Winners and losers:
readjustment
mechanisms in an NAFTA

he Canadian, U.S. and Mexican

co-conveners decided at the

close of the December meeting
of the North American Institute
(NAMI) held in Santa Fe, New
Mexico in December 1990, that the
topic of the next meeting should be
“Winners and Losers: Readjustment
Mechanisms in a North American
Free Trade Agreement.”

The topic was particularly timely
because there appears to be every
likelihood that the United States and
Mexico, joined perhaps by Canada,
will soon complete a North American
Free Trade Agreement.

As the time drew near for
NAMI's scheduled meeting on
“Readjustment Mechanisms”, held in
Monterrey, Mexico on the weekend of
May 17-19, 1991, debate in Congress
on “fast-track” authority grew more
heated. Only last minute assurances
from the White House that the
interests of American workers would
be protected and that environmental
concerns would be adequately
addressed during the free trade
negotiations succeeded in overcoming
a concerted drive by organized labor
and environmentalists to deny the
President the negotiating authority he
required. Had Congress voted not to
grant that negotiating authority,
NAMI would have been discussing
not the “Readjustment Mechanisms”
but the short and long term

implications of the failure of free
trade in North America.

The goal of the NAMI meeting in
Monterrey was to consider the likely
positive and negative effects of a
North American Free Trade
Agreement on the three countries of
North America and to suggest some
national or tri-national adjustment
policies and mechanisms that might
alleviate the more adverse
consequences of such an agreement.

Forming the basis for the
discussions were papers representing
the views of several experts from the
three countries. The papers
maintained that the overall impact of
a free trade agreement wouid be
positive and that, while there were
likely to be sectoral dislocations and
adverse consequences, these would
be limited and difficult to *

distinguish from those caused by other
factors.

Furthermore, new jobs would be
created by a North American trade
pact. This does not do away with the
need for adjustment policies that
would ease the transition to a freer
trade environment and assure the
political support required to sccure
legislative approval of a free trade
agreement.

Economists and other experts
underscored the importance of
anticipating the adverse impacts of a
free trade pact by, among other things,
consulting with leaders from various
economic sectors, and preparing
policies to provide relief for injured
parties. A Canadian speaker pointed
out that all three countries of North
America need to re-train and upgrade
their labor forces. In a sense, he said,
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the entire industrialized world faces
an enormous adjustment problem.

A Canadian government trade
expert predicted that we would soon
see more active government labor
market policies. Taking a phrase from
de Grandpré Commission, he said
that these policies, rather than
providing a safety net, would serve as
a trampoline to launch dislocated
workers back into the economy.

Adrian Lajous of Mexico
expressed his concern that the title of
the NAMI meeting suggested that
adjustment polices would be an
integral part of the U.S.-Mexico free
trade talks. If this was true, it implied
that injury to a particular economic
sector because of freer trade would be
grounds to reimpose protectionist
measures. Readjustment mechanisms
should not be part of the agreement
because it would be impossible to
know what injury was due to a free
trade agreement and what was due to
cyclical economic changes or simply
bad management.

Several participants emphasized
the need to recognize the political
dimension of a free trade agreement.
Failure to respond effectively to
political opposition from
constituencies that felt threatened by
freer trade might doom the
negotiating process or at the least
cause short-term political problems.

What can be done about
economic sectors that might be hurt
by the FTA? One suggestion was the
use of existing trade laws to ease the
pain, or finding money for adjustment
assistance and retraining of workers.

U.S. economists agreed that trade
liberalization would bring general
benefits to both the United States and
Mexico but that economic models
cannot capture all the important
interactions that flow from freer trade.
In Canada, changes attributable to the
free trade agreement have been dwarfed
by much larger changes resulting from
monetary and fiscal policies.

The need for better policy
coordination between the three
countries was stressed as a way to
avoid the shock from sudden policy
shifts, as with interest rate changes. A
free trade agreement between the
United States and Mexico could be a
stepping stone to a better North
American environment, increased
productivity and competitiveness in
the United States, and more rapid
growth and economic development in
Mexico.

One American professor said,
“Free trade and the symbolic
commitment it represents on both
sides to an open exchange of views
and ideas, as well as goods, are too
important an opportunity to squander
in pursuit of the perfect multi-
dimensional accord.”

A recurring theme in the
discussion was the need to view a
North American free trade agreement
as not and end in itself, but the
beginning of a restructuring of the
North American economic space. The
central mission of NAMI is to explore
policy devices for better management
of the continent in all its relationships,
and free trade is only one of these.
Echoing this notion, the need was
stressed for new international
institutions to help the three countries
cooperate more effectively in the
management of scarce and fragile
resources in their border regions.

It was pointed out that a mix of
national objectives exist and that a
North American Free Trade
Agreement is not the end, but only the
start, of a process. All three countries
are adjusting and restructuring in
response to new and global economic
challenges. The consensus within the
group was that adjustment policies
need to stress retraining of workers
rather than subsidies to the
unemployed; in other words, a
trampoiine, rather than a safety net.

