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THE ADMINISTRATION’S CASE FOR NAFTA

Mr. Chairman, members of the Coxm:tttee, I am pleased to appear
before you today to set forth the Clinton Administration’s case for
the North American Free Trade Agreement (NAFTA) , with the recently
'negotlated supplemental agreements. A

This fall, members of the administration have appeared before
Committees in the House and the Senate and over the next few weeks,
we will be participating in other hearings focusing on the NAFTA.
We appreciate these opportunities to present the Administration’s
case on why the approval of NAFTA is central to our national

interests.

The question we must ask ourselves as we consider the NAFTA is
whether the United States will be significantly better off with the

NAFTA and its side agreements than by rejecting them. We believe

that the answer to that question is a.clear .and resounding yes. -

The case for NAFTA comes down to two compellmg points: NAFTA
will increase economic growth and jobs. in the United states, and
NAFTA will help us resolve problems that trouble Americans in our
current relationship with Mexico. Prominent among those problems
are issues related to environmental protection and our citizens’
health and safety that I know are of partlcular J.nterest to this

committee.

There is a related point that is missed too often by the
opponents of this agreement: rejecting the NAFTA and the
supplemental agreements will not solve the problens that trouble
us. The NAFTA will help us solve these problems in a way that
benefits our country and our continent. ‘

NAFTA and Our Trading Goals

Against a background of intense debate, a mountain of
misinformation, and considerable hyperbole, it is important to
remember that what NAFTA really does is some very simple things
which Americans have long sought in our trading relatlonshlps. The
NAFTA levels a play‘lng field that is now tilted against us. Over
time it will eliminate tariffs and non-tariff barriers among the
United States, Mexico and Canada. Mexico and Canada will give our
products preferential treatment compared to our competitors in
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Europe and in Asia and end the failed maquiladora prbgrams. In
addition NAFTA and its side agreements will ‘address long-neglected
environrental and labor issues. ‘

The NAFTA creates the world' s largest market: 370 million
people and $6.5 trillion of production. That makes us stronger
here at home  and better able to compete with BEurope and Asia.

At the same time, NAFTA has strong rules to stop unfair
treatment of American products and American investors. It requires
Mexico to change laws that have forced our companies to move
production to Mexico in order to sell their products in Mexico. It
requires protection from piracy of our films, our books and our
technology. The supplemental agreements will require stronger
enforcement of laws protecting labor and the envn.ran:ment, and will
help us work together with Canada and Mexico to improve deficient

laws.
NAFTA and the Administration’s Bconomic Btrategy

The NAFTA package is a vital element of the President’s
overall economic strategy.

President Clinton and this Administration are committed to

building the strongest, most competitive economy in the world. By
doing so, we will expand Jjob opportunities for United States

' workers and for their chlldren who will be entering the work force.

We are fmally facing the fact that our economy, as well as
the global economy, is changmg. Technology has revolutionized the
world. Our economy is no longer self-contained,. and the U.S.
economy no longer dominates the world’s economy. We compete in a
global economy, where capital and technology are mobile. These
trends are here to stay. The question is not whether we adapt to

them, but how.

Our economic strategy -- health care reform, reducing the
deficit, increasing public and pr:z.vate investment, relnventing
government,, welfare reform, changes in educatmn, worker training,
investing in technology -- all work in pursuit of the same
objective: to build a more secure productive and competitive

economy.

Our trade policy, 1nclud1ng NAFTA, is an essential part of
that strategy. The companies, farmers and workers of the United
States are world-class competitors. We lead the world in
everything from airplanes and computers, to wheat and soybeans. We
have regained our position as the world’s leading exporter. Last
year U.S. trade in goods and services exceeded one trillion

dollars. ,

Open;mg up new markets is the key to new job creation and



S , -3 -

economic growth. NAFTA presents an opportunity to compete and win
in a vast new market: 90 million people in Mexico, in a fast
growing area, hungry for U.S. goods. It is also a step to an even
larger market -- 400 million people throughout Central and South

America and the Caribbean.

The United States seeks to open markets everywhere. We seek
to trade and to compete worldwide. We have nearly $200 billion
each year in two-way trade with the countries of the European
Commumty, through APEC, we seek expanded trade with the rapidly
growing nahons of Asia. Japan ‘is a major market for U.S.
products, despite the major and perszstent barriers that we are
committed to breaking down. Completing the Uruguay Round -~ taking
down tariff and non-tariff barriers worldwide, and- writing new
rules for the international trading system -- remains a top

priority fer us.

But it.is no acc1dent that Canada is our number one trading
partner, despite having a population of only 27 million, and Mexico
has become our third leading trading partner, despite its historic
policy of maintaining a. closed economy.. Shared borders and
geographical proxlmlty do matter , even in this globallzed economy.

And we have a natural advantage, and a great opportunity, to
expand trade and investment with Mexico, and then with the rest of
Central and Latin America and the Caribbean. Many of those
countries have chosen, in recent years, to cast off the controls on
their econcmies and the shackles on their political systems. They
took these steps at the urging of the United States.

Tariffs have fallen and non-tariff barriers have been reduced.
" Since 1989, U.S. exports to Latin America and the Caribbean
-increased dver 50 percent and are growing at over twice the rate of
U.S. exports to the rest of the world, making this region our
“second fastest growing market. They have become a growing market
for U.S. products; 43% of Latin American imports come from the
United States. : .

Chile, Venezuela, Argentina and many other nations are
1ntently following the NAFTA debate. The possibility of NAFTA
accession provides an incentive for further trade and investment
liberalization in the region. The decision to reject NAFTA would
have profound negative economic and political consequences
throughout the hemisphere and for the prospects for the expansion
of trade in the global tradlng system. .

The NAFTA is an instrument for helpmg the United States,
Mexico and Canada cooperate in meeting Asian and European
competition. It will help us produce more globally competitive

products.

In the new glob‘al, economy, there are chall_enges and risks, as
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well as great opportunities. I am confident that American workers
are up to the challenge of competlng -- and will reap the benefits.
One reason I am so confident is that we are not going into NAFTA
blindly. We do not have to speculate about the results from this
change; we have gone through a six year trial run.

Job Growth'and Trade with Mexico

Mexicé, recognizing that its economic policies had been
disastrous, has begun to lower trade and investment barriers. The
results have been dramatic for the United States: :

» From 1987 to 1992, we transformed a $5.7 billion trade
deficit with Mexico into a $5.4 billion trade surplus.

» U.S. exports to Mexico increased from $12.4 billion in
1986 to $40.6 billion in 1992, with increases coming
across the board from computers to agriculture.

® Mexico has become our third leading export market,
and our second leadlng market for manufactured exports
($34.5 billion) and our third 1largest market for
agricultural products ($3.7 billion).

e B4x of this growth in exports has been exports fof
Mexican consumption.

e 400,000 U.S. jobs related to exports to Mexico were
created. :

e 70% of all dollars spent by Mexicans.on 1mports are
spent on U.S. products.

The success of the past seven years has occurred even though
Mexican trade barriers remain far higher than ours. Bringing down
the remaining barriers, which is what NAFTA does, ensures continued
growth of U.S. exports to Mexico, which have been such a bright
spot in our economic picture for the past seven years. :

Virtually every responsible study that has looked at the labor
issue conc¢ludes that NAFTA will produce a net gain in jobs or an
increase in real wages in the United States. The Administration
believes that with NAFT&, an additional 200,000 jobs related to
exports will be created in the U.S. by 1995. While the studies

' acknowledge that there will be some jobs :lost in certain sectors,
overall, job gains will significantly exceed job losses. The
studies also agree that the jobs lost will be a relatively small.
.This is true because Mexico’s economy is only one-twentieth the
size of ours, and our tariff and non-tariff barriers are already
\> low.. Mexico’s productive assets, capacity and infrastructure are

" far below levels and standards in the United States or even Canada. -



" NAFTA and Our Current ATrade Problens

Ironically, most of the concerns you hear in America about
NAFTA are in reality problems that exist right now -- problems that
the NAFTA will address. For example, in the trade area, desplte
‘Mexico’s recent liberalization and desplte the enormous gains wve
have enjoyed in our bilateral trade in recent years, the playing
field is still tilted against us. NAFTA will level the playing
field for U.S. workers. , «

For one, it will eliminate Mexican performance requirements
and other unfair rules 1n the auto sector =-- requirements that
imports of vehicles into Mexico must be off-set two-to-one by
-exports of Mexican-made cars. It will eliminate the requirement
for Mexican importers to secure a government permit each time they
want to buy U.S. strawberries. Mexico has the right under the GATT
to raise its tariffs up to 50%. If it chooses to do so, U.S.
exports would not be affected because of the protections we gain

under NAFTA.

Historically, Mexico has been a closed, state-controlled
economy. To shield its industry and agrlculture from competition,
it relied on tariffs as high as 100% and a full range of non-tariff
‘barriers, including domestic content requirements, restrictions on
investment, performance requirements to keep out exports, and
import licensing requirements which allowed the central government
to dictate the levels of Mexico’s agricultural imports. As a
result, prdtected from ‘competltlon from imports, Mexican producers
were inefficient, and the Mexican economy was characterized by
wldespread poverty. Mexico’s protectlonlst reglme did not serve
the interests of Mexico’s people.‘ :

Perhaps the closed Mexican economy reflected the hlstorical
Mexican mistrust of, and antagonism toward, the United States. For
whatever reason, Mexico remained largely closed to U.S. business
until U.S. and Mexican law combined to produce the maquijiladora
program. But this program hardly resulted in an open Mexican

market.

The wmagquiladora program created trade preferences and
incentives for companies to locate assembly plants in Mexico to
produce for the U.S. market. It gave: products assembled in Mexico
these preferences while at the same time maintaining all of
Mexico’s trade and investment barriers. The program thus created
an artificial "export platform" in Mexico, with products assembled

in maquiladora plants being required to be exported to the U.S. By
1992, there were over 2,000 maquiladora factories operating in
Mexico, the overwhelming number of which were established by U.S.
and Mexican corporations, employing more than 400,000 Mexican

workers.
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In addition, Mexico’s high 1mport barriers and Mexican rules
requlrmg firms selling in the Mexican market to open factories in.
Mexico have made it difficult if not impossible for many of our
companies to sell products made in the U.S. in Mexico. Non-tariff
barriers =-- licensing, citizenship requirements, and a host of
other regulations were especially hard on small businesses in the -
U.S., which do not have the resources to navigate through the
bureaucratic maze in Mexico. ,

The NAFTA will transform the situation by opening Mexico’s
market and eliminating the distortions created by the maguiladora
program. Under NAFTA, the maqulladora program is effectively
eliminated, along with import protectlons, and existing factories
will be permltted to sell in the Mexican market without
restriction. ,

Much of the opposition to NAFTA reflects justifiable concern
about the pollcxes of the past that have disadvantaged U.s.
workers. Déspite Mexican progress in voluntarily opening markets,
Mexican tariffs remain, on the average, 2.5 times higher than ours.
By contrast, over 50% of our imports from Mexico already enter
duty-free. Our average tarlff on :unports is only 4%.

Mexico currently has no obllgatlon to contlnue recent market-
opening moves on which thousands of U.S. jobs already depend.
NAFTA locks in current access and expands on it.

NAFTA will require relatively few changes on our part -~ while
requiring Mexico to sweep away decades of protectionism and
overregulation. NAFTA will eliminate especially burdensome tariffs
and non-tariff barriers in a number of key sectors where the U.S.

"is competitive vis-a-vis Mexico, such as autos and agriculture.

NAFTA lets U.S. workers compete on a level playing field with
fair rules. And we are confident, in those circumstances, U.S.
workers will succeed. ' V Q

NAFTA will give U.S. exporters a significant preference in the
rapidly expanding Mexican market over Japanese, European, and other
foreign suppliers. As I have already noted, Mexico’s tariffs
average 10 percent. Countries other than the Um.ted States (and
canada) will continue to face Mexican duties. In addition,
Mexico’s current import 1licensing requirements on .agricultural
imports will disappear for the United States (and for Canada, for
most products) when the NAFTA goes into effect. However, a license
may still be required to bring in covered products from all other
countries.. :

Major Featiures of NAFTA

Reduction of Mexican Tariffs: Under NAFTA, half of all U.S.
exports to Mexico become eligible for zero Hex:Lcan tariffs when
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NAFTA takes effect on January 1, 1994. Those exports which will be
tariff-free include some of our most competitive products, such as
semiconductors and computers, machine tools, aerospace equipment,
telecommunications equipment, electronic equipment, and medical
devices. Within the first five years after NAFTA’s 1mp1enentat10n,
two-thirds of U.S. industrial exports will enter Mexico duty-free.
That makes U.S. products more competitive than those of our rivals.

Removing Mexican non-tariff barriers. NAFTA reduces or

eliminates humerous Mexican non-tariff barriers which today require
U.S. compariies to invest in Mexico or manufacture in Mexico in
order to supply the Mexican market. For example, NAFTA will
eliminate the requirements that force U.S. companies to purchase
Mexican goods instead of U.S.-made equipment and components.
Moreover, NAFTA abolishes the requirements that force our companies
to export their production, usually to the United States, instead
of selling dlrectly into. the Mexican market. Requirements that
make U.S. companies produce in Kexlcc in order to sell there wlll

also be phased out.

In addition, NAFTA includes mportant beneflts for other key
U.S. sectors: )

Openirig up Trade in Services. NAFTA will open new markets
for the de‘:livery of U.S. services to Mexico and Canada, where

.service companies are already large and growmg. NAFTA will allow
' U.S. service firms to provide their.:.services:directly from the . .
United States on a non-dlscrlmlnatory basis, with any exceptions '

clearly spelled out. Furthermore, U.S. service co.panles will
benefit from the right to establish, . if- they so choose, in Mexico
or Canada. NAFTA opens the Mexican market to U.S. bus and trucking
firms, financial service providers, and insurance and enhanced

telecommun: Lcatlons companles, among others.

Protecting U.S. copyrights, gatentsfand ;“rademarks. NAFTA

will ensure a high level of protection under Mexican law for U.S.
owners of patents, copyrights, trademarks, trade secrets, and
integrated circuit designs, including strong safeguards for
computer programs, pharmaceutical inventions and sound recordings.
NAFTA obligates both Mexico and Canada to enforce intellectual

. property rights against infringement, both internally and at the

border. By enhancing protection of U.S. owners of technology, and
of book, film and recording rights, NAFTA will increase trade and
diminish losses from counterfeiting and piracy.

U.S. motion pictures, music and sound récord:mgs, software,
book publishing and other creative industries lead the world, and
are crucial to the high-wage economy that we intend to build. The

- copyright industries are one of the largest and fastest growing

segments of the U.S. economy, employing 5% of the U.S. work force,
with exports, valued conservatively, of about $34 billion in 1990.
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The Be'néflt to S= a-- Business. I have noted the statements of
several sectors cltlng t~e benefits which will result from NAFTA;
that sentiment is widely held in the business community, by

.businesses 1arge and s=2.1. Indeed, small businesses stand to be

among the major beneficiaries of NAFTA. Small businesSses are
often less able to inves:t the time and resources to wrestle with
the tariff and licensing requirements which presently block the way
to the Mexican market. With tariffs reduced or eliminated, and
non-tariff barriers cozing down, U.S. small business, which makes
up a growing share of T.S. exports, will be able to sell their
American-made products into the Mexican market. _

The Environment

I welcome the opportunity to focus particular attention on.

_ environmerntal issues, because the combination of the provisions of -

the NAFTA and the KAFTA side agreement on the environment
constitute truly path-hreaklng advances in the area of trade and
the envircnment. Just five years ago, when the congress approved
the U.S.-Canada Free Traze Agreement, few if any environmentalists
had even considered trade issues relevant ~- or vice versa. In the
NAFTA and the side agreeaents of the NAFTA, you now see not only
he1ghtenecl sensitivity to the need to safeguard our rights to
protect our own envirorment, health and safety, but provisions
aimed at seeing that the benef its of increased trade and economic
growth are accompanied by provisions aimed at improving standards
and enforcement of laws affording these protections.

