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Foreword

The conclusion of NAFTA was one of the more significant achieve-
ments of U.S. trade policy in the past 50 years. It was at the same
time a highly controversial trade policy development. An assess-
ment of its results after only three years, as the author notes, must
necessarily be preliminary. Yet a review is now timely for several
reasons. Although NAFTA did not figure importantly in the 1996
election campaign, the direct attacks by Ross Perot, and his running
mate, and the doubts raised by Senator Dole went mostly unan-
swered by President Clinton. With the campaign out of the way, a
more balanced evaluation may now be possible.

A review is also timely because the Congress is likely to con-
sider new “fast-track” legislation to permit negotiations to admit
Chile and possibly others to the NAFTA. It will almost certainly
want to examine how NAFTA is faring.

Finally, under the NAFTA legislation the president is required to
provide a comprehensive study to the Congress by July 1, 1997 on
the operation and effects of the agreement. The terms of reference
for this report specified in the law reflect what Sidney Weintraub
refers to as the “unadulterated mercantilism” employed by the Clin-
ton administration to gain congressional support for the agreement.
The effects of the agreement on the U.S. gross national product,
employment, balance of trade, specific industries (including wages
and productivity), and investment flows are among the factors to be
assessed in the president's report.

As Weintraub points out, these are not the most appropriate
criteria by which to evaluate the effects of the agreement. He notes
that NAFTA is a framework for bilateral economic relations and not
a dominant factor in the internal economies of the countries.
Because of the huge disparity in size of the U.S. and Mexican econo-
mies—Mexico’s is one-twentieth (and Canada’s one-tenth) that of
the United States—the influence of NAFTA on the U.S. economy is
minimal at best. That is not to say that there is no impact on individ-
ual firms and communities, but even this effect must be viewed in
the larger context of the world marketplace.
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It is unfortunate that the worth of NAFTA came to be viewed
largely in terms of the trade balance and jobs. The author has
labeled these arguments as “95 percent rubbish.” These were not the
primary considerations that led the Bush administration to decide
in 1990 to undertake the NAFTA negotiations.

While the public rhetoric of the Bush administration in support
of free trade negotiations with Mexico, like that of the Clinton
administration, spoke of exports and jobs, this was in reaction to the
charge by the AFL-CIO that an agreement with Mexico would result
in massive job losses for the United States. In internal deliberations,
however, the Bush administration saw an agreement with Mexico as
an element of a broader trade strategy that sought to promote free
trade throughout the Western Hemisphere and provide a stimulus
for multilateral trade negotiations.

An agreement with Mexico also was seen as a means of giving
support for the economic reforms of the Salinas administration,
which the U.S. administration believed would promote economic
growth and greater cooperation between the two governments on
matters of mutual interest such as drugs and immigration.

The major contribution of this progress report is to provide a
more multifaceted balance sheet with which to assess NAFTA, more
appropriate than the narrow focus on exports and jobs. Rejecting the
automatic relationship between exports and jobs, the author points
out that an analysis of the jobs issue requires a more complex
inquiry than merely measuring net exports. Just as exports do not
automatically equate with job growth, imports do not automatically
equate with job losses. Imports of oil and other needed goods, for
example, do not mean a loss of jobs. Similarly, imports of compo-
nents may be tied to exports of finished goods and contribute to
overall export competitiveness.

After examining the “wrong” criteria for assessing NAFTA,
Weintraub discusses what he regards as the more salient criteria that
should be used with respect to the U.S. relationship with Mexico.
Among these are growth in total trade, not merely exports; the pro-
motion of intra-industry trade and specialization; and the effects on
productivity and wages, on the competitive position of industries,
on the environment, and, finally, on institution building. I agree that
this is an appropriate array of interests that should be examined in
any assessment of NAFTA. Of these issues, only the environmental
issue was not among the objectives initially contemplated by the
Bush administration when the idea of a free trade negotiation with
Mexico was first discussed in 1990.

