiiie world; India lias made grearstrides in freeing its' . ..' 

'" .. markets and, has' become substantially integrated into· the world'economy~"Ind!a . 
is absorbing -- commensurate with its needs and size - substantially higher 
levels of investments in infrastructure, manufacturing and service industries, ·It 
is proceeding with a host of important economic reforms. Having ended its ' 
long' isolation' caUSed by poliCies"of import substitUtion and self-reliance: India ' 
has joined the international economic mainstream, 

. U.S, policv: Continue to build upon the new era· in U.s.-India relations 
that was heralded when Prime Minister Rao visited the United States iast year 
and accelenited by many cabinet and other senior-level Administration vis,its 

'--:'~-sillce-then:-'In' particular,-we-will"work-to-broaden-and-deepen-ti:S ,-lndian- --- .. -~-­
commercial ties because U.S. equipment and services ,can assist India inclosing 
the gap between India's economic reality ioday' ~nd its potential for tomorrow. 
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Major Driving Force: Rise of ASE4.N 
ISS{lC:, What role will ASEAN play as'an economic and political force in 

• the Asia Pacific? 

Qptimal year 2000 scenario: ASEAN is continuing to prosper, thanks to 
rapid growth, expanding purchasing power and falling market access barriers, 
Vietnam has joined ASEAN as a full member, and its GDP is increasing 
rapidly, The ASEAN agreement to establish a free trade area, AFT A, by the 
year 2003 is on track, ASEAN'is serving as a significant force for political 
stability in the region, especially with regard to Caos, Cambodia; and Burma, 

U,S, policy: Continuing engagement with ASEAN via the, U,S,-ASEAN' 
Alliance for Mutual Growth; economic fora such as the U,S,-ASEAN Dialogue 
and the U,S,-ASEAN Trade and Investment Cooperation Committee; and the 
Destination ASEAN trade promotion initiative, 

Major Drivirit Force; The Future of, APEC 
Issue: Will the promise of the Bogor Declaration be fulfilled? 

Qptimal year 2000 scenario: APEC members have reached a consensus 
regarding the pace and process by which the Bogor Declaration goals will be 
reached, and are well on the path to their achievement, 

U,S, policy: Try to ensure that a concrete, achievable plan is in place 
for the APEC meeting in Osaka later this year; work closely with the U,S" ,,' 
business community as the plan develops; and accelerate APEC's trade and 
investment facilitation programs covering such areas as standards, investment 
principles and administrative barriers to market access, 

Maior Driving Force; flute Economic Imba/ances 
Issue: Will Asian nations -- notably Japan and China -- continue to run 

mammoth trade surpluses with the United States? In tlie case of Japan, the " 
trade surplus is a global one, and is leading to massive financial imbalances in 

-"'---{lfeworld-fin-:incial'systeril~:-lh-the"case of botIl'"Japan-and"China7'lhe-rising---- -----, - -­
U,S, trade deficits threaten1to fan serious protectionism (see chart at end,) 

Qptimal, year 2000 scenario: Japan, China and other Asian nations with 
huge trade surpluses have taken appropriate steps to increase imports and " 
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reduce their trade imbalances. These:measures have not only benefited the 
businesses and consumers of these nations, but have eased tensions with their 

• 	 trading partners by substantially reducing, or in some case eliminating,. bilateral 
trade deficits. 

~ u.S. polie):: Cominue to press our Asian trading panners showing 
substantial trade surpluses to tackle the underlying macroeconomic problems 
causing the disequilibrium, with the aim of fostering an economic environment 
that is more open and receptive to imports. At the same time, we wili keep 
hammering away in foreign irade barriers, as well as continuing our aggressive 
export promotion strategy, because the best way to reduce our trade deficit is 

" - for·our firms to be able to sell more of their goods and services overseas (as' 
opposed to closing our markeL'.) Finally, we will encourage higher labor 
standards abroad -- in the name of human rights. for SUN; but also because 
abuses of workers' rights keep labor costs artificially low and thus Creates an 
unfair advantage in international trade. . '. ­

. Mawr Driving Farce;·- Emm!ence af Asian Politicot and'Economic 
Model 

Issue: Will the Asian model of political economy, witb its emphasis on 
political stability and economic prosperity -- sometimes at the expense of 
personal liberties -- result in the rise or strengthening of authoritarian· regimes 

. and the suppression of individual freedoms; or will Asian nations succeed in 
balancing the goal of economic growth with protection .of basic political _ 
freedoms? 