There are good reascns that the envir,onmental efforts we have
made have drawn the strong endorsement of six preeminent private
environmental groups. The NAFTA and the side agreements achieve a
number of historic firsts, including:

o creation of the, first ever North American Commission on
the Enviromment, with a mandate to promote cooperation to
improve envirommental protection on our continent;

o the most explicit international affirmation ever of our
right to keep cut imported products that fail to meet the
standards we set for protection of our health, safety and
environment, even if these standards differ from
international norms, . o

o protection of the rights of our state and local
* governments tc set and enforce higher standards than

ﬂfederal (or international) norms;

] provisions favoring upward harmonization of standards in
North America, without derogatlng from our democratic
right to choose our own standards ;
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o] provisions against relaxation of environmental health or

: safety standards in order to attract or retain an
irvestment, and provisions to: encourage - effective
enforcement of national. laws, backed by sanctions for a
persistent failure to effectively enforce those laws,

o) explicit recognlt‘lon of the p_recedence over the NAFTA of
certain core environmental agreements containing trade

sanctions;

o) a strengthened commmtment to cleamng up the border
environment. .

" These pEOVlS].Ons and others will help us improve environmental
conditions in North America. No one can fail to be disturbed by
‘the vivid pictures we have all seen of existing environmental
problems along the U.S.-Mexico border. These ;)roblems partly stem
_from past failures to adequately check against industrial
pollution, bat also from the lack of adequate 1nfrastructure (water
treatment, sewage and so forth) for the growing human population.
The maquiladora program aggravated these problems by encouraging
1ndustr1al development at the border.

Critics of the NAFTA try to pomt to these existing conditions
as a reason to reject the NAFTA, implying that NAFTA, a treaty not -
yet in force, should somehow be blamed for all bad existing
conditions at the border, and arguing that the NAFTA will increase
these probleins. And despite the explicit language of the NAFTA and
the side agrieements, the most extreme critics u‘respons'lbly try to
frlghten people that NAFTA will cause us to weaken env:.ronmental
protection and lower our standards. »

We should not accept continuation of the bad conditions at the
border, any more than we should accept unsafe products. But NAFTA
is not the problem with regard to these concerns; NAFTA and the
side agreements are part of the solution. NAPTA will eliminate
special incentives to export products in Mexico to the United
States, theréby reducing the incentive to locate industries at the
crowded border. And NAFTA and the side agreements will help
promote sustainable development with improved environmental

protection and enf orcement.

As Kathryn Fuller, of the. World Wildlife Fund stated on

. September 15: "our support of the NAFTA and the Agreement on
Environmental Cooperation boils down to this: ultimately, the
environment of north America will be better with the passage of

NAFTA than without it.®»

NAFTA and - the side agreements contaln both provis:.ons to

BN ensure that trade liberalization does not come at the expense of

\ ) : environmental protection and provisions to help improve
Bt env1ronmenta] protection. ~ ' ' '
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NAFTA and Standards and Sanitary and Phgtosan;tarx Heasures

The NAFTA texts on Standards  and Sanitary and Phytosanitary

'Measures preserve our ability to maintain, strengthen, and enforce

existing U.S. health, safety, and environmental standards, and
establishes ways for all three trading partners to strengthen their
standards. Specifically, the NAFTA's provisions: -

o

Affirm the right of each party to choose the level of
protection of human, animal, or plant life or health it

consxders appropriate;

Do not impair existing U.S. federal and state health, safety,
and environmental standards, and preserve our rlght to ban
non-conforming imports;

Continue to allow each country, 1nc1ud1ng its state and local
governments, to enact standards that are stricter than

-international or national standards;

Commit the NAFTA parties to work 301ntly to enhance thelr
standards; . ‘ ,

Continue to allow parties to act to protect human, animal or
plant life or health based on available information when there
is insufficient information to conduct'a risk assessment;

Ensure advance notice to the public of proposed regulatory
actions in each of the three countries, to review and comment
upon those actions, and to have such comments taken into
account prior to final decision;

Establish a Committee on Standards—-Related Measures to
facilitate compatibility of standards, consult regularly on
matters of common concern in this area, and enhance
cooperation on developing, applying, and enforcing standards-
related measures; and :

Establish a Committee on Sanitary and Phytosanitary (S&P)
Measures to " enhance food safety and improve sanitary
conditions, promote compatibility of S&P measures, and
facilitate technical c00perat10n and consultation on specific

‘S&P bllateral or trllateral issues.

While granting the federal goVernment'and the states broad

discretion to set their own environmental, health and safety
standards, NAFTA does require governments to meet certain
elementary lrequirements wvhen applying laws and regulations to
achieve the government's chosen levels of protection, in order to
safeguard against blatant trade protectionism in the guise of a

health regulation.
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The NAFTA requires that sanitary or phytosanitary measures --
those measures related to agricultural pests and disease and
contamination in food -- have a scientific basis and be based on a
risk assessment appropriate to the circumstances. The term
"scientific" is not separately defined in the text. Accordingly,

" under general principles of international law, the term scientific

is to be interpreted in good faith, using its ordinary meaning in
context and in the light of the object and purpose of the NAFTA.
Consequently, the ordinary dictj.onary meaning would apply. ‘

It is 'clear that under the NAFTA, the requirement that
measures be based on "scientific principles” and not be maintained .
"where there is no longer a scientific basis" do not involve a
situation where a’ dispute settlement panel may substitute ' its
scientific judgment for that of the government maintaining the S&p
measure. The question under the NAFTA in this regard is whether
the government maintaining the S&P measure has "a scientific basis”
for the measure. "Scientific basis" is defined as "a reason based
on data or information derived using scientific methods."

The question is also not whether the measure was based on the
"best® science or the "preponderance" of science or whether there
was conflicting science. The gquestion is only whether the
government maintaining the measure has a scientific basis for it.
This is because the NAFTA S&P text is based on a recognition that
there is seldom, if ever, scientific certainty and consequently any

-scientific determination may require a judgment among differing

scientific opinions. - The NAFTA" preserves the ability of
government;s to continue to make those judgments. ‘

In addition, the NAFTA requires each party to ensure that any
S&P measure that it adopts is applied only to the extent necessary
to achieve its appropriate level of protection, taking into account
technical and economic feasibility. NAFTA’s opponents have argued
that the use of the term "necessary" in the text actually means:
®*least trade restrictive."® This is not true. The NAFTA’s
negotiators specifically discussed whether there should be a "least
trade restrictive"™ test in the NAFTA, and all three countries
agreed that this obligation would not be included. Rather, this
obligation addresses how a health law or regulation that is in
place is applied. It does not address the validity of the

_underlying health law .or regulation itself, or the level of

protection afforded by those laws. As is the case with .
"scientific," the term "necessary" is to be given its ordinary
meaning in light of the context. '

NAFTA opponents have erroneously charged that the NAFTA’s
obligation that the United States, Canada and Mexico ensure that
state and provincial governments give effect to . and observe the
NAFTA’s provisions (Article 105) somehow interferes with our
states’ ability to maintain measures to protect public health or
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the environment.  Article 105, and any measures taken thereunder to
secure observance by state and local governments of provisions of
the NAFTA will in no way diminish or impair the constitutional and
legal rights of state and local governments to adopt, maintain, or
apply measurés to protect public health and the env:.ronment.

The implementation of Article 105 for the United States, and
the precise legal relationship  between the NAFTA and a country’s
domestic law is a matter for each participating government to
decide. In the United States, this issue will be addressed in the
NAFTA implementing bill. We anticipate that, in worklng with the

-Congress, state officials and environmental organizations ; the

NAFTA implementing legislation would provide that there is no
private right of action under that implementing legislation, so
that no individual or other non-governmental entity such as
corporatmns or firms will have the ability to invoke the
provisions of the NAFTA to challenge state or local law in either

federal or state courts.

In passmg, let me note that Art:t.cle 105 does not apply to the
NAFTA’s prov151ons on standards-related measures. The core
requlrement in the NAFTA with respect to standards-related measures
is that they are applied in a non-dlscrlmlnatory fashion.

Another red herring has been the allegatxon that under the
NAFTA the United States would have. to permit the entry of Mexican

or Canadian trucks which do not meet:our-safety. standards. This is -

totally false. We can and will continue to enforce our safety -
standards as vigorously as possible. In addition, our rules.
related to long combination vehlcles will continue unchanged.

In brief, far from weakenlng environmental, health and safety
standards, the NAFTA and the sSupplemental agreements set in motion

‘the process for our three countries to improve and enhance

protection of health, safety and the environment.

International Environmental Agreements

The NAFTA gives clear priority to the trade provisions of
certain international environmental agreements. During negotiation

of the NAFTA, Congress and the environmental community wanted to

ensure there was no ambiguity about the relatlonshlp betgeen the
NAFTA’s provisions and the trade provisions of key international
environmental agreements. 1In particular, they wanted an explicit
assurance that the important trade obligations of the Montreal
Protocol on Substances that Deplete the Ozone Layer, the Convention
on International Trade in Endangered Species of Wild Fauna and
Flora (CITES), and the Basel Convention on the Control of
Transboundary Movements of Hazardous Wastes and Their Disposal (or
related U.S. bilateral agreements with Canada and Mexico) could be
fully implemented without any NAFTA conflict. These agreements are

'speclflcallv listed in the NAFTA as agreements whose trade
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obligations take precedence over any inconsistent obligations under
the NAFTA. In addition, the NAFTA provides that the 1list of
international environmental agreements whose trade obligations are
to be given precedence can be expanded. We will include our two

- bilateral migratory bird treaties once the NAFTA takes effect. We

are pursuing the addition of other international environmental
agreements even now.

NAFTA Dispute Settlement

NAFTA’s dispute settlement chapter contains several provisions
responsive fo concerns expressed by environmentalists. First,
NAFTA makes explicit that the party challenglng an environmental .
measure has the burden of prov1ng that it is’ 1ncons:1.stent with the

agreement.

Second, the dispute settlement panel, on its own initiative
or at the request of a disputing party, may request- a written
report from an :Lndependent: Scientific Review Board on any issues of
fact concerning the environment, health, and safety. The dispute
settlement panel will take the Rev:.ew Board's report into account
before reaching its final decision and will release the report to
the public together with any final panel dec151on that is publicly .

" released. - ‘ ‘

Third, if a party to a dispute claims that its action related
to its obligations under one of the international environmental or
conservation agreements, or under NAFTA’s provisions on Standards
or Sanitary and Phytosanitary measures, it has the option of having
the dispute considered exclusively under the NAFTA (rather than the
GATT) with access to a NAFTA Scientific _Review Board.
Environmental groups requested inclusion of this provision because
they preferred NAFTA dispute settlement provisions to those of the

GATT.

: NAFTA’s opponents have complained that its dispute settlement
process is closed and secretive. 1In fact, 'any disputes that may
arise under the NAFTA will be between governments -- and our first
interest will be in getting such dlplomatlc differences resolved.
However, the United States recognizes that the outcome of these
disputes may be of great interest to those in the United States
outside the government. Accordingly, the Office of the United
States Trade Representative will provide, as it has in all recent
trade disputes, for public notice and opportunity for input into
dispute settlement proceedings involving the United States under

the NAFTA.

USTR currently provides public notice of the initiation of
disputes through publication in the Federal Reqister. It also
‘briefs interiested individuals and groups on the dispute proceeding
and accepts input from the public into the facts and arguments
involved in a dlspute settlement proceeding. For example, USTR has
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‘met with interested members of the envirommental community,
industry and congressional staff on numerous occasions to . brief
them on a particular dispute, including the status of the
proceeding and the issues involved. : '

USTR also makes available to the public U.S. submissions to
dispute settlement panels and the final reports of the dispute
settlement panels.

Finally, it should be emphasized that the NAFTA dispute
settlement results will not supersede U.S. laws unless and until we
act domestically to implement the results. That will require a
very public process in the United States. o

..I_rng_s_t&c;n_i:_;!'r_ox;.&;m

The NAFTA Investment Chapter permits each party to impose
stringent environmental requirements. to ensure that investment
activity in its territory is undertaken in an env1romnenta11y
sensitive manner, so long as the requirements do not discriminate
between domestic and foreign investors. This includes, for
example, the requirement in many states for environmental impact
assessments of new private construction as well as government

projects.

1

Further, the parties renounce the relaxation of health, safety
or environmental measures for the purpose of attracting or
encouraging investment. The text sets forth a procedure for
compulsory consultations between parties in case such a relaxation
occurs, with the purpose of end:.ng the practlce.

The Supplemental Agreement on the Environment

President Clinton endorsed the NAFTA last October during the
campaign in a speech at North Carolina State University, but he
also set out a series of principles which he wanted to see
incorporated into supplemental agreements -- including one on the
- environment. President Clinton, Prime Minister Campbell, and
President Salinas signed this historic agreement on September 14.

Presm ent Clinton made a promise to the American people which
he has kept: that he would make sure economic growth with Mexico
did not come at the expense of the environment.

The fundamental objectlve of the environment agreement is to
promote cooperatlon to improve environmental conditions throughout
North America and to improve national enforcement of national laws
relating to environmental protection.

The agreement contains important obligations regarding
citizens’ access to justice. These include commitments to openness
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and transparency in both the development of laws and regulations
and the legal processes for resolving disputes, and commitments to
provide appropriate public access to administrative and judicial
processes for the redress of harms and for environmental law .

enforcenment.

While recognizing their rights to set whatever levels of
protection they deem appropriate, the three countries pledge to
ensure that their laws and standards continue to provide hlgh
levels of environmental protection and to work cooperatively in
enhancing protections. They commit to effective enforcement of
those laws, a commitment backed up by a dispute settlement process.
Countries are obligated to report on the state of their
environments, and to promote environmental educatJ.on, scientific
research, and technological development.

The A‘greement ‘creates .a new Commission on Environmental
Cooperatiori. The three countries’ top environmental officials (the
EPA Administrator for the United States) will comprise the

Commission’s Council.

A Joint Advisory Committee made up of nongovermnental

' organizaticns from all three countries w111 adv1se the Council in

its dellbex ations.

The he*art of the Commission is its Secretarlat housed in a
single location and operating under the direction’ of an Executive
Director, who will take broad direction from the Council but
maintain a high degree of independence.

A major goal of the Commission is to broaden cooperatJ.ve
activities among the NAFTA partners. The Comm1551on will have an
aggressive and 1mportant workplan.

It will promote greater public access to information about
hazardous substances (what we call "community rlght-to-know") It
will consider ways to promote the assessment and mitigation of -
transboundary environmental problems. The Commission will serve as
a point of inquiry for public concerns about the NAFTA’s effect on
the environment, and be an avenue for NAFTA dispute settlement
panels to obtain environmental expertise when faced with
environmental issues. : -

- It will consider the environmental implications of process and
production methods (PPMs), or, as the agreement states,
"environmerital implications of products throughout their

lifecycles.”®

Transparency 1is the hallmark. of the NAFTA supplemental
agreement on environmental cooperation, and citizens of all three
countries will be free to make submissions to the commission on
their concerns related to the full range of environmental issues.
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The Commis$sion’s secretariat w1ll act on submlsswns appropriately
to develop fact-finding reports. The reports will be made public

"if two of three Parties concur (i.e., the party that is the subject

of the report cannot bar publlcatlon)

The agreement creates a consultative process- for the Council
to discuss issues, including those brought to light through the
public submission process ‘and the Secretariat’s fact-finding
activities. Special attention is given to matters involving non-
enforcement of a nation’s environmental law when consultations fail
to resolve the matter. .

In the event that one Party COI‘ISldeI‘S that another Party has
persistent ly failed to effectively enforce its environmental laws:
{(affecting a sector involving traded goods or services), the matter
may be referred to a dlspute .settlement panel. The dispute
settlement process provides, in the end, for sanctions if countries

. have failed to correct problems of nonenforcement.

The a¢reement has a broad, 1nc1usxve scope. Any environmental
or natural resource issue may be addressed through the work
program, &nd any environmental concern or obligation of the
agreement may be the subject of consultations between parties, from
mgratory and endangered species to transboundary pollution, to
advising the NAFTA Commission on dlsputes -on health restrictions.
Understandably, the realm of issues subject to dispute settlement
panels and possible sanctions is more circumscribed, focused on
whether thé Parties are effectively enforc:.ng their environmental
laws, and whether that nonenforcement 1s related to trade or

~ competition among the Parties. .

In short, the Agreement on Environmental c;aoperation will
ensure that. economic growth is cons:.stent with goals of sustalnable

developmenti:.

Process and Production Methods

.Let me be more specific about our plans for the Commission on
an1ronmen1-a1 Cooperation in this area.

