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Foreword

This paper consists of chapters written by four separate authors: Bruce Campbell of the
Canadian Centre for Policy Alternatives, Andrew Jackson of the Canadian Labour Congress,
Mehrene Larudee of Williams College and Teresa Guttierrez Haces of the National Autonomous
University of Mexico. Bruce Campbell coordinated its preparation. The four chapters assess the
labour market effects of the signing and initial implementation of NAFTA, the North American Free
Trade Agreement, from respectively an overall, Canadian, the United States and Mexican
perspective. None is particularly happy with what they see, viewing the operation of NAFTA as
globalization on their own doorstep and in many ways finding it wanting. Many in Canada fear that
labour standards are being pushed down to the United States levels, or else that continuing
devaluation of the Canadian dollar is required in order to compete, and failing either, that the United
States corporations are withdrawing from Canadian plants. In the United States many fear that the
threat of relocation of corporate activities to Mexico is enough to resist higher wage claims and other
union activity. In Mexico the lower wage maquila, export-oriented sector, increasingly sets the tone
for labour relations and wages overall. Furthermore the very initiation of NAFTA may have
prompted investor expectations and subsequent capital inflows into Mexico to an extent that the
authorities could not handle, leading to the 1994/95 peso crisis and devaluation. However, the
authors also note that NAFTA has some protectionist elements in its local content rules which restrict
the activities of third country enterprises. The concept of NAFTA, especially the economic ties
between North America and Mexico was ambitious (and even closer Canada-US economic ties are
also sensitive). Little or no new institutional machinery, only the relatively toothless side agreements
especially on labour, accompanied it. NAFTA’s creation was market driven and it seems it has not
yet acquired consensual backing.

Gek-Boo Ng
Chief
Employment and Labour Market Policies Branch






I. CUFTA/NAFTA and North American labour markets:
A comparative inquiry

1.  Introduction

In its broadest sense, the North American Free Trade Agreement (NAFTA) which
absorbed and replaced the Canada United States Free Trade Agreement (CUFTA), is an
international treaty which serves as a vehicle for advancing and consolidating the neoliberal
restructuring and integration of national economies and states in North America. It provides
a legal framework which embeds the principles of market supremacy and international
competitiveness. As the Canadian head of the OECD said in an interview with the economics
editor of the Toronto Star: “these free trade agreements are designed to ‘force adjustments on
our societies.” Countries, he said, should push the pace of adjustment...by reducing social
benefits that encourage the unemployed to turn down low paying jobs.™*

North American integration is a corporate-driven process. Trade and foreign investment
growth amongst the three countries has far outstripped the growth of the three economies. Fifty
large corporations (mainly US-owned) account for 70 per cent of United States-Canada trade.
(Rugman 1995) This pattern is likely similar for overall NAFTA trade. FDI is even more
concentrated. It should come as no surprise, therefore, that NAFTA and the accompanying
restructuring of the state reflects the strategic interests of transnational capital.

NAFTA’s role and its effects can only be fully understood within a broader policy and
historical context. Moreover, any assessment of its labour market impacts must take into
account the different economic, social, and political structures and institutions in each country
and the strategies and actions of the main actors. These differences help to explain differences
in labour market responses. We will attempt in our analysis to capture these complexities and
contribute to an understanding of CUFTA/NAFTA’s role and effect in the larger constellation
of policies that have induced the “structural adjustment™ of North American labour markets.

The thesis of this paper is that policy (national and international) is a major determinant
of labour market outcomes. Neoliberal policies (of which CUFTA/NAFTA is a cornerstone)
operate in a mutually reinforcing and cumulative way. These policies also interact in a mutually
reinforcing and cumulative way with corporate strategies and with technological changes. Over
time, these have had a generally adverse effect on employment and income conditions of a
majority of working people and their families in all three NAFTA countries. It is our
contention that this is not an unintended consequence of these policies. Underlying these
policies are relations of power and its redistribution: from workers to corporations, from low
and median income to high income earners, from wages to profits, from governments to the
market.

What benchmark date should we use in assessing the Agreements impact. CUFTA
negotiations began officially in 1986, although the Canadian government had publicly declared
its intention to negotiate more than a year earlier. The deal was signed January 1, 1988 and
came into effect on January 1, 1989. The neoliberal reign in Canada dates formally from the

! Cited in D. Crane, Toronto Star, May 3, 1997. Neoliberal thought attributes problems of unemployment, inflation,
economic stagnation, etc. to post-war interference by governments and other actors such as unions in constraining and
distorting self-regulating markets and espouses all forms of market decontrol including trade and investment, labour market,
privatization and public sector downsizing as the solution to these problems.
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Mulroney government in 1984, although it had been gaining ascendance in policy circles for
the previous ten years. The Mulroney government brought in significant privatization and
deregulation measures during its first term of office - the deregulation of the energy, financial,
transportation and foreign investment sectors, the privatization of public airline, oil, aircraft,
telecommunications and satellite companies etc. These measures were then entrenched in
CUFTA, which in turn provided the impetus for further restructuring - for example, in
banking, telecommunications, rail transport - which continued under NAFTA and the
subsequent Liberal government.

Full employment policies were supplanted by “natural rate of unemployment” policies.
Monetary policy cut inflation in half (to under 5 per cent) by the mid-1980s. In the 1988-91
period the monetary screws were tightened even further, squeezing inflation down to under 2
per cent and jacking up unemployment into the 10-12 per cent range, four points above the
United States rate. The federal corporate tax rate was cut in the late 1980s from 36 per cent
to 28 per cent and the top federal income tax bracket was reduced from 35 per cent to 29 per
cent.

The formal benchmark for neoliberal ascendancy in the United States dates from the
Reagan presidency in 1980, although the consensus among policy makers had been building
throughout the 1970s. Paul VVolker preceded Reagan by a year as chair of Federal Reserve and
had already initiated the era of extreme monetary austerity. It was Reagan who in his
presidential campaign first floated the idea of a continental “common market” stretching from
“the Yukon to the Yucatan.” The Reagan Administration launched an aggressive drive to
deregulate, privatize and downsize the United States civilian public sector, particularly social
programmes like unemployment insurance and welfare while massively increasing military
spending. Monetary austerity created a major recession and huge foreign capital inflow, both
with worldwide reverberations. Together with tax cuts, these policies created a huge fiscal
deficit and foreign debt build-up. Reagan also took a hard line against unions inspiring a wave
of corporate and legislative attacks on organized labour. The Reagan government also attacked
the Canadian government’s interventionist orientation, especially its national energy and foreign
investment review policies. The United States monetary policy in large part triggered the 1982
Mexican financial crisis, and then, along with the IMF put together a financial bailout package
which pushed Mexico to alter its economic development path. The structural adjustment
programme contained the basic neoliberal prescription:? investment and trade liberalization,
domestic deregulation and privatization, public sector cutbacks, and inflation controlling
monetary policy and other forms of wage restraint.

Mexico’s structural reforms began in 1983-84. the first stage culminated with GATT
membership in 1986 followed by a dramatic opening of the Mexican economy - lowering of
tariffs and non-tariff restrictions on trade, and loosening of foreign investment rules. The
Salinas regime (1988-94) accelerated these policy changes and in 1990 entered into NAFTA
negotiations with the United States (which Canada subsequently joined) to consolidate and lock-
in the transformation of the Mexican economy. NAFTA was signed on December 17, 1992
and, after the negotiation of the labour and environment side-accords demanded by incoming
the United States President Clinton, was ratified and came into effect January 1, 1994. Almost
a year later, triggered by massive capital flight, Mexico was engulfed in a severe financial and
economic crisis.

2 This policy package later came to be known as the Washington consensus, denoting the like-minded thinking of the United
States policy establishment, and officials from Washington-based international financial institutions and private banks.
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In summary, the key benchmarks in the history of neoliberal restructuring and integration
(depending on the country) are: 1980, 1982, 1984, 1986, 1989 and 1994. The periods of
economic recession for the United States were 1981-82 and 1991-92. Canada’s slumps were
roughly coincident with the United States, though deeper and longer during the 1990s. For
Mexico the deepest periods of economic crisis were 1982-88 and 1995-96. The transformation
in Mexico has been deeper and the crises much more severe and prolonged than the United
States or Canada.

Reforms (including NAFTA) have been supported by a consensus of elites in all three
countries, though they have met with widespread resistance amongst the general population.
For example, it is unlikely that neither CUFTA in Canada nor NAFTA in the United States
would have survived a referendum. The Salinas government sold NAFTA to the Mexican
people as their ticket to first world-style prosperity, stifling critical political debate on its
merits.

Once in place NAFTA serves as what Grinspun and Krecklewich (1994) call an external
conditioning framework, limiting the range of political choices and enabling the implementation
of unpopular measures. For example, major social programme cuts undertaken as part of the
“war on the deficit” in Canada were rationalized with: “there is no alternative in this era of
free trade and globalization.” The choice of policy measures to deal with the peso crisis were
similarly justified.