-Optimal.sear 2000 scenario: "Confucian capitalism" values of hard 
work. thrift and reliance on family have continued to improve the economic 
welfare of the region; increasingly, however, these "Asian" values have become 
harmonized with international-standards values of political and economic 
freedoms. As Asian societies have. become more open economically, they have 
becomemore open politically, contributing to stability, not instability.. 

..--.--- .. u_..--_.... U:S:-p5IicY';- The- U:S. wili"not'seelno-impose"its-vision of·the world- on--' 
others. At the same time. however. we believe that some basic rights are 
universal, that everywhere people aspire to be treated with dignity, to giye 
voice to their opinions; to have a say in choosing their leaders. We will work 
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to promote these basic rights around the world, advancing them ,together with 
increasing economic ties in trade and broader economic partnership . 

• 
Maior Driving Force: America's Choice Between Engagement and 

Isolationism . 
Issue" Will the U. S. use the winding down of the Cold War and 

economic problems at home as an excuse to withdraw from "international 
entanglements" or will we continue to lead, albeit with a new style') 

QptimaLyear 2000 scenario: U.S, is fully integrated -- as it must be -- in 
the global economy, while maintaining its'status as the most competitive nation 
in the'world. From this· position of economic strength, U.S, global influence is 
enhanced, And the U.S. is steadily achieving'its global aims with regard to 
trade expansion. financial stability. non-proliferation, dealing with political "hot 
spots," and human rights, 

U,S. policy: Increased use of "commercial diplomacy" as an integral 
part of foreign policy, spending more time and devoting more resources to the 
economic ,and commercial dimensions of foreign policy. We will continue to be 
a source of ideas, and new approaches to resolving global troubles. political and 
economic. We will find both bilateral and multilateral means of encouraging 
others to further open their markets. We will keep our market open. 

COMMERCIAL DIPLOMACY . 
Let me say a few words about this last point -- commercial diplomacy -­

which is both so important and also so often misunderstood. 

lf1!!!t, is Commercial Diplomacv? 
What is commercial diplomacy? Let me first say what it is not. It is not 

something apart from foreign policy; indeed it is a central part of our foreign 
policy. It is not some crass mercantilist salesmanship: it is designed to expand 
trade and investment to the benefit of the United States and its trading partners. 
It is not synonymous with only an activist trade negotiating strategy, although it 
incorporales such -a strategy; -but·it-has·many·more'elements~--.~---'- .. 

Let me now put it in the positive. Commercial diplomacy means 
marshaling a broad array of Ollr policies -- trade policy. trade promotion, 
programs. environmental progra~s, training and educational exchange -- to 
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pursue our interests in expanding trade and supponing individual freedoms 
around the globe. . 

• 
Commercial policy embodies a recognition that while the world still 

contains numerous threats lO our security, it is economic growth, jobs, and 
improving living standards that are the lOp objectives of virtually every country, 
and that it is on that terrain that the U.s. can and should become mOre of a 
leader and a model. 

Commercial diplomacy also reflects our' own condition "- that the key lO a 
strong America at home and abroad is a stronger economy, and that a key 
'element of a stronger economy is expanding trade. However, commercial 
diplomacy means two-way benefits. When U.S'. firms help to build a power 
plant in India that brings electric light to homes that never had it, both countries 
benefit. When U.S. firms make possible the installation of telephones in 
Chinese homes that never had them, people in both countries gain. 

Commercial diplomacy is part of a human rights policy -- not all of it. of 
course, but part. When American firms bring their values and their standards 
to Indonesia or to Vietnam, workers get a better deal, and opportunities for 
men. women, and families are expanded. 

Commercial diplomacy can enhance American influence in other areas 
because it deepens our presence and involvement, and broadens our range of 
contacts witn influential people in other countries beyond the usual foreign and 

, defense ministries. 