From our perspectlve, consideration of the issue of "process
and product:ion methods®™ or PPMs is a high priority element of the
workplan. This involves the very complex, and often sensitive,
questions of how to address any environmental effects of products
due to the processes or production methods associated with them.
Questions 1like: how was the product harvested?, how was it
processed?, what effects will its -consumption have on say, the
environment:? : V . :

These questions are of a global nature, not limited just to
the context. of North America. Therefore, while the Administration
is committed to taking them up with our North American neighbors in
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the context of NAFTA and the supplemental agreement on
environmerital cooperation, we are also seeking a broader dialogue.
Indeed, preparatory discussions are already underway in the OECD to
develop a sound analysis of PPMs. We are actively involved in
those discussions. : A

Another mportant step from our perspectlve will be to engage
the GATT, beginning with a post-Uruguay Round workprogram on the
environment, which we hope will be launched at the conclusion of
the Uruguay Round. This work would of necessity have to include a
thorough examination of the adequacy of the GATT’s substantive
rules as they relate to PPMs. Broadly, our objective is to ensure’
that countries are able to effectively address environment
objectives while not providing a means for arbitrary limits on
trade. Easier said than done. This project will take time -- but
we will tike it on in good faith, multllaterally and in the North

American context.
Environmental Funding

During the campaign, the President noted the pressing need to
address einvironmental problems- al’ong our southern border. The
Administration is actively engaaad in the issue, from the National
pPark Service, to USDA’s Rural Development Agency, the National Fish
and Wildlife Service and public health and housing agencies. The

Env:l.ronmental Protection Agency  is: c:oordlnatlng ‘the:effort to build ...
on and :unprove activities under our bilateral border plan, o

However, a key to J.mproved envxronmental condltlons along the .
border is finding the resources to address the problem. As I
announced on August 13, Mexico and the United States have proposed
the creation of a new Border Environment Administration. 'The goal
of the new institution will be to marshall resources to address the
pressmg needs for wastewater treatment, drinking water, disposal
of municipal solid wastes and possibly other infrastructure needs.
Local input to the decision-making process will be a prime aspect
of the nevw institution. The Border Environment Administration will
certify projects for eligibility for 1loans from an associated
financing facility that will raise capital primarily from the
private market. The Department of the Treasury and others are
consulting with Congress, the states and the public as these
negotiations proceed. : : ‘

If we reject NAFTA, we lose the opportunity to put these
unique cooperative institutions to work to tackle the significant
environmental problems between our countries and in the border

region.

In brief, rejecting NAFTA will do not.ha.ng to resolve
environmental problems. In truth, we would lose a remarkable
opportunity, first, to set a precedent for future trade agreements,
and secomdly, to find solutions with our two neighbors. This is
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why six major environmental groups, representing a majority of

environmentalists in this country, announced their support two

weeks ago for passage of the NAFTA.

John Adams, Chief Executive of the NRDC, in endorsing the
NAFTA on September 15 said: "...As the NAFTA process has unfolded,

'
AN

the North 2american environmental community has established an

enduring and effective voice on the trade policy choices affecting
citizens throughout the continent”. True 'indeed, but too modest.
The concerns expressed by the environmental community are global

reach in reach. The NAFTA begins here in North America the process -
- of ensuring those concerns are addressed throughout the world.

Poreign Policy Implicatioms

The NAFTA deserves to be approved on its economic merits.
However, the forelgn policy implications of this issue should also
not be minimnized. Echoing comments made by Secretary of State
Warren Christopher recently: "Rejection of NAFTA would serlously
damage our relations with Mexico and erode our credibility with the
other natioris of the hemisphere and around the world. For the

United States, failure to approve NAFTA would be a self-inflicted

setback of historic proportions.”

In my view a Congressional rejectiorn of NAFTA would be a "shot
heard around the world". It would be read across the globe as a
seachange, marking a U.S. retreat from our traditionally strong

~  advocacy for open markets and expanded trade. It would undermine

our position as a negotiating partner on global trade agreements,
like the Uruguay Round, which are vital to the economic renewal of

the United States. ‘ -
' NAFTA is good economic policy and good foreign policy.

Conclusion

All Americans agree that we cannot respond to the challenge of

a changing world by drlftlng, content to accept the result of other .
nations’ trade and economic strategies. We need our own strategy,

which builds on our strengths, faces our wea]messes, and responds
to the challenges and realltles around us.

We would ask the opponents of NAFTA: does walking away from

the NAFTA seem like good trade and economic strategy? Can you

envision Japan or the EEC -- if they were in our position --
rejectmg a deal like this? Would either of them kick sand in the
face of their third biggest, and fastest growing, trading partner?
Would they opt for the status quo, the unbalanced relatlonship,
where Mexico keeps the tariff and non-tariff barriers it chooses to

keep?
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Would they ever be willing, in one unthinking lurch, to throw
away the friendship and progress that have characterized the past
seven years, dramatically reversing the historic pattern of
mistrust and antagonmm" Would they conceivably believe that it
would be easier, somehow, to cooperate with Mexico on the
environment, controlling drug trafflc, or illegal immigration, if
NAFTA vere dlefeated"

This Administration did not negotlate the NAF‘I‘A. Moreover,
Bill Clintori as a presidential candidate was sharply critical of
the economic and trade policy of his predecessors. When confronted
with the need to make a decision on NAFTA, he approached it very

'skeptlcally. There were powerful polltlcal reasons for opposing

it.

But when he studied it, he found that NAFTA -- partlcularly if
strengthened by supplemental agreements -- would be strongly in the
econonic interest of the United States. It was not a favor that we

‘were doing for Mexico. It would benefit both countries,. and Canada

as well. It would not solve all our nation’s economic problenms,
but it would be an important piece of the econonic strategy that we
were putting in place to bmld the world's most productlve and

competitive economy..

The Administration has the responszblllty of convincing
Congress and the country that NAFTA is in.the national economic
interest, and we intend to do so. I am confident that by the time
Congress votes on NAFTA later this year, the country will recognize
that NAFTA is a vital part of the solution to the economic

' challenges that face us.
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' September 29, 1993

THE ADMINISTRATION’S CASE FOR NAFTA

Mr. Chairman, members of the Committee, I an pleased to appear
pefore you today, along with Secretary Espy and EPA Administrator
carol Browner, to set forth the Clinton Adninistration’s case for
the North American Free Trade Agreement (NAFTA), with the recently
negotiated supplemental agreements.

Two weeks ago, I,p:esented testimony on this issue to the Senate
Finance Committee with Secretary of State Warren Christopher and
secretary of the Treasury Lloyd Bentsen, and to the House Connittee
on Ways and Means with the Secretary of Labor Robert Reich and
Administrator Browner. And, "last Tuesday, Secretary Espy and I
appeared before the Senate Committee on Agrlculture Nutrition and
Forestry ori this subject.:

over the next few weeks; I and my cabinet colleagues will be
participating in other hearings focusing on the NAFTA in both the
House and the Senate. We appreciate these opportunities to present
the Adminisitration’s case on why the approval of NAFTA is strongly
in the national interest. :

NAFTA and the Administration’s Economic Strategy _

'Against a background of intense debate, a mountain .of
misinformation, and considerable hyperbole, it is important to
remember NAFTA really does a very simple thing. It eliminates over ..
time tariffs and non-tariff barriers among the United States,
Mexico and Canada, creating the world’s largest market: 370 nillion -
people and $6.5 trllllon of productlon i

NAFTA will reinforce and enhance the free trade agreement
negotiated between the United States and cCanada and will help
equalize the terms of trade between the United States and Mexico.
current rules clearly are in Mexico’s favor. Mexico’s trade-
weighted tariffs average 10 percent, compared with four percent for
the United States. Mexico is also a major beneficiary of the
Generalized System of Preferences (GSP). This means +*hat a
significant portion of its exports to the United States enter duty
free  under this GATT-sanctioned tariff preference program for
developing countries. The GSP program is a’ one-way tariff
preference program. :

In the:agricultural sector, Mexico maintains an extensive system of
licenses issued at the government’s discretion which control
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irports of a broad range cf Iarm goods. In rost cases, Mexicc’s
agricultural import licen sing requirements were establiskes
specifically to protect against the threat of unrestricted imports
from the United States. W%wnile the United States also maintains
norn-tariff barriers on certain agricultural products (Section 2:Z
quotas on dairy products, peanuts, certain types of cotton, ani
sugar-containing products, as well as potential restrictions c=n
beef and other meats under the U.S. Meat Import lLaw), Mexico is nct

a najor exporter of any of these prcducts. In our bilateral
relationship, the maintenance of these non-tariff barriers heips
Mexico much more that than 1t helps us. Conversely, tke

elimination of these barriers will be more beneficial to the Unitesz
States than to Mexico.

The . vast new market created by }NAFTA also makes us more
cozpetitive against Europe and Japan and will result in thke
creation of new Jjobs. And it is a vital element of the President’s
overall economic strategy.

President Clinton and this Administration are committed to
building the strongest, most productive, most competitive econorny
in the world. By doing so, we will expand. high wage and high skill
job opportunities for United States workers and for their children
who will be enterlng the work force. ! :

We are flnally facmg the fact that our economy, as well as
the global economy, is changlng .

As all of you are all too aware, over the last twenty years,
real wages and job opportunities for wunskilled workers in
manufacturing have declined. .But .at.the same. time, technological
advances have made American workers more productlv,e Technology has

revolutionized the world, as well. Our economy is no longer self-

contained. We compete in a global economy, where capital and
technology are mobile. These trends are here to stay. The question
is not whether we adapt to them, but how.

Our economic strategy started with the Presmdent’s econonic
package: putting our economic house in ‘order by attacking the
budget deficit, increasing public and private investment, and
undoing some of the unfairness in the tax code by making upper
income taxpayers pay their fair share ‘of the burden. We are
beginning to see the benefits of Congress’s approval of the package
last month: interest rates at a thlrty year low, job creation and

a growing economy .

our drive for health care reform is fundamentally motivated by
the desire to secure for every American access to the health care
that they and their families need. But the soaring cost of health
care also makes our strongest corporations uncompetitive and
threatens the existence of many small businesses. Similarly, our
initiative to reinvent government is intended to make governrernt

2 v



- priority for us.

~ore effective and accessible, but it will also reduce the size and

cost of government, freelng up .resources that can be used for
productive investment. :

These initiatives -- along with welfare reform, changes in
education, worker training, investing in technology -- all work in
pursuit of the same ob]ectlve to build a =ore productive and
competitive economy. ' : '

‘ x _ . . .
our trade policy, including NAFTA, is an essential part of

_that strategy. 5Since we are producing nore with fewer workers,

opening up new markets is the key: to new job creation and economic
growth. Closing ourselves off from the world does nothing to.
improve our competitiveness and only deprives us of new economic
opportunities. As President Cllnton has said, we must compete, not’’
retreat behind our borders. '

‘This is, of course, precisely what our competitors are doing.
The European Community is expanding trade with Eastern -Europe and
the countries of the former Soviet Union. Japan is searching out
new opportunltles in china, Malaysia, Indonesia and the rest of

Asia. =

In this intensely competitive global economy, NAFTA presénts
an opportunity to compete freely in a vast new market: 90 million

_people in Mexico, in a fast growing area, hungry for U.S. goods. It

is also & step to an even larger market -- 400 million people
throughout Central and South America and the Caribbean.

: The United States seeks to open markets everywhere and trade
and compete worldwide. We have nearly $200 billion each year in
two-way trade with the EC; through APEC, we seek expanded trade
with the rapidly growing nations of Asia. Japan is a major market
for U.S. products, despite the major and persistent barriers that
we are committed to breaking down. Completing the Uruguay Round --
taking down tariff and non-tariff barriers worldwide, and writing
new rules for the international trading system -- remains a top

-

But it Is no accident that Canada is our number one tradlng
partner, despite having a population of only 27 million, and Mexico
has become our third leading trading partner, despite its historic
policy of maintaining a closed econony: Shared borders and

‘geographlcal proximity do matter, even in this globalized economy.

And we have a natural advantage, and a great opportunity, to
expand trade and investment with Mexico, and then .with the rest of
Central and Latin America and the. Caribbean. Many of those
countries hawve chosen, in recent years, to cast off the controls on
their economies and the shackles on their political systems. They
took thesie steps at the urging of the United States.



Tariffs have fallen and non-tariff barriers have been reduced.
Since 1989, U.S. exports to Latin America and the Caribbean
increased over 0 percent and are growing at cver twice the rate of
U.S. exports to the rest of the world, making this region our
second fastest growing market. They have become a growing market
for U.S. products; 43% of Latin American imports come from the

United States.

Chile, Venezuela, Argentina and many other nations are

_intently following the NAFTA debate. The possibility of NAFTA

accession provides an incentive for further trade and investment
liberalization in the region. The decision to reject NAFTA would
have profoundly negative economic and political consequences
throughout the hemisphere. '

The companies, farmers and workers of the United States are
world-class competitors. We lead the world in everything from
airplanes and computers, to wheat and soybeans. Without fanfare,
and with much pain from adjustment, we have returned to being a
world class manufacturer of automobiles and steel. We " have
regained our position as the world’s leading exporter. But
expanding our access to markets and assuri,ng that the markets of
other nations are as open to our goods and services as ours are to
theirs is absolutely critical to our success at creating economic

growth and jobs.

Japanese firms have long benefitted from having a lock on the

emerging markets of Asia. NAFTA will give U.S. firms a definite

advantage in the Mexican market. The NAFTA ‘gives the U.S. the
potential to compete more effectively  with Japanese economic

. strategies. Japanese companies have ‘invested heavily in the

emerging economies of the Far East and set up assembly plants to
assemble Japanese components into finished products for export.
This creates a trade surplus for Japan with these countries and
increases Japan’s production and exports. The NAFTA can be an
instrument for helping the United States and Mexico cooperate in
meeting Japanese competition and producing more globally
competitive products.

In the new global economy, there areée challenges and risks, as
well as great opportunities. I am confident that American workers
are up to that challenge -- and will reap the benefits, One reason
I am so confident is that we are not going into NAFTA blindly. We
do not have to speculate about the results from this change; we
"have gone through a seven year trial run.

Job Growth and Trade with Mexico
Starting in 1986, Mexico, recognizing that its economic policies
had been disastrous, began to lower trade and investment barriers.

The resultsvhave bgen dramatic for the United States:

4



e Ffrom 1987 to 1992, we transformed a $5.7 billion trade
deficit with Mexicc into a $5.4 billion trade surplus.

» U.S. exports to Mexico increased from $12.4 billion in
1986 to $40.6 billion 'in 1992, with increases coming
across the board from \..omputers to agriculture.

. Mexico has become our third, 1ead1ng export market,
and our second leading nmarket for manufactured exports
(334.5 ~billion) and our third 1largest market for
agricultural products {$3.7 ~}::ill?ion) .

s B84% of this growth in exports has been exports for
Mexican consumptlon

* 400,000 U.S. jobs related’to exports to Mexico were
created,' : : o

The success of the past seven years has occurred even though
Mexican trade barriers -- tariff and non-tariff -- remain far
higher thar ours. Bringing down the remaining barriers, which is
what NAFTA does, will ensure continued growth of U.s. exports to
Mexico, which have been such a bright spot: in our economic picture

for the past seven years.

Virtually every responsible study -- and there have been over
two dozen -- concludes that NAFTA will produce a net gain in jobs
or an increase in real wages in the United States. . The consensus
is that with NAFTA, an additional 200,000 jobs related to exports
will be created in the U.S. by 1995. While the studies acknowledge
that there will be some jobs lost in certain sectors, they agree
that the jobs lost will be a relatively small number compared to
the jobs that are lost in the United States overall, because of
defense conversion, corporate down3121ng, and technolog1ca1 change.
This is true because Mexico’s economy is only one-twentieth the
size of ours and our tariff and non—tarlff barrle.rs are already

low.

‘ Despite the overwhelming evidence, some have argued that 5.9
nillion U.S. jobs are "at risk"™ if NAFTA is adopted. They got that
number simply by calculating the number of U.S. jobs in industries
where wages account for nore than 20% of the value of output It
includes high wage, high skill sectors such as sonar equipment,
“aerospace, —edical equiprent and telecommunications where credible
studies agree that there will be a future job gain due to NAFTA.
It also includes non-traded sectors, such as bakers, wh,lchv do not .
compete with Mexico at all. »
{

We believe the critics are looking at the future through a
rear view nirror. To the extent that there has been job loss to
Mexlco, it is prec1sely because of trade dlstortlons in the current
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trade relationship with Mexico, which we seek to change through
NAFTA. - ,

NAFTA and the Status Quo

The status quo in our trade relationship with Mexico is, quite

'simply, unacceptable. NAFTA will level the playing field for U.S.

workers. It makes the rules fair and ends an unbalanced trading
relationship that has existed between the United States and Mexico
that has worked to disadvantage U.S. companies and workers
preoducing in the United States. ~

Historically, Mexico has been a closed, state-controlled
econony. To shield its industry and agrlculture from competition,
it relied on tariffs as high as 100% and a full range of non-tariff
barriers, including domestic content requirements, restrictions on
investment, performance requirements to Kkeep out exports, and

‘import licensing requirements. The result was that Mexico was

largely closed to imports. Its economy was characterized by
inefficient, protected producers, which contributed to widespread
poverty and did not serve the interests of Mexico’s people.