Weintraub observes that Mexico and the United States were
drawn kicking and screaming into linking trade and the environ-
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ment by the insistence of environmental groups. When the link
between trade and the environment and labor became issues in the
fast-track debate in 1991, President Bush and his negotiators explic-
itly committed to the congressional leadership that the negotiations
would include both issues. During the course of the negotiations,
the environmental ministers met on numerous occasions, both with
and without the trade ministers, and agreed on a range of environ-
mental and labor commitments. A Memorandum of Understanding
signed in May 1992 provided for closer cooperation and joint action
on a range of labor issues over a five-year period, including projects
in the areas of occupational health and safety, child labor, labor sta-
tistics, labor law, and worker rights.

On environmental policy, the United States and Mexico agreed
in February 1992 on an integrated border plan intended, among
other things, to strengthen enforcement of environmental laws, to
reduce pollution through a number of joint initiatives, and to spend
more than $1 billion on border air, water, and sewage projects.

In addition to the parallel arrangements, NAFTA itself contains
several provisions dealing directly with the issue of the environ-
ment. NAFTA chapters on standards and on sanitary and phytosan-
itary measures were drawn to preserve the ability of the parties to
the agreement to maintain strong health, safety, and environmental
standards. The parties also agreed to give priority to several interna-
tional environmental and conservation agreements in the event of
any inconsistency between NAFTA and these international agree-
ments. They also agreed that they would not relax environmental
standards as a means to attract investment. The dispute-settlement
chapter is intended to support environmental policy by placing the
burden of proof on those challenging the consistency of an environ-
mental measure with the agreement. Further, there is provision for
convening an independent scientific review board on issues of fact
concerning the environment, health, or safety. The treatment of
environmental issues in NAFTA persuaded a number of major envi-
ronmental groups to endorse the agreement.

Under the prodding of more radical environmental groups, as
well as the AFL-CIO, President Clinton took the position that the
NAFTA provisions on the environment and the parallel arrange-
ments on labor and the environment were inadequate. He insisted
on new side agreements, which contain the possibility of sanctions
in the event a participating government fails to enforce its domestic
laws and regulations in the areas covered by the agreements.

I would note finally that the Clinton administration has paid a
price for having forced the Mexicans and Canadians to accept its
side agreements. That price has been the unwillingness of the
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Congress to renew fast-track negotiating authority in a form that
would permit future agreements to use trade sanctions to enforce
labor and environmental standards. Thus, the expectation that
NAFTA would be expanded to include Chile and perhaps other
countries has been frustrated so far. This was an unfortunate and
unintended effect of the Clinton side agreements.

JuLius L. KATZ

President, Hills & Company

Former Deputy U.S. Trade Representative
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Introduction

Many U.S. government agencies periodically assess the progress
of the North American Free Trade Agreement. They do this
because of their mandates, coupled with pressure from the U.S.
Congress. The Department of Commerce does this for overall
NAFTA trade and for interchange in specific sectors. The Depart-
ment of Agriculture’s NAFTA economic monitoring task force
makes periodic reports and was up to NAFTA-6 at the end of
1996. Regular reports come from the International Trade Com-
mission, the Office of the U.S. Trade Representative, the State
Department, the Labor Department, the Environmental Protec-
tion Agency—to name just some of the reporting agencies. There
is now an elaborate network of intragovernmental committees.
The Congressional Research Service of the Library of Congress
issues a steady stream of analyses for the Congress, and the Gen-
eral Accounting Office has provided a number of oversight
assessments. Most of the output is in hard copy and generally
available electronically.

The facts presented in the executive agency reports tend to
be impeccably correct, but they have a pro-NAFTA bias. The
administration of Bill Clinton, after all, supports NAFTA—al-
though this was hard to tell during the 1996 electoral season. So,
too, did the administration of George Bush, but this also was
hard to fathom from the Republican Party electoral rhetoric in
1996.

There is also a constant drumbeat of anti-NAFTA discourse
emanating from established anti-NAFTA groups. These include
the AFL-CIO, organizations established under the aegis of Ralph
Nader, unreconciled environmental organizations, left-leaning
think tanks complemented in this task by the ultranationalist
right wing of the Republican Party, and, of course, Ross Perot
and his supporters. Most of this material is not just anti-NAFTA,
but against free (or, if one prefers another word, open) trade.
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Most of the material with which the public is bombarded is
therefore one-sided advocacy. Just about all of it is partial. The
automobile producers love NAFTA, the unions in this industry
despise it, and their respective press releases and publications
reflect these positions. Groups that have always opposed NAFTA
tell us that the Mexican side of the border is just as polluted,
maybe ever more 0, as when NAFTA went into effect on Janu-
ary 1,1994;! at the same time, those who have always supported
NAFTA inform us about all the institutions that did not exist
before that are now working on border environmental problems.