It should also be kept in mind that CUFTA/NAFTA is an agreement in progress. Many
of its provisions are being phased in over time (10 years in the case of CUFTA and 15 years
in the case of NAFTA.) It mandates a large number negotiations on a variety of areas from
government procurement, to standards harmonization and common subsidies rules. It provides
the legal architecture which locks in subsequent neoliberal restructuring by the NAFTA
countries, and of course prevents backsliding.

2.  Key provisions of NAFTA affecting labour markets

NAFTA like its predecessor the CUFTA, is a complex set of documents comprising a
text of more than 1000 pages and even larger volumes of national implementing legislation,
hundreds of pages of tariff schedules, statements of administrative intent, regulations, a long
record of dispute panel rulings, and side-agreements on labour and environment.

NAFTA removes tariffs and other non-tariff barriers on all goods and services impeding
governments ability to protect strategic or vulnerable sectors from import competition. It also
prevents governments from granting conditional exemptions from tariffs or duty remissions to
foreign transnationals as a way of strengthening domestic productive capacity and employment.

Although the two are interrelated, NAFTA’s most important provisions apply to
investment, not trade, liberalization. It entrenches a set of rules protecting private property
rights of investors (corporations, banks, mutual funds etc.) and their investments. Virtually all
types of ownership interests, financial or non-financial, direct or indirect, actual or potential,
are covered. It liberalizes investment, enhancing its ability to operate free of non-commercial
considerations. Codification of these provisions in treaty reduces the risk of a future
government unilaterally imposing new conditions or regulations on their investments. The
reduction of investment risks is central, enabling for example, transnational corporations to
locate production more and more on the basis of cost considerations - labour, taxes, transport,
infrastructure etc. free from “non-market” or political, impediments. It enables portfolio or
money market managers to freely transfer assets and income into and out of member countries.

The very broad national treatment provisions of NAFTA oblige each member country to
treat foreign investors exactly the same as it treats its own national investors regardless of their
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contribution to the national economy. They create the impetus for powerful alliances between
foreign and domestically-owned businesses since any policy to regulate foreign capital will have
to be applied equally to national capital. Their combined power to promote further deregulation
and resist new regulation is greatly enhanced. Moreover, they remove important industrial
policy tools such as subsidies to domestic high-tech firms with stronger linkages effects to the
economy than foreign firms have.

It prevents governments from imposing a wide array of performance requirements (from
local sourcing and product mandating to trade balancing and technology transfer), tools which
have attempted to channel foreign investment to strengthen national industrial capacity and
create jobs. It formally maintains, though in vestigial form, Canada’s and Mexico’s foreign
investment screening mechanisms, designed to ensure, with the help of performance
requirements, that potential benefits from foreign investment, including job creation, were in
fact realized. (It also entrenches the United States *“national security” foreign investment
prohibitions.)

NAFTA prevents governments from regulating the outflow as well as the inflow of
capital. It prevents governments from placing any restrictions on the transfer within the region
or outside by any investor at market currency exchange rates, any kind of financial transfer
including profits, dividends, royalties, fees, proceeds of sale of an investment, payments on
loans to subsidiaries. It also prevents governments from restricting the transfer of physical
assets including technological assets. There is a partial exception which allows governments
experiencing balance of payment difficulties to impose limited trade and financial controls
(excluding investment transfers such as profits and dividends), but only after consulting with
the IMF and adopting only those measures which the IMF prescribes. Finally, NAFTA
provides comprehensive intellectual property protection (patent, copyright, trademark etc.) for
corporations’ technology.

NAFTA guarantees investors the right to prompt compensation at “fair market value” for
expropriations or measures which are seen to be “tantamount to expropriation”- a vague term
for measures which are seen in some way to impair commercial benefits, including any future
benefits which might be expected. Claims under these provisions may be adjudicated through
various dispute panels, including an international tribunal at which corporations can directly
challenge government measures.

It limits the ability of public or state-owned enterprises to operate in ways that are
inconsistent with commercial practice and in any way impair benefits expected by private
investors of the other countries. This clearly affects the ability of public enterprises to pursue
public policy goals that may override commercial goals. It also limits the ability of future
governments to re-regulate or re-nationalize once they have been deregulated or privatized (for
example as has occurred in airlines, telecommunications, electrical utilities, transportation and
energy sectors.) Thus, NAFTA has a built-in bias in favour of the private over the public
sector, one which compresses the public space, ratchet-like, locking in every subsequent
privatization or deregulation. Finally, NAFTA provides the legal framework for greater private
(foreign and hence domestic) penetration into traditionally public areas, notably health care and
education.

NAFTA facilitates and accelerates the realization of a privatized, continentalized
transportation/communication infrastructure. It facilitates the development of high speed
transportation systems that greatly reduce time and costs to the major consumer markets,
important factors in industrial location decisions. It contains provisions which facilitate border-
crossing for trucks the conduit for almost three-quarters of NAFTA trade. (Although the United
States has thus far delayed the implementation of key trucking provisions.) Various north-south
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highway and rail corridors from Mexico through to Canada are in the process of being
constructed or expanded. NAFTA also provides the legal framework for a continentalized
telecommunications infrastructure which Mexico and Canada have moved closer to reality in
subsequent deregulation/privatization measures.

Finally, NAFTA enables investors to challenge directly (if they do not wish to go through
a national government) governments measures at all levels through an international investor-
state dispute tribunal which they claim violate their rights. This further reinforces the bias of
private sector interests over public policy considerations, putting a chill on any policy or
regulation that might be perceived as infringement on investor rights.

3. The North American Agreement on Labour Cooperation (NAALC)

The NAFTA labour side agreement was finalized in September 1993, nine months after
the NAFTA was negotiated. It came into being in response to warnings by the United States
critics that NAFTA would facilitate the Mexican government’s low wage foreign investment-
led development strategy - in part by repressing fundamental labour rights - and thereby
accelerate the loss of the United States jobs and incomes. This position was supported by
incoming the United States president Bill Clinton who, as candidate, expressed concerns that
transnational corporations could take advantage of “their ability to move money, management
and production away from a high wage country to a low wage country. We could also lose
income because those companies which stay at home can use the threat of moving to depress
wages as many do today...if you look at the experience of the maquiladora plants...there is
certainly cause for concern.” (Clinton 1992, cited Levinson 1996.)

The inclusion of an agreement on labour rights as part of NAFTA was indeed an historic
precedent, with signatories for the first time in an international trade agreement, acknowledging
the link between the exchange of goods and services and the people who produce them; and
promising to enforce their own labour laws and promote the 12 labour rights identified.

However the NAALC itself the fell short of critics’ expectations. Its prime weakness -
inadequate enforcement - stands in stark contrast to the strong enforcement of protections
accorded to investors [see Stanford et. al. 1993, Robinson 1993, Levinson 1996, Bolle 1997].
It dealt only with non-enforcement of existing national laws, failing to address problems caused
by the absence of laws or regulations. Most important, it did not provide effective means for
changing the Mexican record of not enforcing it own labour law, or of changing the propensity
of the United States and Canadian governments to weaken their labour laws to attract
investment. Neither the National Administrative Organizations (NAOs) housed in each
country’s labour department, nor the NAALC Council of (Labour) Ministers, nor the NAALC
Secretariat, were given sufficient independence or investigatory power to function effectively.
Finally, Canadian provinces, which have primary jurisdiction over labour law (90 per cent the
work force) were not covered under the NAALC. Thus, only if a sufficient number of
provinces agree (as determined by a complex threshold formula) will the NAALC review and
enforcement apply to Canada. To date just three provinces have signed on making it only
partially in force.

NAALC created three groups of labour rights. Group Il rights - workplace health and
safety, and illness protection, protections for children and youth, minimum wages-have
penalties for violation determined by an arbitration panel only after a lengthy (more than two
years) dispute process. The monetary penalties themselves, the equivalent of 0.007 per cent of
the value of one year goods trade between the Parties, were seen by many as insufficient.

Group 11 rights - the prohibition of forced labour, minimum employment standards
pertaining to overtime, employment discrimination, gender pay equity, workers compensation,
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protection of migrant workers - contain no penalties for violation, only review and
consultation among the NAOs, the Secretariat and the Ministerial Council and evaluation by
outside committee of experts (ECE).

Group | rights - the right to associate, to organize, to bargain collectively and the right
to strike, are subject only to NAO review and ministerial consultation. No penalties are
provided for violation of these fundamental rights. Allegations of violations cannot even be
evaluated by a committee of outside experts. Thus NAALC provides a limited set of penalties
for a limited group of rights.

To date (June 1997) there have been 9 complaints filed with the NAOs. Two were
combined in a single submission and one was withdrawn before hearings were held. All but
one have been filed with the United States NAO. All but one alleged non-enforcement
violations in Mexico. All but one pertained to one labour right, the right to organize (i.e.
intimidation and firing of workers attempting to join independent unions.) As such, no
complaint has gone beyond the NAO review and ministerial consultation stage. Only the most
recent complaint, involving pregnancy testing, has the possibility of going to the next stage,
independent expert committee evaluation (ECE).