Perhaps the closed Mexican economy reflected the historical
Mexican nistrust of, and antagonism toward, the United States. For
whatever reason, Mexico remained largely closed to U.S. business
until U.S. and Mexican law combined to produce the maguiladora:
program. But this program hardly resulted in an open Mexlcan

market.

The magquiladora progran resulted in trade preferences and
incentives for companies to locate assembly plants in Mexico to
produce for the U.S. market. It gave products assembled in Mexico
these preferences while at the same time maintaining all of
Mexico’s trade and investment barriers. The program thus created
an artificial "export platform® in Mexico, with products assembled
in cagquiladora plants being required to be exported to the U.S. By
1992, there were over 2,000 maquiladora factories operating in
Hexlc:o, thée overwhelming number of which were established by U.s.
and Mexican corporations, employmg moreé than 400,000 Mexican

workers.

In addltlon, Mexican import protection and rules requ1r1ng
fircs selling in the Mexican market to locate in Mexico made it

‘difficult if not impossible for firms producing in the U.S. to sell

into Mexico. Non-tariff barriers --' 1licensing, citizenship
requirements, and a host of other regulations were especially hard
on small businesses in the U.S., which do not have the resources to
navigate through the bureaucratic maze in Mexico.

The result of the maquiladora program and Mexican protectiori
has been to distort U.S.-Mexican trade, limiting exports from the
U.S. to Mexico and exaggerating exports from Mexico to the U.S.

&



NAFTA transforms the situation by openlng Mexico’s market and
eliminating the distortions created by the “aqulladora progran.
Under NAFTA, Mexico elw-unates 1ts,1-1port orotection and the
maguiladora. proqram is also effectlvely el*-unated permitting
flrns to sell in, the Mexican market w1thout restrlctlon

wuch of the opposition to NAFTA reflects justlflable concern

‘about the policles of the past that have dlsadvantaged C.s.

workers. Despite Mexican progress 'in voluntar*ly opening markets,
Mexican tariffs remain, on the average, 2. 5 times higher than ours.
By contrast, over 50% of our imports from Mexico already enter
duty-free. Our average tarlff on lmports 15 onl y 4%

Mexico currently has no obllgatlon to continue recent market-
opening moves on which thousands of U.S. jobs already depend. NAFTA
will not only lock in current access but expand that access.

NAFTA will require relat.wely llttle change on our part --
while requiring. Mexico to sweep away decades of protectionism and
overregulation. NAFTA will eliminate especially burdensome tariffs
and non-tariff barriers in a number of key sectors where the U.S.
is competitive vis-a-vis Mexico, such as autos and agriculture,

NAFTA lets U.S. workers compete on a level: playlng field with
fair rules. And we are confident, 1n those circumstances, U S.

workers will succeed .

NAFTA will glve U. S. exporters a s;l.gnlflcant preference in the

rapldly expanding Mexican market over Japanese, European, and other _'

foreign suppliers. As I have already noted, Mexico’'s tariffs

average 10 percent. Countries. other-than the United States (and

canada) will continue to face Mexican duties. In addition,
Mexico’s current import 1licensing regquirements on agricultural
imports would disappear for the United States (and Canada, for most
products) when the NAFTA goes into effect. However, a license

could be required to brlng :|.n covered products from all other~

countries.

U.S. exporters of most agricultural products will share
unrestricted access to the. Mexican market with their cCanadian
counterparts. For dairy, poultry, and eggq products, however, U.S.
shippers will have preferential access to Mexico’s market: Canada

and Mexico agreed to exempt these items from their agreement. It

should be rioted that Mexico is the world’s largest import market

" for powdered milk, and demand  is expanding for all dairy, poultry
‘and egg products.. With the access provided by NAFTA, our proximity

to the market, and. our potential to produce large supplies of
competitively-priced dairy, poultry.and egg products, NAFTA will
provide an excellent opportunlty for boosting export sales of these

products.

A
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Major Features of NAFTA

Reduct;ion of Mexican Tariffs: Under NAF*A half of all U.s
exports to Mexico become eligible for zero Mexican tariffs when
NAFTA takes,effect on January 1, 1994. Those exports which will be
tariff-free include some of our most competitive products, such as
semiconductors and computers, machine tools, asrospace equipment,
telecommunic¢ations .equipment, electronic equipment, and medical
devices. Within the first five years after NAFTA’s implementation,
two-thirds of U.S8: industrial exports will enter Mexico duty-free.
That makes U.S. products more competitive.

Removing Mexican non-tariff barriers.  NAFTA reduced or
eliminates numerous Mexican non-tariff barriers which today requlre
U.S. companies. to invest in Mexico or manufacture in Mexico in
order  to supply the Mexican market. For example, NAFTA will
eliminate the requirements that force U.S. companies to purchase
Mexican gocds instead of U.S.-made equipment and components.
Moreover, NAFTA abolishes the requirements that force our companies
to export their production, usually to the United States, instead
of selling directly into the Mexican market. Requirements that
make U.S. companies produce in Mexico in order to sell there will

also be phased out.

Major Benefits of NAFTA
OQenln; up T;ade in Agrlculture. I am sure that Secretary

Espy will elaborate in more detail on the benefits NAFTA includes
" for American agriculture. But let me touch on some of these.

As this Committee knows, exports are. the life blood of
American agriculture. As much as one~guarter of our total
agricultural production is exported and for some key commodities,
the share shipped overseas is even higher. The economic well-being
of our agrlcultural sector is directly linked to our ability to
sell our products in international commerce. To ensure growth in
our agricultural economy and prosperity in our rural communities,
we must secure and expand our agrlcultural export markets. NAFTA

does that. g

After Japan, Canada and Mexico are. the second and third
largest markets for U.S. agricultural exports. Since 1987,
shipments of American farm products to Mexico have nearly tripled,
climbing from $1.2 billion to $3.8 billion in 1992 and establlshlng'
Mexico as our fastest growing market for farm-produced goods. 1In
fact, our two neighbors accounted for more than 20 percent ($8
billion) of U.S. agricultural exports in 1992. NAFTA secures our
"access to these markets and establishes a sound basis for further

-growth.

. NAFTA contains separate bilateral undertakings on cross-border
trade in agrlcultural products one between Canada and Mexico, and



the other between Mexico and the United States. As a general
matter, the rules of the U.S.-Canada Free Trade Agreenent on tariff
and non-tariff barriers will continue to apply to agricultural
trade between Canada and the United States. -

The U.S5.-Mexico agreement on market -access for agrlculturalw
goods represents a significant change from the status guo and is
one of the highlights of NAFTA. Upon implementation of NAFTA,
tariffs and tariff-rate quotas will replace current non-tariff
barriers in U.S.-Mexican agricultural trade. Roughly one-half of
U.S.~Mexican trade will be duty free when the Agreement goes into
effect. Nine years later, all agricultural tariffs between the
United States and Mexico will be ellmmated except duties on

certain highly sensitive products.

Barriers on U.S. imports of sugar, peanuts, orange juice and
a few fruits and vegetables will not be eliminated until the
fourteenth year after the Agreement takes effect. Also at the
beginning of the fourteenth year, Mexico will fully eliminate its

‘barriers on corn, dry beans, powdered milk, sugar and orange’ 3u1ce.

Mexican import licensing requ1rements for covered U.S.
agricultural products will be eliminated as soon as the NAFTA takes
effect. This will secure access to the Mexican market for U.S.
producers of products such as corn, dried beans, non-fat dry milk,
poultry, barley/malt, animal fats, potatoes, eggs, tobacco, grapes
and other products. While we have shipped significant gquantities
of many of these commodities to Mexico, the cessation of licenses
has been a constant threat. Exporters who have been regularly
supplying the market suddenly find that  their Mexican 1mporter»
cannot obtain a license. Under present cucumstances, there is

little or no recourse.

. Another threat to our access has been the fact that most of
Mexico’s tariffs are bound in the GATT at 50 percent. However,
Mexico typically applies a lower rate -- usually from zero to 20
percent. Without a NAFTA, we have no basis for challenging an
increase in Mexican tar:.ffs, unless the GATT-bound rate of 50~

percent is exceeded.

. A decision by the Mexican government to increase duties on
live cattle and beef last fall is instructive in cons.1der1ng the
value of NAFTA. Although bound at 50 percent, Mexico had been
applying no duty on cattle and beef. However, last November
tariffs were increased. up to 15 to 25 percent on live cattle and

" various categories of beef. Since we had no NAFTA rights and could

not exercise our GATT rights because the increase did not exceed
the GATT-bound rate, we could not effectively respond.

The NAFTA reguires that Mexico eliminate all duties on U.S.
and Canadian live cattle and beef. It may maintain the higher
duties on all other countries. : :



‘Mexican demand for food is likely to grow significantly over
the next few decades. The NAFTA, our proximity to the market, and
our unparalleled ability to produce large guantities of
competitively-priced farm products ideally positions U.S. farmers
to satisfy much of that expected growth. As ev1dence of the
potential for growth in Mexican derand for food:

0 Mexico’s population is about 90 million. With a
median age of 19, compared with 33 years of age for the
United States and Canada, Mexico’s population growth rate
is, and will contlnue to be, significantly higher that

Oours.

o Mexican demand for food is expected to strengthen,
perhaps by 5 to 6 percent annually, throughout this
decade as the population grows, the economy picks up
steam, and incomes rise.

o  Mexico’s, limited natural resource base (arable land
and water supplies) will require increased imports of
food and feedstuffs to keep pace with an expanding
demand. Mexico has about 0.7 acres of arable land per
person, compared with 1.9 for the United States. (With
Mexico’s population rising at a faster rate, the U.S.

advantage will widen.) '

The bottom line is that the NAFTA will give U.S. agricultural
producers significant opportunity in our hottest market. We expect
particular benefits for our exports of beef, pork, poultry, eggs,
dairy products, fresh fruit, grains and oilseeds.

Increased import demand from Mexico will -have a positive
impact on U.S. farm prices and cash recelpts boestmg U.S. farm

.'cash receipts a projected 2 to 3 percent. USDA also projects that

U.s. agr;cultural exports to Mexico will be $2.6 billion higher
annually when NAFTA is fully implemented than they would be without
a NAFTA. This means about 56,000 addltlonal jobs. :

Enhancing Reqional Health and Safety. Next to arguments about

possible job losses, no issue has been more emotional in the debate
than the unfounded charge by opponents that NAFTA undermines the
ability of the U.S. government, and the states, to establish and
enforce their environmental, health or safety laws and maintain
high standards. Opponents repeatedly raise' the specter of Mexican
fruits and vegetables covered with DDT' or other prohibited
pesticide residues, and wrongly suggest that we will not be able to

stop their implementation.

NAFTA does not require the federal governmen{: to lower its
-environmental, health and safety standards. Indeed, NAFTA makes -
explicit +that each government nay establish the levels of
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‘governcent considers to be apg

anizal or plant life or 'health that the
ropriate and that any work under the
NAFTA tc make standards cc=-pati:ble among the three countries is to
be done "without reducing the level of safety or of protection of
huzan, animal or plant life or health, the environment or
consumers."' Moreover, under the NAFTA, state and local laws are
free to differ from federzl :z2ws, and can be =ore stringent than

those laws.

ether favorite scare tactic of NAFTA opponents is to claim
that NAF"‘A will require us (cr our states) to adopt international
standards. In fact, the NAFTA explicitly provides, in Article 713,
that a party can maintain measures rpore stringent than

internatiorial standards.

protection for human,

While granting the federal govern-ent and the states broad
discretion to set their own environmental, health and safety
standards, NAFTA does regquire governments to meet certain
elementary regquirements when applying laws and regulatlons to
achieve the government’s chosen levels of protectlon in order to
safeguard against blatant trade protectlonlsm in the guise of a
health regulation. ' For example, NAFTA requires that the sanitary .
or phytosanitary measure used have a scientific basis and be based °
on a risk assessment appropriate to the circumstances. This is a
reasonable requirement. - (The term "sanitary or phytosanitary.
measure” is the technical term for laws and regulations to protect

 human, animal or plant life or health from such risks as plant or

animal pests or diseases or from contammants in food.)

Our trading partners have repeatedly sought to exclude
perfectly safe U.S. products from their markets by citing false
"health® pretexts. The NAFTA will help ensure that they cannot
unfairly - exclude U.S. exports. At the same time, the NAFTA
obligations do not threaten U.S. sanitary and phytosanitary
measures, since our regulatory systenm and that of our states

already meet the NAFTA reguirements.

Conseguently, and contrary to the claims of its opponents,
NAFTA poses no threat to such U.S. laws® as the Delaney Clause.
(Under the Delaney Clause, Congress has decided that zero tolerance
is the acceptable level of risk from carcinogenic residues.) That
is a judgment we are free to make under the NAFTA, which expressly
allows each country to choose the level of risk it will accept 1n

sanitary and phytosanitary = sasures.

Far from weakening env:.ronmental health and saf ety standards,
the NAFTA and the supplemental agreements affirmatively encourage
our three countries to icprove and enhance protection of health,
safety and the environment. The supplenental agreement requires
the signatories to "ensure that [their) laws and regulations
provide for high levels of environmental protection® and to "strive
to imprcove them®, and creates a framework for working cooperatively
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" to harmonize our standards upwards.

‘integrated - circuits,
programs, pharmaceutical inventions and sound recordings.. NAFTA .

It '‘also contain commitments
for effective domestic enforcement of environmental and labor
health and safety laws, as well as a dispute settlement system,
backed ultimately by the possibility of trade sanctions, to expose
and remedy problems of weak enforcement of such laws.

. In short, it is clear that we are far better off in the effort
to improve protection of the environment, health and safety with

the NAFTA. :

NAFTA includes important benefits for other key U.S. sectors:

Opening up Trade in Services. NAFTA will open new markets
for the delivery of U.S. services to Mexico and. Canada, where

 service companies are already large and growing. NAFTA will allow

U.S. service firms to provide their services directly from the
United States on a non-discriminatory basis, with any exceptions
clearly spelled out. Furthermore, U.S. K service companies will
benefit firom the right to establish, if they so choose, in Mexico
or Canada. NAFTA opens the Mexican market to U.S. bus and trucking
firms, financial service providers, and insurance and enhanced

telecommuriications companies, among others.

Protecting U.S. copvrights, patents and trademarks. NAFTA
will ensure a high level of protection under Mexican law for U.S.

owners of patents, copyrights, trademarks, trade secrets, and
including strong safeguards for computer

obligates both Mexico and Canada to“énforce’intellectual property
rights against infringement, both internally and at the border. By
protecting intellectual property rights, NAFTA will increase trade
and diminish losses from counterfeiting and piracy. -

U.S. motion pictures, music and sound recordings, software,
book publishing and other creative industries lead the world, and
are crucial to the high~-wage economy that Wwe intend to build. The
copyright’ industries are one of the largest and fastest growing
segments of the U.S. economy, employing 5% of the U.S. work force,
and exporting, by a conservative estimate) $34 billion in 1990.

The Supplemental Agreements on Labor and the Environment

President Clinton endorsed NAFTA last October during the
campaign in a speech at North Carolina State University, but he
also set out a series of principles which he wanted to see
incorporated into supplementdl agreements and related initiatives.

: He made a promise to the American people which he has today
kept: that he would make sure economic growth with Mexico did not
come at the expense of the environment or workers’ rights, and that
we would be protected from the possibility of import surges.

12
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On Septenber 14, Presxdent Clinton, Prlme Minister Campbell,
and President Salmas signed historic agreements on environmental
and labor cooperation. In addition, Mexican Trade Secretary Jaime
Serra, Canadian Minister of International Trade Tom Hockin and 1
have concluded the negotlatlon of an understanding on lmpo:t

surges.

These Agreements are dground-breaking. The fundamental
objectives of the labor and environment! agreements are to work
cooperatively to improve conditions for .labor and the environment
throughout North America and to improve national enforcement of
national laws relating to labor and the environment. They commit
all three hations to fair, open and equitable administrative and
judicial processes for the enforcement of environmental and labor

laws.

' Each establishes a Commission, headed by a cabinet-level
representative of each government, which will make sure that the
concerns of labor and of the environment have no less attentlcm

+han that accorded in NAFTA to trade issues.