A tri-national mechanism was

suggested, an advisory body to study

economic adjustment issues and other
North American problems. The
question of adjustments is more of a
political question than an economic
one, it was added, “a question of
building on the sensitivities of our
neighborhood, learning more about
one another, and learning more about
what we need to do for one another.”

Three possible themes for future
NAMI meetings were discussed. One
would be the issue of competitiveness
in terms of managing the
environment; another would be the
role of education in competitiveness;
and a third would be the question of
populations and population mobility.
These topics are sensitive, both
politically and culturally, but NAMI
needs to address these kinds of
questions and to develop new insights
for managing the North American
continent. Following the Monterrey
meeting, the three national
co-conveners approved a joint
statement.

At its meeting in Monterrey, Mexico,
on May 17-19, 1991, the North
American Institute (NAMI) proposed
that Canada, the United States and
Mexico establish a Tri-National
Advisory Commission to facilitate the
economic and social adjustments that
will be required by a North American
Free Trade Agreement.
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As negotiations for a North
American Free Trade Agreement
continue, the issue of adjustments
to ease the transition for workers
and certain industries in seen
somewhat differently in Canada,
the United States, and Mexico.
Concerns about adjustment,
coupled with environmental
standards, were raised forcefully in
the United States during the
congressional debates over
granting the President fast track
authority to negotiate a free trade
pact. In Canada, overall support
for a North American Free Trade
Agreement is weak, whereas in
Mexico high expectations have
been raised. At its meeting in
Monterrey, the North American
Institute reached the following
conclusions on adjustment:

1. We are neighbors facing a
common challenge of
competitiveness, with our
collective eye on Europe and
Japan. While there is a mix of
national objectives, we share the
goal of increasing savings and
investment along with real wage
growth.

2. A North American Free Trade
Agreement is not a trade fortress
among blocs, but serves as a
regional halfway house looking
toward further trade liberalization
under the GATT.

3. A North American Free Trade
Agreement is not an end in itself
but plays a catalytic role,
providing an opportunity to
intensify a range of relationships
in order to better manage the
continent through sustained
consultation and coordination.
The symbolism of this is
powerful and future-oriented.

4. We are in a dynamic situation,
offering the possibility to create
something new that will be more
than the sum of its parts. There
will be winners and losers in a

North American Free Trade
Agreecment, but the overall
benefits from expanding trade are
compelling: this is not a zero
sum game.

A North American Free Trade

Agreement provides the context

for much more systematic

attention to managing change in
our three countries, all of which
are undergoing restructuring
anyway. For Mexico it was the

1986 decision to join GATT and

the wrenching developments

that have subsequently taken
place. For Canada, it was to

accept the challenge of the U.S.

market in order to transcend its

traditional role as a resource
economy. And for the United

States, it was coming to grips

with a reduced, if still powerful

role in an increasingly
competitive world.

There are four principal arenas for

adjusting to change:

@ The North American Free
Trade Agreement itself should
provide for a long phasing-in
period to protect hard-hit-
sectors and labor, principally
by secking to avoid sudden
shocks, but in no way to build
in protectionism.

© All three countries should
make a commitment to higher
standards of environmental
protection and wages; there
must be no “leveling down” in
a three-way trade agreement,
although adjustment will take
time.

@ The process of obtaining
broad political support for a
North American Free Trade
Agreement from a public
worried about change (the
United States), skeptical of
free trade (Canada), or
underestimating the lead
time to create benefits
(Mexico), should emphasize

the future. Adjustment, in the
image of Canada’s de
Grandpré Royal Commission,
should “not be a safety net, but
a trampoline,” which means

. retraining rather than
short-term benefits.

@ Upgrading the quality of our
workforce and management
is an imperative shared by
all three countries, because
this is at the heart of
increased competitiveness,
which is the common goal
and rationale for a North
American Free Trade
Agreement. Education is
therefore the keystone of
adjustment, and the
commitment must be
ongoing and permanent in
Canada, the United States
and Mexico.

The new regionalism is

predicated on awareness of

our continental neighborhood.

We recognized that

restructuring is going on in

conjunction with the
adjustment measures made
necessary by, but also inspired
by, the free trade agreement. All
aspects of adjustment should
be managed with a view to
meeting our common challenge
to be more competitive. NAMI
therefore recommends the
establishment of a Tri-National

Advisory Commission on

Adjustment. This commission

will be in charge of enhancing

the public debate as to the
various ways in which trade
and investment in our three
countries can contribute to our
total prosperity, and in which
the process of adjustment can be
advanced to gain higher labor
standards, better environmental
protection, education for
enhanced competitiveness, and
heightened productivity.
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It all depends on your point of view.
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