The single complaint filed with the Mexican NAO was against Sprint (February 1995)
for closing down a San Francisco telemarketing facility that workers were attempting to
organize. The Mexican NAO requested ministerial consultations. One of the outcomes of the
consultation was a report by the NAALC Secretariat on Plant Closings and Labor Rights (June
1997) which found that anti-union tactics were widespread in the United States. Another was
a United States National Labor Relations Board ruling that the closing was motivated by anti-
union bias and an order to the company to rehire the affected workers and compensate them
for lost wages. The case is now being appealed by Sprint in the United States courts.

The first two petitions (February 1994) were filed as one by the Teamsters against
Honeywell and the United Electrical Workers (UE) against General Electric alleging that the
United States companies had dismissed workers for trying to organize an independent union,
and that the Mexican government had failed to enforce its laws protecting the right to organize.
The United States NAO report did not recommend ministerial consultations concluding that it
was not able to make a decision as to whether or not the Mexican government was enforcing
its own laws in part because the Mexican government itself had not made a judgment on the
allegation of the employees. Instead it recommended a series of trinational workshops to
promote discussion regarding freedom of association and the right to organize.

In the Sony case, (August 1994) the International Labor Rights Fund along with three
other US and Mexican groups alleged that the company fired workers who tried to organize
an independent union at five Sony-owned maquiladora plants. An allegedly rigged election
conducted by the official union, the CTM, in collusion with the company subsequently
reconfirmed the government union despite worker protests. A second attempt to form an
independent union also failed when the government’s Conciliation and Arbitration Board, on
which members of the government, the corporations and the CTM sit - all with a vested interest
in keeping out independent unions - refused to register the union.

The United States National Administrative Office found in its report that Sony had in fact
intimidated the workers for trying to organize an independent union and agreed that the
workers were gravely hampered by the registration procedure in setting up an independent
union. The NAO recommended consultations among the United States and Mexican Labour
Ministers. Ensuing consultations resulted in workshops, conferences and reports on union
registration.
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The long standing practice of blocking the formation of independent unions through its
conciliation and arbitration boards was not altered by the NAALC review. No workers have
been rehired as a direct result of this complaint.

The Pesca Union complaint (June 1996) alleged that the union which represented the
Mexican Fisheries Ministry workers was improperly deregistered in the wake of a government
reorganization, and recognition was granted to a rival union. Complainants alleged that
members of the arbitration board were in a conflict of interest, violating ILO Convention 87.
Studies, reports and ministerial consultations ensued.

In October 1996 a complaint was launched after a Mexican arbitration board allegedly
denied union registration to workers at Maxi-Switch (a computer keyboard maker) after the
company fired 400 workers for trying to organize an affiliate to an independent union and
break the “contract of protection” with the official government-sponsored union. However, the
complaint was withdrawn after the board reversed its decision and registered the independent
union, one of the complainants. Some have seen this outcome as a the result of the publicity
brought to bear on Mexican labour practices through the NAALC process. However, the
company subsequently closed and reopened under a different name with the government union
(CTM) once again the registered union in the plant.

The most recent complaint (May 1997) was brought by three United States and Mexican
human rights groups alleging “a pattern of widespread state tolerated sex discrimination
against prospective and actual female workers in the maquiladora sector..” Specifically, it
involved mandatory pregnancy testing and denial or withdrawal of employment to those who
test positive, thereby avoiding payment of the legal three-month maternity benefit. The United
States NAO, as of June 1997, was still reviewing the case.

Despite the dismissal of NAALC as ineffectual by many critics, others argue that their
criticism stems from unrealistic expectations about what was achievable and how it could be
used. Compa (1997) and Herzenberg (1997) conclude that while common enforceable norms
would have been desirable, the reality of wide income disparities and the overwhelming
domination of one NAFTA partner, made effective enforcement of domestic law the more
practical goal. They emphasize the importance of NAALC as a forum for subjecting countries’
labour law to the glare of public scrutiny, as well as its value in stimulating communication,
information exchange and building solidarity among labour rights advocates particularly
between Mexico and the United States. (Canadian activists have not as yet become as engaged
in NAALC.) They emphasize that its potential capabilities have not been sufficiently tested
thus far and point out that the Secretariat and other institutional structures are still in their
formative stage.

Herzenberg argues that “labour advocates’ inability to use the NAFTA side-agreement
to reverse specific worker rights violations should be neither surprising nor a primary basis for
judging [its] usefulness. Effective use of the side agreement must be understood as part of
broader organizing and political mobilization to challenge the ideological dominance of
neoliberalism and gain the power to replace it with an alternative development model.” [p.6]

4.  NAFTA mechanisms which affect employment, incomes and standards

NAFTA in essence codifies a shift in the balance of power in favour of capital and away
from governments (the kind that intervene in markets) and labour. By weakening public policy
instruments and labour’s power at the bargaining table it increases the pressure to level down
employment conditions, wages and standards. These changes are being observed globally and
as such are key elements of the process of globalization. NAFTA is not a separate
phenomenon, but rather the concrete expression of globalization on the North American
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continent. Thus, when the ILO Director General said several years ago that globalization is
eroding government policy instruments “which have such a decisive impact on the level and
quality of employment and on domestic policies for social progress.” (ILO, 1994:90-94) he
could just as easily have substituted NAFTA which is, in effect, continental globalization.

It should be reiterated, however, that national social, political and economic institutions
and structures differ from nation to nation as do the strategies of key actors. Therefore,
national responses to NAFTA pressures like the response to broader globalization pressures,
can be also expected to differ. We identify the following mechanisms associated with NAFTA-
style integration.

4.1 Competitive pressure among corporations: The concurrent deregulation and
integration of the continental economy driven by expanding trade and foreign investment,
intensifies competition not only among transnational corporations themselves, but also among
national companies in trade-sensitive industries. As national markets with different costs and
regulatory structures come into closer contact with each other, the pressure to cut costs and
restructure through mergers and takeovers, downsizing, closures, relocations etc., increases.

In Canada, the largest wave of corporate restructuring occurred during 1989-1993.
Although comprehensive statistics on plant layoffs and closures are not available for the
country as a whole, Ontario, which contains 40 per cent of Canada’s manufacturing capacity
reported between January 1989 and August 1993, 452 permanent closures of major
manufacturing facilities. Almost half of these plant closures were by foreign-owned (mainly
US) companies. Significantly, 65 per cent of all layoffs during this period were the result of
permanent as opposed to temporary, closures, compared to the 1981-82 recession where only
25 per cent of the layoffs were the result of permanent closures.

Increased competition also intensifies the pressure amongst employers to demand worker
concessions - wages, benefits, conditions of work - as well as tax, spending and regulatory
concessions from governments, especially programmes such as unemployment insurance which
strengthen the bargaining power of workers. Finally, it increases the pressure (to the extent that
technology permits) to lower costs through production and work reorganization - increasing the
use of part-time, temporary and contract workers, and out-sourcing to non-union firms in low
wage jurisdictions.

4.2 Immobile labour-mobile capital: Labour’s bargaining power is disadvantaged
under NAFTA-style integration because with the exception of a few elite categories (business
executives, entrepreneurs and certain professional and technical categories), workers are legally
confined by national borders. Culturally, workers are bound to their communities and internal
migration let alone immigration, occurs only in exceptional circumstances.

Capital on the other hand, inherently footloose, can move much more effortlessly under
its new regime, or threaten to move if labour does not make concessions. There is much
anecdotal reporting from both unions and employers and survey research providing evidence
of this kind of pressure.

For example, a Wall Street Journal survey of 455 senior corporate executives (September
24 1992) taken just after the NAFTA was initialled, found that 25 per cent would use NAFTA
to bargain down wages and 40 per cent would move at least part of their companies’ production
to Mexico as result of NAFTA.

A 1997 study for the North American Commission on Labour Cooperation (NAALC) by
Cornell University researcher Kate Bronfenbrenner, found that “NAFTA has created a climate
that has emboldened employers to more aggressively threaten to close or actually close their
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plants to avoid unionization.” Her study of 500 organizing drives and 100 first contract
campaigns in the United States found that in manufacturing and transportation sectors, 62 per
cent of employers threatened to close and move all or part of their operations instead of
negotiating with the union; 10 per cent explicitly threatened to relocate to Mexico and many
more implied as much. Where such threats were made, companies were substantially more
successful in keeping out unions than where they were not made. (see also Larudee, 1997, in
this volume). Since unionized workplaces in the United States and Canada pay their employees
20 per cent to 30 per cent more on average than non-unionized workplaces, it is clear that this
having a depressing effect on wages.

4.3 Competitive pressure on governments and regulatory structures: NAFTA, by
opening national economies intensifies pressure on hundreds of national and sub national
governments to compete with each other to maintain and attract investment by increasing
subsidies (most of which remain legal under NAFTA) and lowering regulations and standards.
There are no common rules governing acceptable and unacceptable subsidies or limiting
subsidy wars among governments, and only ineffective protections limiting competitive bidding
down of labour and environmental regulations to the lowest common denominator. Policy
levers such as performance requirements and tariffs which served as sticks to nudge capital to
behave in accordance with public policy priorities and discourage capital outflows, have been
removed and only carrots remain. Thus, the need to attract investment creates dual stresses:
downward pressure on regulations and standards and increased pressure on existing fiscal
resources.