The Commissions will provide the f‘irst trinational forum for
addressing environmental and labor problems facing this continent.
For example, the environmental commissions can look at the Spectrum
of environmental issues from migratory and endangered species to
transboundary pollution, to advising the NAFTA Commission on
disputes on health restrictions. The labor commission will work on
matters from worker safety,” to worker' rights, to improved
protection against child labor abuses and 1mprov1ng competltlveness

‘and productivity. _' 4 _ ‘

- The Cabinet - officials will carry out their new
responsmll ities with the support of a secretariat, and the
Commissions will be able to draw on private expertise as well. The
environmental secretariat will be centrally located; the labor
secretariat will consist of national sections in each country.

To encourage improved enforcement, each of the agreements
provxdes a means by which there can be an independent, objective
evaluation and report on the effectiveness of national enforcement
of national laws in the environmental and labor areas: by the
secretariat (in the case of the environmental agreement) and by an
Evaluatmn Committees of Experts (in the labor agreement) .

The agreements also provide for dispute. settlement in the
event of a persistent pattern of failure to effectively enforce
. national laws. Where consultations fail to resolve such disputes,
a neutral panel of independent experts would be established by a
two-thirds vote of the parties. Ultimately, if a panel found that
there was such a persistent pattern, and if a party failed to
remedy the matter, then there could be fines and trade sanctions.
canada has agreed, in lieu of trade sanctions, to make assessments

13



and other panel-ordered remedies fully enforceable by the
Commission in Canadian courts. Co . ~

Import Surge and Other safeguard Protections

The Import Surge Agreement will complement the NAFTA by
improving the effectiveness of safeguard provisions that allow
action against imports that might cause or threaten serious injury
to a domestic industry including the workers of that industry.
The understanding on import surges establishes a new rechanism --
we refer to 1t informally as an "early warning system" -- for
consultations among the NAFTA countries and for examining economic
factors, including employment, in the region. It is meant to-
anticipate national trade measures, authorized under the NAFTA, to
respond to increased imports. For example, a country might call
for consultations and a joint examination in the comnittee as a

‘result of declining employment in a particular industlk'y.,

. The NAFTA itself contains several important provisions to
safeguard a country’s industry and workers against import surges.

A bilateral safeguard mechanism permits the "snap-back" to
pre-NAFTA or MFN tariff rates for up to three years -- or four
years for extremely sensi‘tiv‘e, products =-- if increased imports:
from Mexico are a substantial cause of or threaten serious -

injury to a domestic industry. '

0}

A global safeguard mechanism allows the imposition of tariffs
or qubtas on imports from Mexico and/or Canada as part of a
multilateral safeguard action when imports from either or both -
countries are a substantial cause of or threaten serious

injury to a domestic industry.

Sensitive agricuiture’ products are handled specially in the
form of tariff-rate quotas, where high MFN tariffs kick in
above a specified quantity of imports.

Sensitive textile and appafel products also have special
safeguard provisions to respond to those industries needs.

The Working Group established under the agreement will
consider how well NAFTA’s safeguard provisions are working and make
recommendat.ions for revisions, as appropriate. :

overall, the supplemental agreements strengthen NAFTA, and
represent an unprecedented commitment to cooperate on these issues
in connection with a trade agreement. '

Foreign Policy Implications

. The NAFTA deserves to be approved on its economic nerits.
However, especially in the light of U.S. agriculture’s heavy
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dependence on international markets, foreign policy implications of
this issue should not be minimized. Echoing comments recently made
by my friend and colleague, Secretary of State Warren Christopher:
n"Rejection of NAFTA would seriously damage our relations with .
Mexico and erode our credibility with the other nations. of the
hemisphere and around the world.. For the United States, failure to
approve NAFTA would be a self-inflicted setback of historic

proportions.™

In my view a Congressional rejection of NAFTA would be a "shot
heard around the world". It would be read across the globe as a
seachange, marking a U.S. retreat from our traditionally strong
advocacy for open markets and expanded trade. .

» " As the Secretary of State pointed out, a U.S. failure to
approve NAFTA would undermine Mexico’s capacity to cooperate with
us on vital cross-border issues that affect millions of Americans.

Ssecond, it would send a chilling signal about our willingness to
engage in Latin America at a time when so many of our neighbors are
genuinely receptive- to cooperation with the United States.

Third, it would hand our major economic competitors in Europe
and East Asia a clear opportunity to gain an advantage in what
should be natural and growing markets for us.

¢

Fourth, it would undermine our pos“it.:ion as a negotiating
partner on global trade Agreements, like the Uruguay Round, which
are vital to the economic renewal of the United States.

NAFTA is good economic ,policy and good fpreign policy.

Conclusion

We cannot respond to the challenge of a changing world by
drifting, content to accept the result of other nations’. trade and
economic strategies. We need our own strategy, which builds on our
strengths, faces our weaknesses, and responds to the challenges and

realities around us.

This Administration did not negotiate the NAFTA. Moreover,
Bill Clinton as a presidential candidate was sharply critical of
the economic and trade policy of his predecessors. When confronted
with the need to make a decision on NAFTR, he approached it very

_skeptically.

But when he studied it, he found that NAFTA -- particularly if
strengthened by supplemental agreements -- would be strongly in the
econonic interest of the United States. It would not solve all our
nation’s economic problems, but it would be an important piece of
the economic strategy that we were putting in place to build the
world’s most productive and competitive economy.
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That concludes ny testimony, Mr. Chalr-an. I would be pleased
O answer any quest'ons.
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The Administration Case For NAFTA *
Statement of Ambassador Michael Kantor
October 19, 1993 |

- Good morning, Mr. Chairman and distinguished members of the
Ways and Means Committee. It is a pleasure! to address the
Committee regarding leglslatlon to 1mplement the North American
Free Trade Aqreement. . : _

Since President Clinton signed the Supplemental Agreements
to the NAFTA in September, the staffs and members -of. this
committee have worked diligently to craft the legislation, which

‘the Administration believes will implement an agreement that will’

help restore economic hope in this country. The North American
Free Trade Agreement, in fostering growth and prosperity

. throughout North America, is part and parcel of the economic

pollc1es to which the Clinton Administration. is committed.
Economic policies that will create high wage jobs for Americans
and make us more competitive agalnst the Japanese and the
Europeans. All parts of our economic strategy are geared toward
the realization that we must compete in a global economy. Health
care reform, deficit reduction, welfare reform, changes in
education, worker training, investing in technology all work in
pursuit of the same objective of bulldlng a more productive and

" competitive economy.

Mr. Chairman, I appreciate and I know ﬁy staff appreciates..

the spirit of cooperation that has prevalled during this process

and-we thank you for it. ;4 -

I would like to say a few brlef words about the process upon

which we have embarked- fast track. Fast Track is a prime

example of how the executive and 1eg151at1ve '‘branches can work
together. Trade is historically and constitutionally the purview
of Congress -- and rightfully so -- but, of course, it is also a
foreign policy issue. In that sense, I think”Fast Track is a ‘
sensible way to address trade negotiations -- the President

negotlates the agreement with the consultation and advice of the

Congress.

Indeed, Fast Track has been .effective in producing our two
most recent major trade agreements -- the Tokyo Round and
Canadian Free Trade Agreement. It is my ekpectation that the
Fast Track procedure will, in this instance, produce a NAFTA'
which the Committees of jurlsdlctlon and the | Congress can

i

‘,support. ' , o

our trade policy is an essential part of ' the
Administration’s strategy. In the global economy, opening up new



s
markets is the key to new -job creation and economic growth. The
stakes are high.

Let me, more specifically, say a few words about what we are
trying to accomplish with NAFTA. President Clinton was elected to
change the status quo and that is exactly what NAFTA does. —-
changes the status quo of a trade relationship with Mexico that
works against U.S. businesses and workers. Mexican goods entering
the U.S. enjoy very low tariffs while U.S. goods entering Mexico
face tariff levels two and a half times hlgher than ours.

Mexico, through tariff and non-tariff barrlers has
historically done much to create incentives for the US to move
jobs to Mexico. NAFTA provides an opportunity to change that.

. phase eliminates the trade distortions that have
beén created under the Maquiladora program.

* Mexico’s high tariffs will come down.

* Mexico’s nontariff barriers (or unfair rules) w111
come down.

* Because of the precedent settlné Supplemental
Agreement on the Enviromment and Labor Mexico’s present
lax enforcement of environmental and labor standards '
will cease to give operating advantages to companles
locating there.

It is clear, Mr. éhairman, our companies, farmers and
workers are world-class competitors. But expanding our access to
markets and assuring that the markets of other nations are as
open to our goods and services as ours is to 'theirs”is absolutely
critical to our success at creating economic growth and jobs and

competing in the global economy.

NAFTA presents an opportunity to compete freely in a vast
new market: 90 million people in Mexico hungry for U.S. goods.
NAFTA is also a step to an even larger market -- 400 million
people throughout Central and South America and the Caribbean.

NAFTA eliminates tariffs and non tariff barriers among the
United States, Mexico and Canada, creating the world’s largest
market: 370 million people and $6.5 trillion of production. That,
"in turn, makes us more competitiveée against Europe and Japan and
will result in the creatlon of new jobs.

This Administration wants to change the status quo in our
trading relationship with Mexico. We want to eliminate the
tariffs and non-tariff barriers that hurt our ability to compete
in Mexico. We want to eliminate the Magquiladora program, which
has distorted U.S. business decisions and hurt U.S. workers. We
want. to work together with the Mexicans to try to solve the



environmental problems that plague our border, and, with the
Supplemental Agreement on Environment, ensure that the economic
growth from NAFTA does not come at the expense of the
environment.

But we are not going into NAFTA blindly. Starting in 1986
Mexico, recognizing that its economic policies had been’
disastrous, began to open up its economy and lower trade and
investment barriers. The results have been dramatic for the

United States:

-- From 1987 to 1992, we transformed a $5.7 billion trade
deficit with Mexico into a $5.4 billion trade surplus.

-- U.S5. exports to Mexico increased from $12.4 billion to
$40.6 billion in 1992, with increases coming across the
board from computers to services to agriculture.

- Mexico has become our third leading export market, our .
second leading market for manufactured exports ($34.5
billion) and our third largest market for agrlcultural
products ($3.7 billion).

-- 400, 000 U.S. jobs related to exports to Mex;co were
created.
The success of the past seven years has ocdﬂrred even though
Mexican trade barriers -- tariff and non-tariff -- remain far
" higher than ours. Bringing down the remaining barriers will
ensure contiiued growth of U.S. exports to Mex1co,

Mr. Chairman, I would like to addreSS;what has been one of
the lesser talked about issues in the course: of the. NAFTA debate:
the stunning foreign policy consequences of rejecting the NAFTA.
The distinguished Secretary of State, Warren Christopher, was
extremely articulate and persuasive on this .point in his
appearance before the Senate Finance Committee and I would like
to touch upon the more salient points of this issue.

U.S. foreign policy, in many ways, begins with our
neighbors, Canada and Mexico. As a result of the CFTA, bilateral
trade and investment have increased with our neighbor to the
north. For Mexico, however, NAFTA is about far more than just
tariffs and trade. It is a symbol of the new relationship and
the pragmatlc pursuit of cooperation which could ‘mean a new
beginning in U.S. /Mex1co relatlons.

NAFTA is a pivotal point in our relationship with Mexico.
As such, it convinces Secretary Christopher, me, and others that
the NAFTA is in the overriding national interest of the United

Rejecting NAFTA would undermine Mexico’s capacity to
cooperate with us on a number of cross-border. issues that affect
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millions of Americans.

Rejecting NAFTA would send a chilling signal about our
willingness to engage in Latin America at a time when so many of
our neighbors are generally receptive to renewed improved :
‘cooperation with us.

Rejecting NAFTA would undermine our position as a reliable
negotiating partner on global trade agreements vital to the
economic renewal of the United States.

. NAFTA, if it is approved, will reinforce Mexico’s
unprecedented efforts, led by President Salinas, to open its
economy, climb out of much of its debt, renew its growth, ,
privatize its industries, welcome forelgn 1nvestments and reduce
tariffs by 80% from their 1986 levels.

President Clinton is committed to bulldlng a hemispheric
community of democracies linked by growing economic ties and
common beliefs. NAFTA will encourage democratic governments
throughout the hemisphere, that have opened their economies to .
trade and investment with the U.S, to continue down those paths.

Critics of NAFTA seem to believe U.S. workers can’t compete
with their foreign counterparts. U.S. workers are the most
productive in the world, and they didn’t get that way because we
closed ourselves off from the world. They got that way with
ingenuity, superior technology and hard work. Even though the
challenges may be great, if we open up markets for U.S. workers,
and let them compete on a level playlng field, they can do even

better.

All Americans agree that we cannot respond to the challenge
of a changing world by drifting. We need our own strategy, which
. builds on our strengths, faces our weaknesses, and responds to {
- the challenges and realities around us.

: The President has said many times, he would not support
NAFTA if he did not know, based on the most intense studyh, that
it would create jobs. The fact is we have to compete in a global
economy now. We have to open and expand markets, if we want to
create jobs, and be more productive and competitive. The exciting
and radical changes we all have witnessed over the last years
that have created a global economy are here to stay. We have to
harness these changes and make them benefit all Americans. The

.'key to doing that is expanding trade, through NAFTA, through the
Uruguay Round, and other trade negotlatlons.-

The President said it best when he 51gned the historic side
agreements to NAFTA. "Are we going to compete and win or are we
going to withdraw?" .




TESTIMONY OF AMBASSADOR MICHAEL KANTOR
\ United States Trade Representative

before the Senate Commerce Committee
October 21, 1993 :

THE ADMINISTRATION’S CASE FOR NAFTA

Mr. Chairman, members of the Committee, I am pleased to appear
before you today to set forth the Clinton Administration’s case for
the North American Free Trade Agreement (NAFTA), with the recently
negotiated supplemental agreements. ‘

This fall, members of the administration have appeared before
Committees in the House and the Senate and over the next few weeks,
we will be participating in other hearings focusing on the NAFTA.
We appreciate these opportunities to present the Administration’s
case on why the approval of NAFTA is central to our national

interests.

The question we must ask ourselves as we consider the NAFTA is
whether the United States will be significantly better off with the

NAFTA and its side agreements than by rejecting them. We believe’

that the answer to that question is a clear and resounding yes.

The case for NAFTA comes down to two compelling points: NAFTA
will increase economic growth and jobs in the United States, and
NAFTA will help us resolve problems that trouble Americans in our
current relationship with Mexico. Prominent among those problems
are issues related to environmental protection and our citizens’
health and safety that I know are of partlcular interest to this

committee.

There is a related point that is missed too often by the
opponents of this agreement: rejecting ,the NAFTA and the
supplemental agreements will not solve the problems that trouble

us. The NAFTA will help us solve these problems in a way that

benefits our country and our continent.
NAFTA and Our Trading Goals

“Against a background of intense debate, a mountain of
misinformation, and considerable hyperbole, it is important to
remember that what NAFTA really does is some very simple things
which Americans have long sought in our trading relationships. The
NAFTA levels a playing field that is now tilted against us. Over
time it will eliminate tariffs and non-tariff barriers among the
United States, Mexico and Canada. Mexico and Canada will give our
products preferentlal treatment compared to our competitors in
Europe and in Asia and end the failed maquiladora programs. In
addition NAFTA and its side agreements will address long-neglected
environmental and labor issues.
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The NAFTA creates the world’'s largest market: 370 million
people and $6.5 trillion of production. That makes us stronger
here at home, and better able to compete with Europe and Asia.

At the same time, NAFTA has strong rules to stop unfair
treatment of American products and American investors. It requires
Mexico to change laws that have forced our companies to move
production to Mexico in order to sell their products in Mexico. It
'requires protection from piracy of our films, our books and our
technology. The supplemental agreements will require stronger
enforcement of laws protecting labor and the environment, and will
help us work together with Canada and Mex1co to improve deficient

laws.
NAFTA and the Administration’s Economic Straﬁégy

The- NAFTA package is a vital element of the President’s
overall economic strategy.

President. Clinton and this Administration. are committed to
building the strongest, most competitive economy in the world. By
doing so, we will expand job opportunities for United States
workers and for their children who will be entering the work force.

" We are finally fa01ng the fact that our economy, as well as
the global economy, is changlng Technology has revolutionized the

world. -Our economy is no longer self-contained, and the U.S.
economy no longer dominates the world’s economy. We compete in a
global economy, where capital and technology are mobile. These

trends are here to stay. The question is not whether we adapt to
them, but how. . .