Commercial diplomacy represents a more cooperative spirit than the 
traditionally zero-sum game of real politick. We will always have commercial 
problems such as disputes over intellecmal property rights or market access, of 
course. But commercial diplomacy is designed to .demonstrate that problems 
are not the whole picrure, and that while we try hard to resolve those problems, 
the show goes on, business deals can be struck, projects can be won, and a 

- -.-·-·-ofignter·fUlure"is there'to be-defined in-terms' of murual-interests.:~"· -----­

Commercial diplomacy requires a judicious blend of bilateral and 
multilateral policies. It cannot just be Uncle Sam pressing his interests 
government to government. To be effective, we will need patience, 
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persistence, and finesse .. more than we historically have had .. in forums like 
the World Trade Organization and APEC to complement our bilateral 

• approaches. 

Challen~es Ahead For Commercial Diplomacx 
It has become a cliche that economics is the driving force of world 

politics today, but it's true. And we have to do more than just talk about it; we 
have to begin living that way. The Clinton Administration is off to a terrific 
start, in my view, especially in Asia, but there are many challenges ahead. 

We cannot let up on trying to open foreign markets. In Asia, in 
particular, t.'1ere is much to do, especially in Japan and China. These are two 
very different cases, but they are twO problems, which if allowed to fester, 
could undermine the entire international economx: . 

We will need to become increasingly aggressive when it comes to going 
to bat for U. S. firms competing for overseas contracts in cases where arms· 
length competition is undermined by foreign subsidies, corruption, and other 
types of unfair intervention. 


We will need to bring to bear, bener than we have to date, our 

technological and educational assets .. unsurpassed around the world .. to 

strengthen our commercial diplomacy. 


We will need to draw closer to the U.S. business community abroad. to 
work with them more effectively on advocacy, on early warnings of upcoming 
problems and opportunities, and on planing 'Ionger-term strategies. (We have 
begun to do this in Europe through a revitalized commercial strategy that will 
formally begin later this month. Perhaps we should do the same in Asia.) 

We need to expand the range of our interaction with institutions and 
people outside central governments and national capitals .. to deal with local 
business leaders, to develop relations with leaders in a variety of states, cities . 

. provinces, and prefectures. ([n Brazil, ~-\rgel1tina: Chile and India we have' 
methodically expanded our horizons in this direction. We have beguT,l to do ,so 
in China, and I will cominue that effort on my trip there next week.) 
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We need to become much more effective at communicating our policies at 
. nome and abroad. in explaining what we are doing and why, and at framing 

issues in terms that are meaningful in OIher societies. (We have begun such • 
efforts with regard to U.S.-Japan trade, but we have a long way to go.) 

Finally, we will need to restructure the presence of the American 
government abroad to reflect the importance of commercial diplomacy. A 
recent srudy by the General Accounting Office said that less 1han 1 percent of 
U. S. embassy personnel around the world are from the Commerce Department. 
There are only tWO Consul Generals from the commercial service. but no. 
Ambassadors. We do not have enough commercial staff in China to service the 
southern regions like Guangdong and Eujian, let aJone the entire country. 
Could this possibly reflect post-Cold War realities? 

In fact, when you consider each of the driving forces that will shape the 
future of Asia in the foreseeable future, it is clear that commercial diplomacy 
will be among the most powerful tools to influence outcomes in a way that is 
consisteOl with our nationaJ interests. This is an inescapable conclusion that 
means the excellent stan the Clinton Administration has made must serve as a 
foundation for future efforts in the same vein. At the same time, because 

. commercial diplomacy offers our partners win-win options -- options in which 
everyone wins .. the approach we must take is also one that is likely to ensure 
ever better trans-Pacific relations in the future. 

CQNCLUSION 

If you look at the twentieth century history of U.S. involvement in Asia. 
you see that the U.S. fought three wars and lost countless lives. We can never 
acknowledge enough the sacrifices that our armed forces made. These were 
critical effortS that shaped the world we Jive in today, and that have led to the 
opportunities we now see ahead of us. 

But when the history of the twentieth century is written, the soldiers will 
llot'bealonr: among·those who will have influenced the U.S.-Asian relationship. 
They will be joined by the men and women who are buying, selling. :!nd 
investing across the Pacific; or the American universities thaI are training a 



15 

good proportion of Asia's elites; or American managers who are bringing 
modern business techniques with them to Asia; or American that is contributing 

• to higher living standards, 

As the twentieth century ends, we need a commercial diplomacy to 

capitalize on these trends and these possibiiities, This is our moment. We 
must seize it. 

In this task, the Clinton Administration and you .. the American business 
community. -- must become the closest of partners. 

Thank you very much. 

,. 
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