This reality is not disputed in official circles. In fact at times it is used to justify specific
measures to downgrade regulatory structures (whether or not objectively valid) contrary to
commitments made by governments prior to NAFTA. NAFTA provides the external
conditioning framework which allows policy-makers to claim there is no alternative in the new
economic reality.

For example, a 1996 report by the Canadian government on key issues facing Canada to
the year 2005 noted, “As we become more integrated with the United States the efficiency of
our regulatory framework...will take on greater importance in corporate decision-making
increasing pressure to harmonize with the United States...[For example] labour laws and
policies in Canada tend to impose a higher regulatory cost on employers and reduce the
flexibility and dynamism of labour markets in Canada relative to those in the United States
according to the report, what specifically puts Canada at a disadvantage? “Minimum wages
tend to be higher and hours of work and overtime regulations tend to be more restrictive,
advance notice and severance rules tend to be more stringent and domestic labour laws are
more conducive to the formation and retention of unions.”

The social safety net is under the same pressure according to the government’s report.
“The basic affordability of the system and the benefits payment regime... has a direct
consequence on competitiveness...By raising the cost of labour as a productive input such
programmes can either drive jobs south or encourage further substitution of capital for
labour.””

The government has already taken this advice to heart. Public spending cuts, which
accelerated after 1989, moved into high gear under the Liberal government whose “war on the
deficit” reduced federal programme spending by one-third in relation to GDP during 1995-97.

% Canada 2005: Global Challenges and Opportunities, Privy Council Office, Feb. 25, 1997, cited D. Crane, Toronto Star,
May 4, 1997: C2.
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Programme spending by all governments was cut from 40 per cent of GDP in 1992 to 35 per
cent of GDP in 1996. Among the most prominent cuts have been those to unemployment
insurance, most of which occurred under the current government - after 1993. As a result, the
proportion of the unemployed eligible to collect unemployment insurance dropped from 89 per
cent in July 1990 to 43 per cent as of July 1997 and is expected to fall to one-third once the
reforms have been fully implemented (CCPA/CHOICES 1998). In an environment of high
unemployment the impact of such measures on wage demands is obvious.

4.4 Pressure on fiscal capacity: The competitive drive to attract and maintain
investment increases the pressure to reduce taxes and increase subsidies to capital. The resulting
fiscal pressure tends to crowd out social spending: from unemployment and disability
insurance, welfare and pensions, to education, training and health care. The pressure to
compress workers’ wages and reduce their purchasing power also weakens the income and
consumption tax bases. The enhanced ability of elite workers to move or threaten to move,
either to work in other jurisdictions or to transfer their savings puts additional pressure on fiscal
capacity.

Moreover, NAFTA, by enhancing the ability of transnational corporations to internalize
their operations, increases the volume and relative importance of already high levels of intra-
firm trade and accompanying practices of transfer pricing (where prices of imports and exports
are set by managers to show minimum profits in high tax jurisdictions and maximum profits
in low tax areas) and so too the pressure to lower corporate tax levels. (Vernon, 1994.)

4.5 NAFTA and Macro-Economic Policy: NAFTA-style integration and macro-
economic policies are bound together as mutually reinforcing pillars of neoliberal strategy.
Locking in a regime that allows largely unregulated capital flows, the hallmark of NAFTA,
limits macroeconomic policy control especially for the smaller partners. The fiscal pressures
engendered by NAFTA have been outlined above as have the constraints on public spending.

In Canada, competitiveness imperatives under NAFTA also shape monetary policy
priorities, especially the need for wage control. (The rationale for tighter monetary policy is
that the “natural rate” of unemployment - the rate at which inflation is triggered - is higher
than in the United States due to larger labour market impediments: more generous social
benefits, stronger unions etc.) Competitiveness priorities in a NAFTA environment require
disciplining labour through unemployment-induced monetary policy in the short term, and in
the longer term, harmonizing the natural rate of unemployment with that in the United States
through cutbacks to social benefits, weakening labour standards and other removing
impediments to a competitive labour market.

Moreover, severe monetary tightening during 1988-91, by depressing domestic demand,
forced business to turn to the more buoyant US economy thereby hastening the desired
assimilation of the Canadian economy with its larger partner. The resulting rise in the Canadian
dollar added to the pressure on import-competing industries to adjust to the new reality or close
down.

Similarly, the interplay of macro-policy and NAFTA was evident during the 1994-95
Mexican financial crisis (see also Larudee in this volume). The Mexican growth and structural
adjustment strategy depended on attracting sustained inflows of foreign investment. These flows
had stalled in the late 1980s despite massive structural adjustment. NAFTA’s role was to
deepen and make permanent the liberalized trade and investment climate and thereby attract
larger and sustained inflows of foreign capital. A central requirement of the strategy was to



11

preserve and enhance its major competitive advantage: low cost labour. This was done with the
help of several domestic policy tools for constraining wages outlined later.

The anticipation of NAFTA raised expectations among foreign investors eager to
participate in a new era of Mexican growth. FDI inflows, the productive capital that the
government was seeking, did increase in the pre and immediate post-NAFTA period (1989-94).
However, three-quarters of the inflows were portfolio and other short-term capital eager to
benefit from expected post-NAFTA boom, and lured by high interest rates on Mexican
government bonds. Only 15 per cent of the inflow was invested in production, and much of
that was invested in export production with weak linkages to the domestic economy. (cited
Dillon,1997, 63). Moreover, NAFTA had removed most industrial policy tools to strengthen
backward linkages from the export sector to the domestic economy.

Foreign mutual funds flooded into the previously closed Mexican stock market which was
now flush with issues of newly privatized state enterprises, sending their values soaring. It also
poured into Mexican government bonds which had been bolstered by a peso-dollar exchange
rate guarantee. The surge of capital into Mexico prompted a huge increase in imports
unmatched by exports, and with it a succession of current account deficits rising to $29 billion
in 1994. It also kept the peso high and stable, a key element of the government’s inflation
control strategy. The high peso and growing external gap reflected the effect of growing import
competition on an already precarious domestic sector.

NAFTA, while putting in place a legal framework conducive to the inflow of foreign
capital, also removed any capacity to control capital outflow. And flow out it did, with
growing magnitude in 1994, nervous in the wake of peasant uprisings and political
assassinations, wary of the ballooning trade gap, and lured out by rising US interest rates.

The fragile underpinnings of the Mexican growth strategy quickly unravelled at the end
of 1994. Within weeks the peso lost nearly half its value and $28 billion fled the country. The
contraction of the economy was deeper than anything Mexico had experienced since the 1930s.
(The consequences for Mexican employment and wages have been detailed by Gutierrez in this
volume.) The peso crisis prompted a quick response by the United States Administration which
put together with the help of the IMF, the World Bank and various central banks, an
unprecedented $50 billion bailout package.

The crisis shattered what has been called the NAFTA effect, the widely held perception
both inside and outside Mexico that the creation of NAFTA-type environments was the way
for countries to embark on a sustained growth path, enabling the prolonged restructuring to
finally bear fruit (see Morales 1997). Despite the collapse of the euphoria around NAFTA, the
official line in Washington and Mexico City denied any connection between the financial crisis
and NAFTA, except to say that without the Agreement the crisis would have been worse.

Both the United States and Mexican governments had much at stake in protecting the
credibility of the NAFTA option. The extension of NAFTA-type arrangements throughout the
hemisphere is the centerpiece of US foreign policy in the area, and a key strategic goal for
corporate America. To acknowledge a connection would be to undermine the credibility of the
NAFTA model as a viable solution to their economic problems.* For its part, politically
destabilized and ever more deeply indebted ($173 billion in 1995), the Mexican government,

4 The Washington Post reporting a speech by the United States Treasury, Secretary Robert Rubin, said “Rubin warned that
because Mexico has been regarded as the star pupil of free market development, its collapse might have prompted officials
throughout the developing world to repudiate the liberal approach US policymakers and academic economists have been
promoting so zealously for the last two decades”, cited in Doug Henwood, Left Business Observer, March 1995.
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dependent on US political and financial support, also denied the link between the crisis and an
Agreement for which it had gambled so much of its political credibility.

The huge financial support package assembled by the United States government stemmed
the haemorrhage and prevented a default on its external debt payments. Observers, citing the
benefits of NAFTA, noted that the collapse of Mexican imports from the United States (and
Canada) during the crisis was proportionately much less than from non NAFTA countries. This
IS not surprising given an export sector that had come to rely so heavily on imported US inputs
and as such, was greatly insulated from internal instability. Mexican exports to the United
States and Canada grew far more than to non-NAFTA countries. The subsequent inflow of
direct investment was also to be expected in light of plummeting labour costs and the new
commitment to deregulate the banking, communications and petrochemical sectors imposed as
a condition of the bailout.