Our economic strategy -- health care feform, reducing the
deficit, increasing public and private investment, reinventing
government, welfare reform, changes in education, worker training,

investing in technology -- all work in pursuit of the same
objective: to build a more secure productive and competitive
economy. . '

Our trade policy, including NAFTA, is an essential part of
that strategy. The companies, farmers and workers of the United
States are world-class competitors. We lead the world in
everything from airplanes and computers, to wheat and soybeans. We
have regained our position as the world’'s leading exporter. Last
year U.S. trade in goeds and services exceeded one trillion
dollars. L :

Opening up new markets is the key to mew job creation and
economic growth. NAFTA presents an opportunity to compete and win
in a vast new market: 90 wmillion people in Mexico, 'in a fast
growing area, hungry for U.S. goods. It is also a step to an even
larger market -- 400 million people throughout Central and South



America and the Caribbean.

The United States seeks to open markets everywhere. We seek
to trade and to compete worldwide. '~ We have mearly $200 billion
each year in two-way trade with the countries of the European
Community; through. APEC, we seek expanded trade with the rapidly .
growing nations of Asia. Japan 1is a major market for U.S.
products, despite the major and persistent barriers that we are

" committed to breaking down. Completing the Uruguay Round -- taking

down tariff and non-tariff barriers worldwide, ‘and writing new
rules for the .international trading system -- remains a top
priority for us. ’ o ~

But it is no accident that Canada is our number one trading
partner, despite having a population of only 27 million, and Mexico
has become our third leading trading partner, despite its historic:
policy of maintaining a closed economy . Shared borders and.
geographlcal proximity do matter, even in this globalized economy.

And we have a natural advantage and a great opportunity, to
expand trade and investment with Mexico, and then with the rest of
Central and Latin America and the Caribbean. . Many. of those
countries have chosen, in recent years, to cast off the controls on
their economies and the shackles on their political systems. . They

took these steps at the urging of the United States.

Tariffs have fallen and non-tariff barriers have:been reduced.
Since 1989, U.S. exports to Latin America and the Caribbean
increased over 50 percent and are growing at over twice the rate of
U.S. exports to the rest of the world, making. thlS reglon our
second fastest growing market. They have become a growing market
for U.S. products; 43% of Latin American imports come from the
United States. : : - ‘ :

Chile, Venezuela, Argentina and many: other nations are
1ntently following the NAFTA debate. ‘The possibility of NAFTA
accession prov1des an 1ncent1ve for further trade and investment
liberalization in the region. The decision to reject NAFTA would
have profound negative economic and political consequences
throughout the hemisphere and for the prospects for the expansmon‘
of trade in the global trading system. '

The NAFTA is an instrument for helping the United States,
Mexico and Canada cooperate in meeting Asian and - European .
competition.. It will help us produce more globally competitive
products. : :

In the naw global economy, there are challenges and risks, as
well as great opportunities. I am confident that American workers

‘are up to the challenge of competing -- and will reap the benefits.

One reason I am so confident is that we are not going into NAFTA
blindly.” We do not have to speculate about the results from this .
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change; we have gone thfough a six year trial.run.
Job. Growth and Trade with Mexico - ‘x

Mexico, recognizing that its economic- policies had been
disastrous, has begun to lower trade and investment barriers. The
results have been dramatic for the United States:

® From 1987 to 1992, we transformed a $5.7 billion trade
deficit with Mexico into a $5.4 billion trade surplus.

® U.S. exports to Mexico increased from $12.4 billion in
1986 to $40.6 billion in 1992, with increases coming
across the board from computers to agriculture.

o Mexico has become our third lééding export market,’
and our second leading market for manufactured exports
(634.5 billion) and our third K largest market for
agricultural products ($3.7 billion).

© 84% of this growth in exports has been exports for
Mexican consumption. o

0o 400,000'U.S,'jobs related to ekports to Mexiéo were
created. ‘ ‘

® 70% of all dollars spent by Mexicans on imports are
spent on U.S. products.

The success of the past seven years has occurred even though
Mexican trade barriers remain far higher than ours. -Bringing down
the remaining barriers, which is what NAFTA does, ensures continued
growth of U.S8. exports to Mexico, which have been such a bright
spot in our economic picture for the past seven years.

Virtually every responsible study that ﬁas looked at the labor
issue concludes that NAFTA will produce a net gain in jobs or an
increase in real wages in the United States. The Administration
believes that with NAFTA, an additional 200,000 jobs related to
exports will be created in the U.S. by 1995. While the studies
acknowledge that there will be some jobs lost in certain sectors,
overall, job gains will significantly exceed job losses. The.
studies also agree that the jobs lost will be a relatively small.
This is true because Mexico’s economy is only one-twentieth the
size of ours, and our tariff and non-tariff barriers are already
low. Mexico’s productive assets, capacity and infrastructure are
far below levels and standards in the United States or even Canada.
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NAFTA and Our Current Trade Problems

Ironically, most of the concerns you hear in America about
NAFTA are in reality problems that exist right now -- problems that
the NAFTA will address. For example, in the trade area, despite
Mexico’s recent liberalization and despite the enormous gains we
have enjoyed in our bilateral trade in recent years, the playing
field is still tilted against us. '~ NAFTA will level the playing
rfield for U.S. workers.

For one, it will eliminate Mexican performance requirements
and other unfair rules in the auto sector -- requirements that
imports of vehicles into Mexico must be off-set two-to-one by
-exports of Mexican-made cars. It will eliminate the requirement
for Mexican importers to secure a government permit each time they
want to buy U.S. potatoes. Mexico has the right under the GATT to
raise its tariffs up to 50%. If it chooses to do so, U.S. exports
would not be affected because of .the protections we gain under
NAFTA.

Historically, Mexico has been a closed, state-controlled
economy. To shield its industry and agriculture from competition,
it relied on tariffs as high as 100% and a full range of non-tariff
barriers, including domestic content requirements, restrictions on
investment, performarice requirements to keep out exports, and
import licensing requirements which allowed the central government
to dictate the levels of Mexico's agrlcu&turalmgmports As a '
result, protected from competition from imports, Mexican producers
were 1nefficient, and the Mexican economy was characterized by
widespread poverty. Mexico’s protectlonlst reglme did not serve
the interests of Mexico’s people. h -

Perhaps the closed Mexican economy reflected the historical
Mexican mistrust of, and antagonism toward, the United States. For
whatever reason, Mexico remained largely closed to U.S. business °
until U.S. and Mexican law combined to produce the maquiladora
program. But' this program -hardly resultai in an open Mexican
market .

The maquiladora program c¢reated trade preferences and
incentives for companies to locate assembly plants in Mexico to
produce for the U.S. market. It gave products assembled in Mexico
these preferences while at the same time maintaining all of
Mexico’s trade and investment barriers. The program thus created
an artificial "export platform" in Mexico, with products assembled
in maquiladora plants being required to be exported to the U.S. By.
1992, there were over 2,000 maquiladora factories operating in
Mexico, the cverwhelming number of which were established by U.S.
‘and Mexican corporations, employing more than 400,000 Mexican
workers. .
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In addition, Mexico’s high import barriers and Mexican rules
requiring firms selling in the Mexican market to open factories in
Mexico have made it difficult if not impossible for many of our
companies to sell products made in the U.S. in Mexico.- Non-tariff
barriers -- licensing, citizenship requirements, and a host of
other regulations were especially hard on small businesses in the
- U.S., which do not have the resources to nav1gate through the
bureaucratlc maze in Mexico.

The NAFTA will transform the situation by opening Mexico’s
market and eliminating the distortions created by the maquiladora
program. Under NAFTA, the maquiladora program is effectively
eliminated, along with ‘import protections, and existing factories
will be permitted to sell in the Mexican market  without
restriction. : ‘ :

Much of the opposition to NAFTA reflects justifiable concern
about the policies of the past that have disadvantaged U.S. |
workers. Despite Mexican progress in voluntarlly opening markets,
Mexican tariffs remain, on the average, 2.5 times higher than ours.
By contrast, over 50% of our imports from Mexico already enter
duty-free. Our average tariff on imports is only 4%.

Mexico currently has no obligation to continue recent market-
opening moves on which thousands of U.S. jobs already depend
NAFTA locks in current access and expands on 1t

NAFTA will require relatively few changes on our part -- while
requiring Mexico to sweep away decades of protectionism and
overregulation. NAFTA will eliminate especially burdensome tariffs
and non-tariff barriers in a number of key sectors where the U.S.
is competitive vis-a-vis Mexico, such as autos and agriculture.

NAFTA lets U.S. workers compete on a level playing field with
fair rules. And we are confident, in those circumstances, U.S.
workers will succeed. g

. NAFTA will give U.S. exporters a significant preference in the
rapidly expanding Mexican market over Japanese, European, and other

foreign suppliers. As I have already noted, Mexico’s tariffs
average 10 percent. Countries other than the United States (and
Canada}) will continue to face Mexican duties. In addition, .

Mexico’s current import licensing requireménts on agricultural
imports will disappear for the United States (and for Canada, for
most products) when the NAFTA goes into effect. However, a license
may still be required to bring in covered products from all other
'countrles

Major Features of NAFTA

Reduction of Mexican Tariffs: ‘Under NAFTA, half of all U.S.
exports to Mexico become eligible for zero :Mexican tariffs. when
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NAFTA takes effect on January 1, 1994. Those exports which will be
tariff-free include some of our most competitive products, such as
semiconductors and computers, machine tools, aerospace equipment,
telecommunications equipment, electronic equipment, and medical
devices. Within the first five years after NAFTA's implementation,
two-thirds of U.S. industrial exports will enter Mexico duty-free.
That makes U.S. products more competitive than those of our rivals.

Removing Mexican non-tariff barriers. NAFTA reduces or
eliminates numerous Mexican non-tariff barriers which today require
U.S. companies to invest in Mexico or manufacture in Mexico in
order to supply the Mexican market. For example, NAFTA will
eliminate the requirements that force U.S. companies to purchase
Mexican goods instead of U.S.-made equipment and components.
Moreover; NAFTA abolishes the requirements that force our companies
to export their production, usually to the United States, instead
of selling directly into the Mexican market. Requirements  that
make U.S. companies produce in Mexico in order to sell there will
also- be phased out. : . -

In addition, NAFTA includes important benefits for other key
U.S. sectors: ‘ i

Opening up Trade in Serxrvices. NAFTA will open.new markets
for the delivery of U.S. services to Mexico and Canada, where
service companies are already large and growing. NAFTA will allow
U.S. service firms to provide their services directly from the
United States on a non-discriminatory basis, with any exceptions
clearly spelled out. Furthermore, U.S. service companies will
benefit from the right to establish, if they so choose, in Mexico
or Canada. NAFTA opens the Mexican market to U.S. bus-and trucking
firms, financial service providers, and insurance and enhanced
telecommunications companies, among others.

Protecting U.S. copyrights, patents and ‘trademarks. NAFTA
will ensure a high level of protection under Mexican law for U.S.
owners of patents, copyrights, trademarks, ' trade secrets, and
integrated circuit designs, including strong safeguards for
computer programs, pharmaceutical inventions and sound recordings.
NAFTA obligates both Mexico and Canada to enforce intellectual
property rights against infringement, both internally and at the
border. By enhancing protection of U.S. owners of technology, and
of book, film and recording rights, NAFTA will increase trade and
diminish losses from counterfeiting and piracy.

U.S. motion pictures, music and sound recordings, software,
book publishing and other creative industries lead the world, and
are crucial to the high-wage economy that we intend to build. The
copyright industries are one of the largest ‘and fastest growing
segments of the U.S. economy, employing 5% of the U.S. work force,
with exports, valued conservatively, of about $34 billion in 1990.
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, The Benefit to Small Business. I have noted the statements of
several sectors citing the benefits which will result from NAFTA;
that sentiment is widely held in the business community, by
businesses large and small. Indeed, small businesses stand to be
among the major beneficiaries of NAFTA. Small businesses are
often less able to invest the time and resources to wrestle with
the tariff and licensing requirements which presently block the way
to the Mexican market. With tariffs reduced or eliminated, and
non-tariff barriers coming down, U.S. small business, which makes
up a growing share of U.S. exports, will be able to sell their
American-made products into the Mexican market

]

The Environment

The combination of the provisions of the NAFTA and the NAFTA
side agreement on the environment constitute truly path-breaking
advances in the area of trade and the environment. Just five years
ago, when the Congress approved the U.S.-Canada Free Trade
Agreement, few if any environmentalists had even considered trade
issues relevant -- or vice versa. In the NAFTA and the side
agreements of the NAFTA, vyou now see not only heightened
sensitivity to the need to safeguard our rlghts to protect our own
environment, health and safety, but provisions aimed at seeing that
‘the benefits of increased trade and economic growth are accompanied:
by provisions aimed at improving standards and enforcement of laws
affordlng these protections. . T

There are good reasons that the env1ronmental efforts we have
made have drawn the strong endorsement of six preeminent private
environmental groups. The NAFTA and the 81de agreements achieve a
number of historic flrsts, including:

o creation of the first. ever North American Commission on
the Environment, with a mandate to promote cooperation to
_improve environmental protection on our continent;

o the most explicit international affirmation ever of our
right to keep out imported products that fail to meet the
standards we set for protection of our health, safety and
environment, even 1f these standards differ from
internaticnal norms;

o) protection of the rights -of 6ur state and local
-~ governments to set and enforce hlgher standards than
federal (or international) norms;

o provisions favoring upward harmonization of. standards in
North America, without derogating from our democratic
right to choose our own standards;

o provisions against relaxation of environmental health or
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safety standards in order to attract or retain an
investment, _and provisions to . encourage effective
enforcement of national laws,: backed by sanctions for. a
persistent failure to effectively enforce those laws;

o explicit recognition of the precedence over the NAFTA of
~ certain core env1ronmental agreements contalnlng trade
sanctions; ‘ A q“
e} a strengthened. commltment to cleanlng' up the border
env1ronment : . .
These pr0v151ons and others wrll help us 1mprove env1ronmental v
" conditions in North America. ‘No one can fail to be disturbed by
the vivid pictures we have all seen of existing environmental
problemg along the U.S.-Mexico border. These' ‘problems partly stem,
from past failures to adequately check ' against. . industrial
pollution, but also from the lack of adequate 1nfrastructure (water
treatment, sewage and so forth) for the growing human populatlon ‘
The maqulladora program aggravated these problems by encouraglng
. industrial development at the border. L , '

.- b

Critics of the NAFTA try to point to these existing conditions
as a reason to reject the NAFTA, implying that NAFTA, a treaty not.
yet in force, should somehow be blamed for all bad existing
conditions at the border, and arguing that the NAFTA will increase .
these problems. And despite the explicit language of the NAFTA and
.the side agreements, the most extreme critics irresponsibly try to
frighten people that NAFTA will cause us to weaken environmental
protection and lower our standards. : «§;~ '

’ . I - - .

We should not accept continuation of the bad conditions at the
border, any more than we should accept unsafe products. But NAFTA
is not the problem with regard to these concerns; NAFTA and the
.side agreements are part of the solution. NAFTA will eliminate
"gpecial incentives to export products in Mex1co to the United
States, thereby reducing the incentive to locate industries-at the
crowded border. And NAFTA and the side agreements will help
promote sustainable development with 1mproved environmental
protection and enforcement : ‘ I o V

As Kathryn Fuller, of the World Wlldllfe Fund stated on
September 15: "Our support of the NAFTA and the  Agreement on
Environmental Cooperation boils down to thlS ultimately, the
environment of north Amerlca will be better'w1th the passage of
NAFTA than w1thout it. :

¥
I H

NAFTA and the s1de agreements contaln both prov181ons to
ensure’ that trade liberalization does not come at the expense of
-environmental protection and provisions: to help’ improve
environmental protection. o R o



NAFTA and Standards

The NAFTA includes agreements on standards-related measures
and on sanitary and phytosanitary measures. I would like to take
a few minutes to describe those agreements and respond to
frequently asked questions about them. :

Standards-related measures ("SRMs") deal with voluntary and
mandatory product standards and the procedures used to determine
whether a particular product meets the standard. Sanitary and
phytosanitary measures ("S&P") generally deal with protecting
human, animal and plant life and health from risks of plant- and
animal-borne pests and diseases, and additives and contaminants in
foods and feedstuffs. '

The NAFTA exp11c1tly recognizes that' countries have a
1eg1t1mate need for product standards and for regulations to
protect human, animal and plant life and health. The NAFTA
provisions are designed to preserve the ability of governments to
act in this area while guarding against the unjustified use of
these types of measures as a way to protect domestic industry. 1In
each case, the NAFTA sets up requirements and procedures that will
help to distinguish legitimate measures . from protectionist

measures.  The NAFTA also will help facilitate making these
measures compatible among the three NAFTA parties, where
appropriate.