Newspapers and television talk shows, in their zeal to dem-
onstrate impartiality, carry op-ed columns and talking heads
from the extremes—rabidly anti-NAFTA (and anti-imports from
just about anywhere) partisans arguing with those who see no
fault in the way NAFTA is functioning. The “silent majority,”
those who see merit in the NAFTA concept but who are also crit-
ical of some features of the agreement, is less well represented.

It is not surprising, therefore, that the public that truly
wishes information about the agreement is pretty well fed up
with discussions of NAFTA. Non-experts and those not directly
involved in the economic interchange with Mexico—those not
competing with imports from Mexico and not profiting from
exports to Mexico—have not been well informed about how the
agreement is working. Instead, they are subjected to sound bites
and isolated anecdotes generalized as inevitable verities. The
purpose of this progress report is to fill in some of the gaps in
the information regularly distributed to the public.

Fair-minded analysts—those who support the idea of greater
economic integration between the United States and its two land
neighbors, as I do, and those who oppose it—must admit that it
is too early to make any definitive judgment about NAFTA's
effects.2 Why then am I writing now? I do this with diffidence
because it will take time, ten years or more, before we know how
the countries have adapted and restructured their economies to
their growing economic integration. Mexico suffered the most
severe economic decline in any year of its modern history in
1995 and this has overwhelmed all other short-term effects,
including those of NAFTA.

My purpose is to put NAFTA into its proper context. The
views of financially interested parties are largely caricatures. So
are many of the one-sided government studies written by per-
sons who are not free agents. NAFTA cannot be assessed by
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looking at one year’s trade data, as both supporters and oppo-
nents do. NAFTA, in this view, was good for the United States in
1994 because the country had a bilateral trade surplus with Mex-
ico, but bad in 1995 when the surplus turned into a deficit. Crass
mercantilism of this nature should have gone out of fashion with
Adam Smith some 220 years ago.

Even more sharply, assessing the effects of the agreement by
looking at annual and even monthly trade balances—which side
is ahead because its bilateral exports of the moment exceed its
imports—borders on deception. Temporary trade balance mea-
surements between two countries in a global trading system tell
us very little. Honest commercial interchange is not between
winners and losers. Who gets the better of the deal, the realtors
who have money inflow when they sell homes, or the home buy-
ers who must lay out money? Who's ahead, the grocer or the
shopper? Whose welfare should we measure when Mexican
tomatoes capture a larger share of the U.S. market—the Florida
growers or the U.S. consumers?

While NAFTA is an agreement among three countries, what
follows will focus on the U.S.-Mexico situation. The Canada-U.S.
trade relationship has its specific conflicts, sometimes quite bit-
ter, but the overall situation is not basically contentious.® The
Canada-U.S. Free Trade Agreement, which went into effect in
1989, sailed through the congressional approval process with lit-
tle discussion and even less controversy. By contrast, what was
probably the most contentious national and congressional trade
debate since the Smoot-Hawley tariff measures of 1930 erupted
over free trade with Mexico. Trade integration with Mexico rep-
resented something new because of Mexico’s status as a devel-
oping country and one right on the U.S. border. The agreement
with Canada was also groundbreaking for U.S. trade policy, but
was traditional at its core because Canada is a highly developed
economy.

What follows will try to be reasonably comprehensive—
without being prolix or too technical about the agreement’s pro-
visions or too theoretical in the economic analysis—in assessing
the operation of NAFTA thus far. It would have been preferable
to wait a number of years before reaching conclusions about
NAFTA, but the political contention over the agreement pre-
cludes endless patience.

This progress report begins by setting forth the criteria by
which an economic integration agreement of this nature should
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be assessed. The economic-political-social situation in Mexico
will be described because this is necessary to understanding the
functioning of the agreement. The bulk of the discussion will
deal with developments in specific fields—trade, investment,
finance, and the development of internal and cooperative insti-
tutions spawned by the combination of the internal situation in
Mexico and the requirements of NAFTA.