5.  Domestic mechanisms affecting employment, incomes and standards

These mechanisms interact with and reinforce the NAFTA mechanisms affecting
employment, incomes and standards.

The mechanism of choice in Canada for disciplining wages has been high unemployment
maintained primarily through tight monetary policy®. Formal wage and price controls were used
in the 1970s to deal with the stagflation problems of that era. Since then, explicit wage controls
along with the suspension of collective bargaining rights have been confined to the public
sector.

Monetary austerity from the beginning of the 1980s steadily forced up unemployment into
the 9-10 per cent range where it has remained throughout the 1990s. As Jackson argues in this
project, extreme monetary contraction was deemed necessary by policy makers in Ottawa to
force a compression of wage growth which had gotten out line with wage growth in the United
States, and was deemed detrimental to Canada’s long-term competitiveness in a free trade
environment.

Public sector cuts through the mechanism of the “war on the deficit” have also played
also a key role in disciplining wages, particularly during 1994-97 This has occurred primarily
through the erosion of the non-wage income system (social wage), especially unemployment
insurance, welfare and pensions. This increased dependence on wage income at time of
profound restructuring and a harsh labour market, serves as an effective restraint on wage
pressure in an environment where international competitiveness preoccupations reign supreme.

Canadian unions maintained their numbers throughout the 1980s and so far in the 1990s
in contrast to their US counterparts whose numbers have fallen sharply. During 1988-1993,
overall union density has been stable at 32.6 per cent of the labour force, although in the
manufacturing sector unionization fell from 35 per cent to 33.4 per cent a period of rapid
restructuring (see Jackson). The presence of union friendly social democratic governments in
several provinces has helped. More recently, hostile governments have attacked labour
legislation in several provinces making it more difficult to organize and to bargain effectively.

In the United States, internal mechanisms for constraining wages and other labour costs
go back to changes to the National Labour Relations Act in the early post-war period which

5 The value of high unemployment as an investment incentive is illustrated in a September 1997 study from an affiliate of
Prudential relocation Inc. pitched to US companies considering relocating to Canada (the company describes itself as the
leading provider of relocation, real estate, human resources and related consulting services to the global business
community). Company Vice-President, Charles Galloway, is quoted in the press release as saying, “Canada offers a highly
educated work force ... with a considerable discount off the United States dollar for labour costs, and a much higher
unemployment rate” (italics added).
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weakened the ability of unions to organize and bargain collectively. Particularly damaging were
exemptions from the rand formula permitting workers in the southern states to opt out of union
membership. These so-called right to work states were characterized by low wages compared
with northern states and very low levels of unionization. The existence of this union free zone
has had a chilling effect on wages and labour rights nationally and has served as a testing
ground for both governments and companies’ employment relations nationally.

The US tariff exemptions which enabled the creation of the Mexican maquiladora
programme in 1965 provided another mechanism for companies wanting to escape higher
wages and hassle of a unionized work force. As we shall see in the next section, the
maquiladora has evolved into a effective vehicle for disciplining labour in the high wage areas
of North America as well as within Mexico itself.

Fractious relations between US employers and unions in an atmosphere of growing
international competition in the 1970s and 1980s spawned aggressive union busting and union
avoidance campaigns. They were assisted by the anti-union rhetoric and measures of the
Reagan and Bush administrations and a weakly enforced National Labour Relations Act. The
consequence was a further decline in union density (from 25 per cent in 1979 to 15.5 per cent
in 1995), a key factor driving the decline of American wages and growing inequality since the
late-1970s. (Mishel et. al. 1997:199.)

The deterioration of labour market conditions, notably the growth of non-standard work
has also played a role in constraining wages and increasing inequality. For example, the growth
of non-standard work, has greatly reduced the proportion of workers with adequate medical
coverage. Medical care, unlike Canada where coverage is universal, is a workplace benefit in
the United States. In 1993, 58 per cent of the United States population had employer-sponsored
health insurance, down from 66 per cent in 1980. Health coverage for workers with a college
degree dropped from 79 per cent to 73 per cent during 1979-93. Coverage for workers with
less than high school dropped from 52 per cent to 36 per cent during the same period. One half
of private sector wage and salary workers working less than 20 hours per week did not have
a health plan; one-quarter working between 20 and 43 hours did not have a health plan.
(NAALC, 1997) One-third of full-time workers in small companies (less than 100) did not have
a health plan. Fear of losing health insurance has clearly contributed to the general employment
insecurity and had a chilling effect on wage demands.

The United States minimum wage has, like Mexico’s, consistently lagged behind
inflation. The 1995 US minimum wage was 13 per cent below its 1984 level. (NAALC, 1997)
Proportionately more women in all three countries earned minimum wage or less.

The United States unemployment insurance system and adjustment and training
programmes were greatly cut back during the 1980s, as were welfare and anti-poverty
programmes. (Recent modest improvements in the minimum wage and unemployment
insurance, and the NAFTA adjustment programme have been overshadowed by further cuts to
welfare programmes.) Changes in the tax system under Reagan greatly reduced the burden on
the top 10 per cent and especially the top 1 per cent of income earners, weakening fiscal
capacity and accentuating income inequality.

Monetary policy has also been an important device for disciplining wages. However, the
more advanced decline of labour market institutions and social supports has made the need for
monetary policy less compelling than in Canada.

Domestic mechanisms of wage control in Mexico (beyond the policy of apertura and
NAFTA) start from the fact that the unions are part of the governing party, the PRI. The
leadership of the CTM, the official union confederation, are also PRI politicians and members
of the government. Thus, the annual tripartite solidarity agreements (Pactos Sociales) between
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government, business and labour which have been in place since 1987 have been a very
effective vehicle for holding down wage increases below inflation and productivity growth. So
has the national tripartite Minimum Wage Commission which, between 1982 and 1988,
reduced the real minimum wage by over 70 per cent (US-Office of Technology Assessment
1992:81). The 1995 Mexican minimum wage was 51 per cent below its 1984 level (NAALC,
1997). Real average hourly wages in 1994 had fallen 30 per cent below their 1980 levels, by
mid-1996 they had dropped another 25 per cent (Sheiken, 1997).

Unions have been an important government policy tool for controlling worker demands.
Furthermore, tripartite labour regulatory bodies have effectively blocked the formation of
independent unions and thus more effective worker representation. Practices where companies
sign contracts with union agents without the knowledge of workers to keep any union presence
out of their workplaces, are commonplace.

The magquiladora has several additional devices for controlling wages besides those
already mentioned including: collusion between employers and CTM officials to keep
workplaces union-free; employer collusion to set wages; segmentation of skills such that the
vast majority of workers are placed in the unskilled category; and a preference for young
women who have tended to be more compliant and less militant in terms of workplace
demands. (J. Carillo 1990, cited in Kopinak, 1996: 13-14). Lower maquila wages exercise a
drag on wages in the rest of the manufacturing sector, and as maquila-like production expands
it increasingly sets the tone for employment relations throughout the economy.

The lack of unemployment insurance in an atmosphere of a rapidly growing labour force
and few formal sector jobs is a powerful deterrent to worker militancy. Moreover, policies of
fiscal austerity and privatization have greatly cut back the Mexican system of social protection
(medical care, housing, food subsidies education, pensions) since 1982, reducing both the
proportion of workers covered and the extent of coverage.

As with the other NAFTA countries, nonstandard work has grown apace with
competitiveness pressures and capital mobility, leaving fewer workers with access to benefits.
The huge labour surplus has increasingly been pushed into the informal sector, particularly into
self-employment. Although open unemployment has doubled since 1993, complementary
measures show the real level of un/underemployment to be much higher (see Gutierrez in this
volume).

In Mexico 34 per cent of the labour force received workplace benefits in 1995, down
from 39 per cent in 1991, due mainly to the rise in non-standard and unpaid work and the
decline of the public sector. In 1993 63 per cent of salaried workers received social security
benefits down from 66 per cent in 1991. Among the self-employed, small employers etc., only
2 per cent received employment benefits.

6. The maquiladora

The maquiladora industrial programme was established in 1965 to spur industrialization
in the Mexican border region with the United States, though it was soon expanded to include
non-border areas as well. The programme took advantage of the United States tariff exemptions
which allowed US components to be assembled abroad and re-exported back to the United
States duty-free. It’s importance as a deregulated export zone, stems not only from the
profound effect it came to have on wages and jobs both within Mexico and north of the border,
but also as a precursor of the approach taken in NAFTA. Ironically, a much different approach
was taken in an agreement signed the same year, the Canada-US Auto Pact, a managed trade
agreement which contained production and employment guarantees.
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In the early years maquila plants did exclusively routine assembly using unsophisticated
and obsolete equipment with a preference for hiring young women. During the 1970s maquila
plants were granted exemptions from the rules limiting foreign ownership and exemptions from
Mexican labour laws; for example, lengthening the probation period during which employer
did not have to pay minimum wage, allowing dismissals without having to pay severance, etc.
The maquiladora grew, if unevenly, throughout the 1970s experiencing declines in periods of
recession in the United States. It was certainly not perceived as a potential replacement to
Mexico’s dominant form of import-substituting industrial development. By 1981 it employed
131,000 and generated a considerable amount of foreign exchange.