The NAFTA exp11c1tly recognlzes the rlght of each country to
adopt and apply standards-related measures, such as truck safety
measures. The NAFTA asks only that these:measures’ be. applied non-
discriminatorily. That is, the U.S. Government will subject -
Mexican service providers and products in the United States to the
same standards it applies to U.S. sexrvice providers and products in
the United States. This pr1n01p1e applies equally to licensing
drivers and labelling ketchup jars.

To be sure, disputes may arise over whether specific
environmental measures are merely disguised trade barriers. Some
critics have used this possibility to charge that the NAFTA will
serve as a basis for challenging U.S. and state ‘environmental laws.

The NAFTA does require governments to meet certain elementary.
requirements regarding their standards-related measures and their
sanitary and phytosanitary measures. It was:important for us to
subject these requirements to dispute settlement provisions,
because our trading partners have repeatedly sought to exclude U.S.
exports from thelr markets by citing false pretexts

However, the NAFTA's obligations do not threaten U.S.
measures, because our regulatory systems ‘. already are non-
discriminatory or science-based. - ‘ :
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Countries accused of using environmental measures to restrict
trade may choose to have the dispute submitted to the NAFTA dispute
'settlement rather than to procedures under GATT. In fact, NAFTA's

critics fail to mention that without NAFTA, GATT challenges would
still be possible, as they have been for years.

In most types of disputes arising under thé NAFTA, the dispute
settlement panel, on its own initiative or at the request of a
disputing party, may request a written report' from an independent
Scientific Review Board on any issues of fact concerning the
environment, health ,safety, and other scientific matters. The
dispute settlement panel will take the Review Board’s report into
account before reaching its final decision and will release the
report to the public together-with any final panel decision that is
publicly released.

NAFTA’s critics have argued -- again incorrectly -- that the
NAFTA automatically preempts state law that' conflicts with the
NAFTA’s obligations. . In fact, nothing in:'the NAFTA requires
preemption of state law. For those few areas where the NAFTA
negotiators considered that state measures might in fact be
inconsistent with the NAFTA (investment and services provisions),
the NAFTA provides a procedure for grand-fathering such measures.
That is; if the procedures are followed, those non-conforming state
measures in the investment and services areas will be exempted from
NAFTA’'s obligations.

We do not believe that there are existing non-conforming state
measures related to environment, health and safety. However, even
in the event that a NAFTA dispute settlement panel were to
determine that a state law were 1ncon81stent w1th the NAFTA, the
NAFTA would still not preempt state law.

‘ If we follow the pattern of the GATT and 'the U.S.-Canada Free
Trade Agreement, the federal government’s efforts to secure state
conformity with the NAFTA are likely to be entirely cooperative.
The Administration  typically works very closely with the states
involved in any dispute settlement proceedings, both before and
after any panel consideration, in a cooperative effort to determine
the best course of action. Although ultimately the federal
government, through its Constitutional authority, retains the
authority to overrule inconsistent state law through leglslatlon or
civil suit, use of this authority has not been necessary in the
nearly half- century history of the GATT or the five years that the
CFTA has been in effect.

Finally, if we follow the practice under the CFTA implementing
legislation, the NAFTA implementing legislation will ensure that
there is no "private right of action" under the NAFTA that might
mean that states could face lawsuits by companies or individuals
seeking to enforce compliance with the NAFTA or its supplemental
agreements. '



Product standards - . Q

Product standards are commonplace in' an industrialized
society. Product standards may be voluntary‘lndustry standards,
such as the size of lead to put in mechanical pencils, or they may
be governmental standards, such as requirements for automobile
brake 1lights. There is no question of the need for or
appropriateness of having product standards.

At the same time, product standards have been used. in other
countries to keep out U.S. goods or to disadvantage U.S. exports
compared to goods produced in the importing country. Such abuse of
standards typically increases as tariff and other non-tariff trade
barriers are reduced through negotiation. The NAFTA provisions on
standards-related measures (SRMs)  are designed to ensure that
standards are not used to create unnecessary obstacles to trade.

Summary of agreement

Any understanding of the NAFTA SRMs text depends on an
understanding of some basic concepts. These include the following.

What is a standards—related'measﬁre?

The term "standards-related measure" or M"SRM" actually
consists of three separate types of measures:-

(1) "standards,"
(2) "technical regulatlons,' and
(3) "conformity assessment procedures.

Each of these terms is defined in turn in the NAFTA However, the
key distinctions are that "standard" refers to voluntary product
standards, "technical regulation" refers to mandatory product
standards, and "conformity assessment procedure" is the method used
to determine that a product satisfies a standard or technical
regulation. ‘ - «

What is a standard?

The term "standard," in common usage, is much broader thaﬁ the
term as it is defined and used in the NAFTA. In the NAFTA, a
"standard" means: ‘ : ,

(a) characteristics for a good or a service,

(b) characteristics, rules or guidelinesifor:
(i) processes or production methods relating to such
good, or
(ii) operating methods relating to such service, and

(c) provisions spec1fy1ng termlnology, symbols, packaging,
marking or labelling for: - '
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(i) a good or its related process or production method,

or :

- {(ii) a service or its related operating method,
for common and repeated use, including explanatory and other
related provisions, set out in a. document approved by a
standardizing body, with which compliance is not mandatory.

Standards can be either government standards, or more commonly they
can be private standards developed by private standardizing bodies.

that is a technical regulation?

The term "technical. regulation" referséito méndatory (and
therefore governmental) product standards. Under the NAFTA, a
technical regulation means:

(a) characteristics or their related.processes and.productlon
‘ methods -for a good, |
(b) characteristics for a service or 1ts related operating
methods, or
(c) provisions specifying terminology,'symbols, packaging,
marking, or labelling for:
(i) . a good or its related process or production method,
or
(ii) a service or its related operating method,
set out in a document; including appllcable admlnlstratlve,
explanatory and other related provisions, *“with which
complianco is mandatory.

What is a conformlty assessment procedure9 o

- Under the NAFTA, a "conformity assessment procedure" is any
procedure used, directly or indirectly, to. determine that a
technical regulation or standard is fulfilled,: including sampling,
testing, inspection, evaluation, verification, monitoring,
auditing, assurance of conformity, accreditation, registration or
approval used for such a purpose, but does not mean an approval
procedure.

NAFTA provigions

The NAFTA SRMs text explicitly recognizes- the right to adopt,
maintain, or apply any standards-related measure, including
enforcement measures. The . text also explicitly recognizes the
right of each NAFTA party to establish the levels of safety and
protection of human, animal or plant 1life or health, the
environment or consumers it considers appropriate.

The NAFTA does not deal with specific product standards as
such. Instead, the NAFTA SRMs text sets up several general
procedural and other requirements to be observed when adopting or
maintaining SRMs. These requirements are intended to ensure that
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product - standards do not create unnecessary obstacles to trade.

The core requirement in the NAFTA SRMs text is the requirement -
of non-discriminatory treatment, which has two facets. First, SRMs.
are not to discriminate against 1mported goods oOr service prov1ders
in favor of domestic goods or service prov1ders Second, SRMs are
not to discriminate against goods or service prov1ders from a NAFTA
party in favor of goods or service providers from another country.

The NAFTA also requires advance public notice and opportunity
to comment on proposed SRMs or modifications to SRMs. In the case
of federal measures, the NAFTA requires at least 60 days notice.
The NAFTA also requires a delay between publication of the final
SRM and its effective date. However, there is an exception from
these requirements where necessary to address an urgent problem
relating to safety or to protection of human, animal or plant life
or- health, the environment or consumers. These procedures were
modeled after our own federal agency requlrements under the
Admlnlstratlve Procedures Act. '

Recognizing the crucial role of SRMs in achieving legitimate
objectives, the NAFTA parties commit to work jointly to enhance the
level of safety and of protection of human, animal and plant life
and health, the environment and consumers. The NAFTA provides for .

the use of relevant international standards, where they would be

effective or appropriate to fulfill the NAFTA party’s legitimate
objectives, as a basis for each NAFTA party’siown SRMs in order to
facilitate trade among the parties. At the same time, the NAFTA
explicitly affirms the right of each NAFTA party to have SRMs that
achieve a higher 1level of protection than the relevant
international standard. ‘ o

The NAFTA parties also commit to make their respective SRMs -
compatible to the greatest extent practicable, without reducing the
level of safety or of protection of human, animal or plant life or
health the environment or consumers. Greater compatibility should
be achieved through the notice and comment procedures mentioned
above and through the working groups envisioned under the
Agreement. ,

Other NAFTA SRMs provisions 1nclude an' obllgatlon for each
NAFTA party to treat a technical regulation of another NAFTA party
as equivalent to its own if the exporting party’'s measure
adequately fulfills the importing party’s legitimate objectives.

The NAFTA also establishes a Committee on -Standards-Related
Measures to facilitate compatibility of  standards, consult
regularly on matters of common concern in this area, and enhance
cooperation on developing, applying, and enforcing standards-
related measures. o

Differences between SRM’s and S&P Texts
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The NAFTA SRMs agreement differs. fundamentally from the NAFTA
agreement on sanitary and. phytosanltary measures in the means used

to determine whether a measure is protectlonlst in nature. The
SRMs text relies on non-discriminatory treatment. The S&P text
relies on science and risk assessment. A strlct requirement for

non-discriminatory treatment is" not p0851ble for S&P measures,
" since they will frequently discriminate against imported goods or
goods from one country because those goods pose a different risk of
a plant or animal pest or .disease. = Under the S&P text,

discrimination 1is allowed. as long as 1t is not- arbitrary or
unjustlflable i

NAFTA and Sanitary and Phytosanitary Me"aiauréjsf

"The NAFTA text on sanltary “and phytosanltary measures
preserves our ability to maintain, .strengthen, ‘and enforce existing

U.S. health, safety, and environmental standards, and establishes.

ways for all three trading partners to strengthen thelr standards.
Spec1flcally, the NAFTA'S provisions:

-

e Afflrm he right of each party‘ to choose the level’ of

protection of human, animal, or plant life or health it
considers appropriate; e i

o Do not impair existing U.S. federal and}state health, safety,

R St S T Rt

and environmental standards; and preserve ' our rlght to bana‘

norn- conformlng 1mports,,, Rt

o) Continue to allow each country, including its state and local

governments, to enact standardsv

*that! are -stricter than

‘, 7.
H -

o) Commit the NAFTA partles to work jOlntly to enhance thelr

standards; :
o) Continue to allow partieS‘to act to protect human, animal or

plant life or health based on available information when there
is 1nsuff1c1ent 1nformatlon to conduct a rlsk assessment

o} Ensure advance notice to the publlc of proposed regulatory
actions in each of the three countries, to review and comment
upon those -actions, and to have such’ ‘comments taken into

- account prlor to final de0151on, and

e} Establish a Committee on Sanltary and Phytosanltary (S&P)
Measures to enhance food safety . ‘and improve sanitary
conditicns, promote compatibility of S&P measures, and
facilitate technical cooperatlon and consultatlon on spec1f1c
S&P bilateral or trllateral 1ssues

While grantlng~the federal governmentdand the states broad

discretion to set their own environmental, health and safety ‘

|
!
i
|
i
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standards, NAFTA does require _governments to meet certain
elementary requirements when applying laws and regulatlons to
achieve the government'’s chosen levels of protectlon, in order to
safeguard against blatant trade protectionism in the guise of a
health regulations. :

The NAFTA‘requires that sanitary or phytosanitary measures --
those related to agricultural pests and disease. and contamination
in food -- have a scientific basis and be based on a risk
assessment appropriate to the circumstances. The term "scientific®
is not separately defined in the text. Accordingly, under general
principles of international law, the term scientific is to be
1nterpreted in good faith, using its ordinary meaning in context
and in the light of the object and purpose of the NAFTA.

' Consequently, the ordlnary dictionary meanlng would apply.

Responding to Common Mlsunderstandlngs Regardlng NAFTA Standards
Provisions .

. The NAFTA does not limit environmental standards to the lowest
common denominator and does not inhibit the development of
more stringent regulations if they are needed to protect human
health or the environment. The NAFTA is specifically drafted
to ensure the ability of each country, including its state and
local governments, to maintain stringent environmental
standards. V '

In particular, the NAFTA recognizes the right of each country
to enact and enforce laws and regulatioris that protect human
health and the environment. Furthermore, the agreement
specifically provides that each country may establish those
levels of safety and protection of human, animal and plant
life and health, of the environment and of consumers that it
considers appropriate. :

Where the NAFTA calls on the three countries to cooperate on
health and environmental standards it deliberately refers to
joint efforts to "enhance" protection, not lower it. In
addition, the agreement states clearly. that any efforts to
make environmental or health standards compatible among the
three countries should be undertaken "without reducing the
level of safety or of protection of human, animal or plant
life and health, the environment and consumers." Furthermore,
the NAFTA also specifically preserves each country’s right to
apply more stringent environmental or health measures than
those provided under internmationally-agreed standards.

® The NAFTA harmonization process does not require that we come
to agreement with Canada and Mexico on particular standards.
That 1s, 'if Canada and Mexico refuse to change their
standards, we may insist on retaining ours as well.



-17 -

The NAFTA does not require that the United States change any
particular standard. Instead, the NAFTA creates a process by
which the three countries can try to reach greater
compatibility of standards among the three countries, but that
does not require us to agree to any particular change in our
standards. Further, if the Administration believed that
changes were desirable, whether because of discussions under
the NAFTA or for any other reason, we would consult fully with
Congress and domestic interests, and we would have to obtain
Congressronal approval of legislation to change U.S. laws. No
"harmonization" process can ever. force us to agree to
standards we find unacceptable, nor could Congress be bound by
any result it found unacceptable. Congress would need to pass
specific legislation to effect a change,

. The NAFTA preserves state standards that are more strlngent
than federal standards.

From the beginning of the NAFTA negotiations, a fundamental
objective of U.S. policy was to ensure that the NAFTA did not
result in lowering U.S. health and environmental protection
-standards, including state and local standards. The Agreement
secured that objective. :

The agreement does apply to state laws and regulations in most-
respects. But it does so not by mandating compliance with
federal law but by requiring that state measures comply with
the rules set out in the agreement. Just as the federal
government will be free to maintain or change its laws,
subject to NAFTA rules, so will state and local governments.

The NAFTA is drafted as a set of prohibitions. Unless the
NAFTA prohibits a certain type of measure or practice, a NAFTA
country is free to maintain or impose it. Since nothing in
the NAFTA precludes states. from maintaining or adopting
standards that are higher than federal rules, they will
contlnue to have the right to do so. :

The NAFTA negotiators specifically used the plural "levels" in
Article 904(2) and in the equivalent provision of Chapter
Seven (Article 712(2)), which talk in terms of each Party’s
right to set the levels of health, safety, or environmental.
protection that it sees fit, in part in order to account for
the fact that each country may have a multiplicity of levels
due to differences among the states and between the states and
federal government

L) The NAFTA & require the federal Jovernment to pre-empt
state laws. : :

In the SRMs text, the federal government is 'simply obligated

to "seek, through approprlate measures" to ensure that states
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observe fthe relevant NAFTA rules. This lesser degree of
obligaticn, set out in Article 902, reflects an understanding
among the three countries that the NAFTA should not intrude
unduly on the ability of states to regulate in this 1mportant
sphere.

Nothing ‘in the NAFTA requlres the federal government to take
legal action against state measures that NAFTA dispute
settlement panels may determine to be inconsistent with trade

obligations. Under the NAFTA, panel opinions are advisory
only. If the defending .country loses, it is not required to
remove or change the offending measure. It may offer trade

compensation instead or simply permit the other country to
take retaliatory action of equivalent effect

As has been the case under the GATT, in those rare instances
where state rules may be successfully challenged under the
NAFTA, the federal government will work cooperatively with the:
states to seek a satisfactory resolution of the matter. Under
the NAFTA, each country will retain full discretion, under our
own political and legal system, to determine how to satisfy
our trade obligations. . : '

The - NAFTA‘s procedural harmeniza;ion.'provisions will not
eliminate public notice and comment on standards. Nothing in
the NAFTA would eliminate existing U.S. public notice and

comment requirements. In fact, the standards text in general'

requires public notice and comment for standards and is
modeled after U.S. practice.

Truck Standards

I would also like to wuse this opportunity to dispel a

widespread myth about the NAFTA concerning U S. vehicle size and
weight limits. ‘

No provision of the NAFTA requires us to compromise our truck
safety standards or to change our vehicle size and weight
limits. The NAFTA implementing legislation will make no such
changes in our law. We will not, and indeed could not, make
any changes to U.S. vehicle size and weight laws via any NAFTA
process without obtaining new legislation from Congress.

Under NAFTA all three countries agrée to work toward
compatible technical and safety standards, including vehicle
size and weight requirements, hazardous materials transport,
road signs, supervision of motor carrier compliance and other
such transportation-related standards.. That could facilitate
commerce, but not at the cost of safety. We have not
committed ourselves to agree to anythlng that would compromise
safety standards.
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° Mexican and Canadian motor carriers operating in the United
States must meet the same safety and operating requirements
and standards, including size and weight  limits, as U.S.
carriers, now and in the future.

® Nothing in the NAFTA prevents any country from maintaining its
present standard or issuing new standards as needed.

® The NAFTA, and its working groups, cannot preempt state
standards. '
N

Professional Standards

And finally, let me stress, that the procedures currently in
use in the United States to test, evaluate and.certify professional
competency will continue. The NAFTA does not exclude Mexican or
Canadian nationals from a state’s licensing and examining
requirements: ; ' ‘

® For example, anyone who wants to practice medicine or
dentistry in the United States must ‘be 11censed. by the
approprlate regulatory bodies.

) In addition, although there are provisions in the NAFTA
relating to temporary entry which allow for admission of
eligible individuals into the United States, 'Canada or Mexico
under certain conditions, these prov151ons do- ‘not.-.convey a
right to perform or provide a service.

® In regard to professional services providers, the specific
admission rights are glven to certain defined categories of
professionals who meet minimum educational requirements or
possess alternative credentials, and who seek to engage in
business activities at a professional level.

° The categories are set out in a new schedule that tracks the
one currently in effect between the United States and Canada.
There is an annual numerical limit for temporary admission of
Mexican professionals.

e These provisions, however, do mnot substitute for wvalid

licenges to practice medicine, engineering, accounting or

" other licensed professions which are recognized by the
appropriate regulatory bodies in the United States.

CAFE

Under the NAFTA, the United States will change one prov151on
related to the Corporate Average Fuel Economy (CAFE) requirements.
First of all, however, let me stress that the NAFTA does not affect
the U.S. legally mandated CAFE fuel efficiency standards or the
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unilateral right of the United States to chaﬁge those standards.

The United States will treat Mexican production the same as
Canadian production always has been, which will assist North
American manufacturers to make efficient production decisions.
Content added in Mexico and Canada will be considered "domestic"
content for purposes of the definition of a "domestically
manufactured" automobile under the CAFE requirements. Canadian
content is already accorded the same treatment as U.S. content and
has been since the enactment of the CAFE requirements in 1975.

Manufacturers that began the production of automobiles in
Mexico prior to model year 1992, may make a one-time election
anytime after 1996, when to begin counting Mexican content as
"domestic" content for purposes of CAFE. They must apply the new
definition after 2004. Production in Mexico of companies that
began assembly in Mexico after model year 1991 will be counted in
the United States as domestic content only for purposes of the CAFE
requirements upon 1mplementatlon of the NAFTA ‘

The seven-year grace period for an electlon by existing NAFTA
manufacturers is intended to prov1de flelelllty to producers that
may have structured their sourcing patterns in accordance with the
current situation. The CAFE definition of "domestic" content has
no bearing on the NAFTA rules of orlgln or MeXlCO s local content .
requlrement . ‘

i

The Supplemental Agreements on Labor and the Environment

President Clinton endorsed NAFTA last October during the
campaign in a speech at North Carolina State University, but he
-also set out a series of principles which he wanted to see
incorporated into supplemental agreements and related initiatives.

After months of' negotiations, President Clinton, Prime
Minister Campbell, and President Salinas signed historic agreements
~on environmental and labor cooperation on September 14.

He made a promise to the American people which he has kept:
that he would make sure economic growth with Mexico did not come at
the expense of the environment or workers’ rights, and that we
would be protected from the possibility of import surges.

These Agreements are ground-breaking. The fundamental
objectives of the labor and environment agreements are to work
cooperatively to improve conditions for labor and the environment
throughout North America and to improve national enforcement of
national laws relating to labor and the environment. They commit
all three nations to fair, open and equ1table administrative and
judicial processes for the enforcement of env1ronmental and labor



laws.

These supplemental agreements strengthen NAFTA, and represent
an unprecedented commitment to cooperate on these issues 1in
connection with a trade agreement. They ensure our ability to take
action and impose sanctions if our trading partners engage in
persistent patterns of failure to enforce their laws.

Foreign Policy Implications
The NAFTA deserves to be approved on its economic merits.
However, the foreign policy implications of this issue should also
not be minimized. Echoing comments made by Secretary of State
Warren Christopher recently: "Rejection of NAFTA would seriously
damage our relations with Mexico and erode our credibility with the
other nations of the hemisphere and around the world. For the
United States, failure to approve NAFTA would be a self-inflicted
setback of historic proportlons b ‘

In my view a Congressional rejection of NAFTA would be a "shot
heard around the world". It would be read across the globe as a
seachange, marking a U.S. retreat from our?traditionally strong
advocacy for open markets and expanded trade. It would undermine
our position as a negotiating partner on global trade agreements,’
‘like the Uruguay Round, whlch‘are vital to the economic renewal of
the United States

NAFTA is good economic policy and good foreign policy.
Conclusion '

All Americans agree that we cannot respond to the challenge of
a changing world by drifting, content to accept the result of other
nations’ trade and economic strategies. We need our own strategy,
which builds on our strengths, faces our weaknesses, and responds
to the challenges and realltles around us. | :

We would ask the opponents of NAFTA: does walking away from
the NAFTA seem like good trade and economic strategy? Can you
envision Japan or the EEC -- if they were ' 'in our p051tlon --
rejecting a deal like this? Would either of them kick sand in the
face of their third biggest, and fastest growing, trading partner?
Would they opt for the status quo, the unbalanced relationship,
where Mexico keeps the tariff and non-tariff barrlers it chooses to
keep?

Would they ever be willing, in one unthlnklng lurch, to throw
away the friendship and progress that have characterlzed the past
seven vyears, ‘dramatically reversing the historic pattern of
mistrust and antagonism? Would they conceivably believe that it
would be easier, somehow, to cooperate with Mexico on the



- 22 - ,
~environment, controlling drug traffic, or illegal immigration, if
NAFTA were defeated?

This Administration did not negotiate the NAFTA. Moreover,
Bill Clinton as a presidential candidate was sharply critical of
the economic and trade policy of his predecessors. When confronted
with the need to make a decision on NAFTA, he approached it very
skeptically. There were powerful political reasons for opposing
it. ‘ '

But when he studied it, he found that NAFTA -- particularly if
strengthened by supplemental agreements -- would be strongly in the -
economic interest of the United States. It was not a favor that we
were doing for Mexico. It would benefit both countries, and Canada
as well. It would not solve all our naticn’s econcmic problems,
but it would be an important piece of the economic strategy that we
- were putting in place to build the world’s most productive and
competltlve economy ;

The Administration has the responsibility of - convincing
"Congress and the country that NAFTA is in-the national economic
interest, and we intend to do so. I am confident that by the time
Congress votas on NAFTA later this year, the country will recognize
that NAFTA is a vital part of the solution 'to the economic
challenges that face us.
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Introduction - -

I am delighted to be hare today to discuss the CllﬂLOn
Administration’s Goals for the upcoming annual ﬁ’nlstprlal
neetings of APEC: the Aslia-Pacific Economic COOpelathn forum.

The Administration’s Querall Policy beecthg§~‘“

I want to start by touching cn the Clinton Administration’s

verall ecornomic pelicy cbjectives because they help explain the
1mpor ance ve are p?aﬂ1 i on APEC. This President has a deep
understanding and interest in the effect on the U.s. economy of
the global economy. The two are inseparable dnd}aur economic
futures are ultamacaly one and the same., The process of global
economic transformation is not a distant topic of discussion for
those who may bea intellectually interested, but a reality on
mainstreet U.S.A. It holds both promise and peril. oOur
objective is to seize the promise and pursue global hence U.S.,
economiz growth. A

cxpanding exporte and the jobs linked to exports is an integral
component. of our overall eccnoric st*ategy Promoting free trade
and open markets around the world is central to our trade policy
and eszsential to our econcmic wall-being. At presant
approximately 2% percent of our gross domestic product is reliant
on trade, and this percentage is expected to incréase.

The Admiristration keliesves that global economic 1ntezoepeudence
and trade expansion cffar tangible routes to a new prosperity.
Export related manufacturisg jobs pay better than other
manufacturing Jjobs by as much as 17 parcent. The opportunities
for the U.S. are enormous in a broad range of capital gcods,
telecommunicaticns, computer related and digital electronics,
creative intellectual property *éliant industries,. not to mention
high valued added agrlcul*ure and othar high skilled
manufacturing and service sectors. Untapped mdrkets exist 'for
these preparea to pursue them and we intend to do; all we can to-
help U.8. f£irms capture thenm. ~

Asia -and the Paciflc:rits Place in the Glcbal Economy

dsia and the Pacific, as derfined by AFEC's 15 me mpurs 15 the
most economically dynamic region in the worid. It conblnes five
major industrial economies, the Zour Asian newly-industrializing
economies often referrad te the four dragons, and the fast-

"emeralng economiés of the ASEAN nations and the :eop e’s Republlc'

of Cnlna.
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Collectively the 15 APEC economies represent thé‘most powerful
regional economy in the world. Together they contdln 40 percent

of the world’s population, have a2 combined gross domestic product
of $13 trillion and account for 40 percent of total world trade.
In 1992, our trans~Pacific trads exceeded our trans-Atlantic
trade by 50 percent. U.S. investment in Asia and the Pacific
doubled between 1985 and 19590 while at the sams time, Asian and
Pacific¢ investment in the United States has become an important
source of capital for our own economic growith, not to mention new
Jobs Today *there are about 2.5 million jobs in Lne United
States that are dependent of Asian trade.

U.S. Policy Towards Asia ard the Pacific
. [N

President Clinton, in his address at Tokyo’s Waseda University
last July, noted Fha» the time has come for America to join with
Japan and its Asian neighbors to create "a new Pacific
community.*® Viewing the Asia-Facific regicn as a vast socurce of.
jobs, inccme and growth for Americans, he described APEC as "the
most promlslna sconomic forum we hava for debatLPg a lot of these

issues.

[

President Clinton was delighted to discover -that' the first year
c¢f his Presidency coincides with the year that the United States
"is chairing APEC. He seeks to capitalize on this opportunity to
emphasize the importance of the Asia-Pacific region to the U.S.
econcmy. : ’

In keeping with our domestic po;lcy of expanding the job market,
part of our economic strategy is to open up new mark@tk in areas
of fast growth, such as the Asia-Pacific region, in order te
maximize our oouortunltles theres and avoid handlng theﬂ to our
competltoLM, .

Anothn part Of our economis str?tegj is to seek'ways to meet the-
challenges we will face if we are to be competvtlve. “Already,

the ZC’s trade with Asia is on the Jrlnk of surpassing that with
the United States for the first time. We need to 'develop
constructive allliances with our neighbors in the 'Asia-Pacific
regicn 1f we are to adapt succeasrully to rapidly changing global
economic dynamics and remain a leader in the Pacific.

meonsbratzng his high level of commitment tOwards APEC, the
President will lost an unprecedented meeting with leaders of the
15 APEC economies in Seattle on dovember 20. AL no time in the
past has a group of leaders from these nations gathered to
discuss economic¢ issues. Not since 1956 under Lvndon Johnson
‘have a yroup of Aslan leaders come tc the United '‘States to meet
collectively with a U.3. President. ' This meeting, which will
discuss how to reduce barriers and create opportunities among
APEC members, will follow the Fifth APEC Ministerial meeting
which will teke place on the 18th and 19th of November.
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APEC and Its Importance o

The Administration views APEC as the ideal veh;cle for ferging
new relationships with sur Asian and Pacific neighbors as we
jointly look ahead to the zlst century. Believirg the Asia~
Pacific region will be critical to the United States’ economic
future, we support a stronger, morsa active APEC that will become
the forum for regional trade and investment llbsra¢1zatzon, as -
weil as Droader economic cooperation.

¥hen APEC was founded ir 1989, it was essentiallv a facilitation
and coopnratjon forum having as its major ob?ectlve the -
successiul conclusion ¢f the Uruguay Round. Since last year’s
minis ter;;l meeting in BangkoX, howéever, work has, expanded
significantly to address Urnctlfdl means to reduce transactional
costs of trade within the region and to. lay the groandwork for”
futura policy decisions.

Administration’s Goa fq£m§EEC’S MlnlmterlaIVMeetings.

Ih

~As chair »f APEC this year, tha United States has selected the
development of APLC’s rolie in interregional trade and investment .
as its theme. Towards this end, we have proposed a Declaration
on an APEC Trade and Investment Framework that would take APEC
beyond its current role as a facilitation and cooperation forum
ta pore of a DOxlC{ role te he expanded through consultatiocn and
consensus by its members. This' propoaal recently received the
blessing of APEC Senicr Officials and will be presented to
Ministers in Seattle later this month for adoption.

Tn addition to the adeption of this Trade and Investment
framework we are planning three other key results. at the
Ministerial meeting: ,

0 Presentation of a report by a group of eminent, non-
government af‘iliated individual representatives from
threughout the region containing a vision for what APEC
should become in the next decade. :

o identification of significant ways for the business
: conmunlty’to become more involved in APEC’s work.

o] Arrival at a dec1mlon concarning the appllca+10n ot new.
members and criteria ioc future appl}catlons.

Let me focus briefly on each of these four p’dnned results

First, the trade and investmen%: framework, if adopted will
epresent a substantial step forward ifor APEC. It outl;nes an
evolving trade and investment pollcy rele for APEC 'in addition to
APEC’s mandate to facilitatz business and eccnomic ties among
-members. - It will establish afpernanent Trade and iﬁvesﬁyent

'



Committee and propcse an initial vear work program which will
continue some very productive areas of APEC’s actlivities- in
customs and investment, for example, but &lso move gradually inte
adiditional policy areas as the comfort level znd:commitment of
merbers expand.

Second, the presentation of the Eminent Person’s:Group report
will provide a starting point from which APEC members can move
ferward to begin debating long-term goals for APEC. The
motivation for forming this group was to devalcop an independent,
unbiased, long~term vision for APEC by selecting members not
bound by normal policy constraints. Their vision will not
automa 1ca¢ly b; adopted but- rather serve to sti mulate debate.

The report, which has beern plrculmfsd among members in advance,
will highlight potential threats to scononic grewth in the
region, propose its own long-term vision for APEC and the region
and recommend initiatives for implementing its Vision.

The repor* proposes that APEC accelerate and expand cooperation
within the region by leading an initiative to create an Asia-.
Pacific Fconomic Community aimed at eventually establiching frze
- trade and investment within the region. It will also cutline
nossible short-term building blocks for attaining this goal and
recomrend COHLIDHEd proad supnort for the multllaueral system.

Third, examining ways to expand the private sactor’s r01e in-
APEC, a number of options are under discussion ranging from each
member sesking its own private sector’c advice to a more formal
APEC-wide advisorv wrocess. S :
Alrea dy, there has been a considerable level of partlclpatlop by
the private sechtor in APEC’s fen Working Groups.i;(These Working
Groups focus on the cooperation aspect of APEC’s mandate in
particular subject arsas such as Trade Pronotlon,
Telecommunications, Transpertation and Tourism).

Fourth, the issue of new members is one of the md st hotlvy debatﬂd
at present. The desire to include new members is currently
3uxtapcsed against an increasing concern among many members that -
APEC must first consolidate and produce concrete results. While
Mexico, Papua New Cuinea and Chile are under active
censideration, no consensus exists at preszant.
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. our gcals are tc see APEC assume a meore policy-oriented role in
the areas of trade and investment; to consider and begin an
active debate on APEC’s future direction; to find an expandad’

" role for the private sector within APEC; and to settle the issue
of ‘membership. : '
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Clinton Aamlnlsrr tlon will utilize the Seuttle meeting as a
‘i ‘le to demonstrate to the region and the nation that the U.S.
ntends to remain a leader in the Pacific and that it will

contxnue to promote free trade .ané open markets in the region and
the world. ‘ K

Domestically, the Administration will underscore the vital role
played on the 2sia Pacific region in U.S. domestic prosperity and
glokal growth. APEC pulls into focus the tremendous importance
-ef the region to our domestlc economic treng;b the efforts we
are making to open up its markets ‘and *he Challonﬁes we w*ll face
if we arz to be. »ompetltlve.