Under pressure from the IMF, The World Bank and the United States government to
move to a deregulated, export-oriented model of economic development (post-1982) the
maquiladora became a more important focus for Mexican policy makers. Electrical and
electronic equipment, machinery and automotive sectors became priority areas for maquiladora
production. The massive devaluation of the peso sharply reduced the cost of Mexican labour
making it highly attractive to transnational capital.

While the domestic economy stagnated and businesses failed in large numbers throughout
most of the 1980s, the maquiladora sector grew quickly. Also, a growing number of foreign-
owned transnational plants, not originally set up under maquila rules, reoriented their
production from the depressed domestic market toward exports, becoming, in effect, de facto
maquiladoras. US auto companies, the main example, exported back to the United States under
the reduced tariff provisions its general system of preferences (GSP).

We discussed earlier how the characteristics of employment relations in the maquiladora
kept wages down and have increasingly come to shape employment relations throughout the
economy. Since 1975, wages in the “maquilized” industry have been about one-half of wages
in the non-maquila manufacturing sector. (Gambril 1994, cited in Kopinak, 1996:14.)

The expansion of more capital intensive production and more flexible work methods in
the 1980s have been accompanied by a reduction in wages. Carrillo’s study of auto plants (cited
Kopinak, 150) showed that when a company converted to export production and transferred
operations north to the border area, workers” wages decreased even as advanced technology
was introduced. Workers in border plants received on average 60 per cent less than their
colleagues making finished products near Mexico city. An unskilled worker in the *“old”
automotive sector made the same wage as a skilled maintenance mechanic at the border.
Carrillo observed a homogenization of wages in all maquila sectors regardless of the technology
used.

The position of women in the maquiladora labour market was not improved by the
changes in the 1980s. Women were much more likely to have unskilled jobs. Few were able
to gain entry into the new supervisory or technician jobs that became available. (Kopinak 1996:
183.)

By the end of the 1980s, exemptions which had been granted to the maquila sector in the
previous decade, were extended to the entire economy. For example, foreign ownership limits
were removed for all sectors except mining, petrochemicals auto parts and communications.
The maquiladora sector which had once been the exception, had become the rule in terms of
Mexican industrial strategy. It was the vehicle through which Mexico would become integrated
into the global economy. The domestic component of value added in the non-maquiladora
export sector dropped steadily from 90 per cent in 1980 to 39 per cent in 1994. (Dillon
1994:74.)

The 1989 government Decree on the Maquiladoras prepared the ground work for the
NAFTA that was to follow, creating in microcosm the rules that would later be generalized to
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the whole economy. Firms that were not legally maquiladoras could shift to export production
if they had idle capacity, creating part-time maquilas. The legislation was broadened to include
agro-industry, mining, fishing and forestry. This blurring of the lines between the export and
domestic production would further facilitate the maquilization of the economy.

NAFTA extended the maquila rules of duty free import and re-export (with duty only on
the value-added-almost entirely labour) to the whole economy. By 2001, all duties will be
removed. Companies that were able under maquila rules to import components and materials
from third countries for maquila assembly and export, duty free, to the United States will no
longer be able to do so unless they meet the NAFTA rules of origin, or content requirements.
As a result many of these companies are shifting their production of components from other
locations, mainly Asia, to North America, mainly Mexico. NAFTA increases in stages the
ability of maquila companies to sell in the domestic market, removing all restrictions by 2001
when the name maquila will officially be dropped and become part of Mexico’s domestic
manufacturing industry. Non maquila companies will have virtually no protection and will
either have to adapt their operations or fail in the new maquilized environment. Survival will
likely entail entering into some kind of an alliance with foreign capital for access to technology
and intermediate inputs.

Historically, the maquiladora has been delinked from the domestic Mexican economy,
sourcing less than 2 per cent of its non-labour value-added from within the domestic economy.
This applies as well to nationally-owned maquilas which are generally sub-contractors to
transnationals, providing the labour, the premises and the administration while the transnational
provides the capital, machinery, parts, components and supervision. (Kopinak, 1996, 188).
There is evidence that under NAFTA the tie to the domestic economy has become weaker still,
falling from its historic average of 1.73 per cent to 1.45 per cent ( Dillon, 1997:74.)

Despite the widely held perception of chronic labour shortage throughout the maquila
zone, wages have in fact fallen steadily throughout the 1980s and 1990s. The reason according
to Kopinak, (146) and others, is employers who collude to set the terms of employment, unions
which don’t adequately represent workers, and the government which determines what
constitutes a fair day’s pay through the minimum wage. This labour market control to keep
wages low was pioneered in the maquiladora and is key to the maquilization of the Mexican
economy.

Perceived labour shortages have been the result of employers unwillingness to pay higher
wages. The absence of effective unions to bargain collectively on their behalf has according
to Kopinak (1996, 194-95), led workers to pursue individual and household strategies to
maximize their income notably by having more members working. The maquila labour market
is heavily tilted against workers. High turnover rates are indicative of workers’ frustration and
the price employers are willing to pay to keep wages from rising.

The 1994-95 crisis brought another collapse in wages prompting a new wave of expansion
and a new migration north to the border region and across to the United States. The jump in
illegal arrests prompted renewed toughening of enforcement measures by US officials and
measures such as proposition 187 in California to discourage immigration by denying any form
of state assistance.

The peso devaluation aided the maquila producers (who conduct their operations in US
dollars) by lowering their labour costs. The enclave nature of their production insulated them
from the internal turmoil of the high inflation, high interest rates and collapse of internal
demand. It accelerated the foreign takeover of Mexican business, and the conversion of
Mexican-owned business itself to maquiladora status.

Fuelled by the NAFTA and the peso collapse the maquiladora entered another boom
period. Employment jumped by 407,000 or 75 per cent since NAFTA’s implementation, from
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542,074 in 1993 to 948,658 by October 1997 (INEGI). In 1981, the year before the Mexican
debt crisis, there were 131,000 employed in the maquila sector. By 1988 employment had
grown to 369,489. Since then another 579,000 workers have been added to the ranks of the
maquiladora work force. In 1982, maquila employment made up 5 per cent of manufacturing
employment. By 1995 it had surpassed non-maquiladora manufacturing employment. (see
Gutierrez.)

7. Economic opening under CUFTA/ NAFTA

Both Mexico and Canada have undergone fundamental opening of their economies since
1990. Mexico’s trade (exports plus imports) doubled as a proportion of GDP from 24 per cent
to 48 per cent during 1990-95. Canada’s trade rose from 58 per cent to 71 per cent of GDP
during this period, see Table 1. The United States, whose trade openness was by far the lowest,
saw a moderate increase in trade openness, from 21 per cent to 24 per cent of GDP during this
period. (NAALC,1997.)
Both Canada and Mexico were already very trade-dependent on the United States prior to
CUFTA/NAFTA, Nevertheless, the share of Canadian exports going to the United States rose
sharply, from 71 per cent in 1989 to over 80 per cent in 1996. Imports from the United States,
although less-concentrated, also rose significantly, from 64 per cent to 67 per cent in 1995
(IMF).The most open economy to begin with, Canada’s exports of goods and services as share
of GDP, rose steadily from 28 per cent in 1989 to 42 per cent in 1995 (NAALC,1997).
Imports rose at a similar pace in relation to GDP, from 31 per cent to 42 per cent indicating
a major reorientation of economic activity. Exports of goods and services grew twice as fast
as overall GDP growth during the 1980s and five times as fast GDP during the first half of the
1990s. Foreign investment flows also increased sharply in the free trade era. Canada, the
industrialized country with by far the highest level of foreign ownership, saw inflows of FDI
rise from $US 4.2 billion per year during 1983-88 to $6.2 billion annually during 1989-96.
Outward flows of Canadian-owned FDI also grew rapidly, from $4.3 billion per during 1983-
88 to $5.6 billion per year during 1989-96. Inflows and outflows of portfolio capital also grew
rapidly. Inflows rose from $11.5 billion per year during 1983-88 to $21.2 billion per year
during 1989-96; and outflows rose from $1.5 billion per year to $6.7 billion per year between
these two time periods.

Table 1. Macro-economic and trade indicators

Canada Mexico United States
GDP (US$ billion) 1995 500 252 6,743
Population (million) 1995 30 95 263
GDP per capita (US$) 20,401 7,239 25,512
GDP growth (average annual) 1980-90 3.4% 1.0% 3.0%
GDP growth (average annual) 1990-95 1.8% 1.1% 2.6%
Annual population growth 1980-90 1.2% 2.3% 0.9%
Annual population growth 1990-95 1.3% 1.9% 1.0%

GDP per capita growth 1980-90 +24.2% -14.3% +19.8%
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Canada Mexico United States
GDP per capita growth 1990-95 -2.8% -6.0% +7.4%
Inflation rate (average annual) CPI 1984-89 4.3% 79.2% 3.5%
Inflation rate (average annual) CPI 1990-95 2.6% 19.5% 3.9%
Real interest rates (average annual) 1989-96 5.6% 6.1% 1.2%
Export of goods and services (% of GDP) 1989 27.9% 18.5% 9.8%
Export of goods and services (% of GDP) 1995 41.8% 26.9% 11.5%
Trade balance (goods and services) US$B 1984-89 9.2 6.4 -130.3
(average annual)
Trade balance (goods and services) US$B 1990-95 9.1 -8.2 -125.3
(average annual)
Inward foreign direct investment (FDI) US$B 6.2 6.2 49.0
(average annual) 1989-96
Inward foreign direct investment (FDI) US$B 4.2 1.8 34.0
(average annual) 1983-88
Outward foreign direct investment (FDI) US$B 5.6 ) -57.2
(average annual) 1989-96
Outward foreign direct investment (FDI) US$B -4.3 ) -13.6
(average annual) 1983-88
Inward portfolio investment (average annual) +21.2 7.7 139.1
1989-96
Inward portfolio investment (average annual)1983-88 +11.5 -0.3 56.8
Outward portfolio investment (average annual) -6.7 -1.0 -69.5
1989-96
Outward portfolio investment (average annual) -1.5 -0.5 -6.1
1983-88
Sources:

International Monetary Fund, International Financial Statistics.

International Monetary Fund, Direction of Trade Statistics.

World Bank, World Development Report, 1997.

North American Commission for Labour Cooperation, Secretariat, North American Labour Markets: A Comparative
Profile, 1997.

Mexico’s exports to the United States, like Canada’s, became more concentrated,
growing from 70.4 per cent of total exports in 1990 as NAFTA negotiations began, to 82.9 per
cent in 1993 and continuing to rise to 83.7 per cent in 1995. Import concentration from the
United States also rose, though from a smaller base and at a less rapid rate. Mexico’s exports
as share of GDP did not change much during the pre-NAFTA period 1989-93), fluctuating
between 18 per cent and 19 per cent of GDP. Although, they had risen during the early years
of the trade liberalization - from 15 per cent in 1985. (NAALC, 1997) However, exports rose



19

sharply to 27 per cent of GDP in 1995, reflecting the structural jolt in the economy. Imports
on the other hand, rose in the pre-NAFTA period - from 12 per cent to 18 per cent of GDP-
reflecting the deepening of trade and investment liberalization and high peso monetary policy
during these years. (Imports rose during the first stage of trade liberalization, from 10 per cent
of GDP in 1985 to 12 per cent in 1989.) Imports fell in the wake of the 1995 crisis to 15 per
cent, but remained substantially above their pre-1989 level, reflecting to the increased
dependence of Mexican manufactured exports on imported inputs.

Comparing the growth of the Mexican economy overall to growth of the export
sector, GDP in both the 1980s and 1990s grew at an average annual rate of just 1 per cent.
(Growth picked up moderately in the 1990s until 1995 when it contracted by 6.2 per cent.)
However, throughout the 1980s and 1990s annual exports of goods and services grew rapidly -
6.6 per cent and 6.8 per cent respectively. (World Bank, 1997.)

The inflow of foreign direct investment into Mexico also increased dramatically
during the 1990s, the annual inflow rising from $US1.8 billion during 1983-88, to $6.2 billion
per year during 1989-96. Portfolio inflows also increased massively, from a negative $-0.3 per
year during 1983-88, to an average $7.7 billion per year during 1989-96. (Of course, these
more volatile and speculative flows resulted in a sudden $10 billion outflow in 1995.)

Mexico used its oil wealth to borrow heavily in international markets in the late 1970s.
In 1980, shortly before the debt crisis, it had $58 billion worth of external debt. Fifteen years
later its external debt had soared to $166 billion and more than doubled from 31 per cent to 70
per cent of GDP. However Mexico was a much more export-oriented economy and the ratio
of external debt to exports had declined from 232 per cent to 171 per cent. The ratio of debt
servicing costs to exports fell in half, from 44 per cent to 24 per cent. (World Bank, 1997.)

The transformation of the Mexican economy driven by trade and investment liberalization
stems from the policies implemented in the wake of the 1982 crisis, a decade before NAFTA
came into effect. A key structural change associated with this economic opening was the
growth in manufactured exports to the United States using imported inputs or intermediate
goods from the United States®. While manufactured exports rose from 13 per cent of total
exports in 1982 to 84 per cent in 1995, intermediate goods imports rose from 53 per cent to
over 80 per cent of total imports in 1995. (Hinojosa et al., 1996: 39.)

The changes were driven by the crisis and the IMF-mandated structural adjustment
programme, agreed to and implemented by Mexican policy makers. But they were also driven
by the fact that US transnationals had decided to make Mexico an integral of their global
competitiveness strategies, as a low labour cost export platform close to the United States
market.

The change in the structural relationship between imports and exports was evident during
the 1995 crisis when intermediate goods imports from the United States fell only momentarily
before resuming their growth in line with manufactured exports. Consumer and capital goods
imports from the United States the other hand experienced a deeper and prolonged compression
after the peso collapse. In the import substitution era, intermediate goods imports used for
domestic production fell to a much greater extent during the 1982 crisis. (Hinojosa, 1996, 38.)

Thus, the demand for Mexican exports (i.e. US demand) is now the key determinant of
Mexican imports rather than changes in domestic demand. This, according to Hinojosa, is the
main structural difference between two Mexican financial crises. Moreover, this new import-
export relationship is growing even faster than the growth of maquila exports “as this strategy

® Hinojosa, 1996, 34, see figure 3.11 showing the parallel increase in intermediate imports and manufactured exports.
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of manufacturing for export is adopted by many other regions, sectors and types of firms in the
Mexican economy.” (ibid, 9) seeking insulation from the demand weakness of the domestic
Mexican economy.

In 1986 Mexico joined the GATT and by 1988 the average tariff had dropped to 10 per
cent from 25 per cent’. At about the same time Mexican policy-makers began to deregulate
financial and investment flows. During 1989-94 foreign capital inflows supported a high peso
and expansion of imports accompanied by widening trade and current account deficits. NAFTA
was seen by policy makers as a tool for enlarging and stabilizing these foreign capital inflows
[Hinojosa, 1996:36]. However, this time the financial inflows were largely portfolio capital -
equity and bonds rather than bank loans or direct investment. Greater openness has meant
greater dependence on international financial markets.

The United States economy, the world’s largest, was only moderately dependent on
Canada its largest trade partner - 21.5 per cent at the beginning of CUFTA. By 1995 it had
barely moved, to 21.6 per cent. Slightly lower dependence on Canadian imports, 18.2 per cent
of total imports in 1989, rose slightly to 19.2 per cent in 1995. (IMF) US export dependence
on Mexico, its third largest trade partner, also low, increased significantly from 6.9 per cent
to 9.0 per cent of total exports during 1989-93, falling back to 7.8 per cent in 1995. US
imports from Mexico as a share of its total imports rose steadily throughout the pre and post
NAFTA periods - from 5.6 per cent to 6.8 per cent in 1993 to 8.1 per cent in 1995.

The United States economy is far less open than those of Mexico and Canada. There was,
nevertheless, a steady overall trade opening, exports rising from 7.2 per cent to 12.4 per cent
of GDP during 1984-94, falling back moderately to 11.5 per cent in 1995. Imports also rose
steadily during this period, from a larger base of 10.3 per cent of GDP in 1984 to 14.4 per cent
of GDP in 1994, falling back to 13.1 per cent in 1995. (NAALC,1997.)

Comparing US export growth to overall economic growth, exports grew during the 1980s
at an annual rate of 5.2 per cent, substantially above the annual 3 per cent rate of GDP growth.
During the first half of the 1990s the divergence widened - with annual growth slowing to 2.6
per cent and exports rising at an annual rate of 7.3 per cent. (World Bank, 1997).

There was also a large increase in inward FDI into the United States during 1989-96 ($49
billion per year) compared to the 1983-88 period ($34.4 billion per year). More striking,
however, was the rise in outward flows of US-owned FDI, from $16.6 billion per year during
1983-88 to $57.2 billion per year during 1989-96. Both inflows and outflows of portfolio
investment also increased rapidly. The former jumped from $ 56.8 billion to 139.1 billion per
year, and outward flows soared, from $6.1 billion per year to $69.5 billion per year between
these two time periods.

7.1 Trade and manufacturing employment
As economic liberalization and integration have proceeded under NAFTA, manufacturing
sector employment has fallen in all three countries-not only in relation to the rest of the
economy but also in absolute numbers. Canada has been hardest hit, with a contraction of
255,000 or 12.8 per cent during 1988-96 (table 2), more than three times the United States
decline of 802,000 or 3.8 per cent during this period (see tables 2 and 3)%. The first phase
1988-93, saw the biggest shrinkage, 375,000 or 18.8 per cent in Canada and 1,763,000 or 8.3

" (Note that under NAFTA to date the average tariff level has dropped from 12 per cent to 5 per cent, a less dramatic
change.)

8 By comparison, Canadian manufacturing employment during 1981-88, a period of major restructuring and deep recession
fell by 0.9 per cent.
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per cent in the United States. During this stage there was a recession in both countries,
although more severe and prolonged in Canada due to deeper restructuring and to a tighter
monetary policy. In phase 11 (1993-96) there was a partial recovery of employment in most
sectors in both countries.

In Mexico the manufacturing sector as a whole declined only slightly, from 1.41 million
to 1.37 million during 1990-1995. But this masked a profound structural shift. Maquiladora
sector employment grew by 433,000 or 117 per cent during 1988-96 while the non-maquila
sector employment fell - per cent during the same period. It coincided with a rapid growth of
manufactures exports, mainly to the United States. Manufactures grew from 18.6 per cent of
total exports in 1985, the beginning of the apertura, to 37.5 per cent in 1988. By 1995,
manufactured exports had grown to $80 billion from $38 billion in 1988, increasing its share
to 83.7 per cent of the total. Intermediate imports grew at a similar pace, reflecting the high
import content of exports.

In the transportation equipment sector (mainly automotive), which accounts for about 30
per cent of NAFTA trade Canadian employment was steady (-0.4 per cent), with some
fluctuation, during 1988-96, while US employment fell by 300,000 or 12.7 per cent. The
maquila auto sector grew by 86,000 or 116 per cent during this period. Electrical/electronics
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Table 2. Canada: Manufacturing employment



Table 3. United States: Manufacturing employment
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sector employment in Canada fell by 40,000 or 25 per cent during 1988-96, and in the United
States it contracted by 133,000 or 6.5 per cent. Maquiladora employment in the electronics
sector (the largest) grew by 94,600 or 98 per cent during this period. Textile and clothing
employment in Canada contracted by 47,000 or 26 per cent during 1988-96, and by 323,000
or 17 per cent in the United States.

Both Canada and Mexico (post 1994) have seen their merchandise trade surplus with the
United States increase under free trade, though their current account surplus is much smaller
because of the large net outflow of interest and dividend payments to the United States. The
relationship between changes in trade balances, however, and employment changes is not
straightforward. An improvement in trade balances does not necessarily mean an increase in
employment. Employment also depends on a variety of interrelated factors all of which are
affected by integration under NAFTA. These include: changes in trade and investment with
non-NAFTA countries; macroeconomic policy (fiscal and monetary) and performance
(including output, income and aggregate demand); nature and changes in the structure of wages
(eg., the displacement of high income jobs and replacement with lower income jobs, or the
decline in union bargaining power); cross-border movement of capital (eg. production
facilities); the level and changes in import content of exports (affected by, for example, the
ownership structure); changes in the labour intensity of exports and imports including its
sectoral composition; level and changes in intra-firm trade (and accompanying transfer
pricing).’

By way of example, we looked at the changes in trade balances between Canada and the
United States in the 21 major manufacturing categories (two-digit SIC codes) during 1998-96
and compared these to Canadian employment changes in these sectors [table 5]. Bear in mind
that the export share of manufacturing output in Canada rose from 40 per cent to 60 per cent
during this period.

8. Comparative portrait of NAFTA economies and labour markets™

The United States was the world’s largest economy in 1995, 12 times larger than the
Canadian economy, and 27 times larger than the Mexican economy. Canada’s GDP per capita
was four-fifth’s of the United States level. Mexico trailed far behind at just over one-quarter
of the United States level and just over one-third of Canada’s per capita GDP (NAALC
1997)."

The Mexican economy grew hardly at all during the 1980s and mid-1990s, and with
population growing rapidly, GDP per capita fell 14 per cent during the 1980s and another 6
per cent during the first half of the 1990s. This is a staggering collapse of living standards,
especially when compared with the three previous decades when growth averaged close to
7 per cent per year and per capita GDP grew almost 4 per cent per year.

The Canadian economy slowed considerably in the 1980s compared with the post-war
golden age. Nevertheless, with a slower growing population, GDP per person still grew 24 per

® A Canadian External Affairs Department Staff Paper found that for 1991 a billion Canadian dollars of exports supported
12,016 jobs overall, with a billion dollars to the United States supporting a slightly lower 11,039 jobs, and an even lower
ratio in key sectors like autos and electronics. The United States Department of Commerce estimated that a billion dollars
US of exports in 1992 supported 16,532 jobs (see Larudee). Moreover, 14 per cent of the value of US exports was imported
inputs, while 26 per cent of the value of Canadian exports was imported inputs.

10 This is based largely on data compiled by the NAALC Secretariat and published in June 1997 as North American Labor
Markets: A Comparative Profile.

111t is noteworthy that Canada and United States GDP were at parity in 1990 at the outset of NAFTA negotiations. The
Canadian deterioration can be explained by poorer economic performance and the depreciation of the Canadian dollar.
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cent. The situation changed markedly in the free trade era as the economy stagnated and GDP
per capita actually declined 2.8 per cent during 1990-95. [Personal income per capita declined
even more rapidly - 5.1 per cent during 1989-96.] The United States economy maintained a
steady if slower growth path in the 1980s declining somewhat during the 1990s. Consequently,
per capita GDP grew 20 per cent during the 1980-90 and 6.2 per cent during 1990-95. That
growth, as we shall see later, has been more unevenly distributed.

8.1 Employment and unemployment

In 1995 the United States accounted for 73 per cent of the North American labour force,
with Mexico holding 19 per cent and Canada 8 per cent (table 4). The Mexican labour force
grew 48 per cent, almost three times as fast as the United States and Canada labour force
during 1984-95, the result of higher population growth in previous decades as well as the faster
entry of women into the labour force.

The United States and Canada had similar labour force participation in 1995 (66.7 per
cent and 64.8 per cent respectively) while Mexico’s was lower (59.6 per cent) due to the lower
Mexican female participation rate (37 per cent) compared to the Canadian (58 per cent) and US
(59 per cent) participation rates. Mexico had higher a male participation rate (84 per cent) than
either Canada (73 per cent) or the United States (75 per cent) and the male participation rate
increased during 1984-95 compared to the United States and Canada whose rates dropped.

Mexico had proportionally almost twice as many youth (15-24 years) participating in the
labour force (29 per cent) as either the United States (14 per cent) or Canada (17 per cent) in
1995. The United States had the highest participation rate of older workers (55-64 years) in the
work force: 57 per cent in 1995, up from 54 per cent in 1984. Mexico’s rate was 53 per cent,
up from 41 per cent in 1984. Canada had the lowest older worker participation at 48 per cent,
down from 52 per cent in 1984. This reflects the greater need to work longer due to insufficient
retirement income in the United States and especially in Mexico. The Canadian rate reflects
higher and growing early retirement driven in part by fewer job opportunities.

Mexico, has a large informal employment sector (estimated at 38 per cent of total
employment in 1988). The informal sector is a subsistence sector characterized by very low
earnings, no benefits and a high degree of precariousness. It includes household domestic
work, employees, employers and piece workers in establishments with fewer than five workers,
(excluding formal sector self-employed as well as professional and unpaid workers). It has
grown steadily as job opportunities in the formal economy have been unable to absorb the
rapidly growing labour force. The need to survive makes unemployment an unaffordable luxury
for most.

The high proportion of employment in the primary sector also distinguishes the Mexican
economy from the US and Canadian economies: 24 per cent compared to 3 per cent and 4 per
cent respectively. The service sector in Mexico is proportionately smaller, accounting for 54
per cent of employment, compared with 74 per cent in both Canada and the United States. The
vast majority of employment growth in all three countries during 1984-95 was in the services
sector - 96 per cent in Canada, 98 per cent in the United States, 91 per cent in Mexico (1991-
95). Manufacturing accounted for similar share of employment in all countries in 1995: 15.3
per cent in Canada, 15.8 per cent in Mexico, and 16.4 per cent in the United States.

Non standard work - part-time, temporary, self employment and multiple job holding -
has grown steadily in all three countries during 1984-95 despite some cyclical fluctuation. The
proportion of part-time workers has grown in all three countries; up in Canada from 14.8 per
cent to 18.6 per cent of the employed work force during 1984-95; up in the United States from
17.6 per cent to 18.5 per cent; and up in Mexico from 25.6 per cent to 26.6 per cent (1991-
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95). The involuntary part-time work force grew fastest in Canada and actually fell in the United
States, reflecting the lower US unemployment rate.



Table 4. Labour Market Indicators
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Canada Mexico United States
Labour force (millions) 1995 15 34 132
Labour force growth 1984-95 16 % 48% 17%
Labour force participation rate 1995 64.8% 60% 67%
Female participation rate 1995 58% 37% 59%
Male participation rate 1995 73% 84% 75%
Youth participation rate (15-24 yrs) 1995 17% 29% 14%
Older workers participation rate (55-64 yrs) 1995 48% 53% 57%
Official unemployment rate, average annual, 1990-95 10.2% 2.8% 6.3%
Official unemployment rate , average annual, 1984-89 9.3% 3.2% 6.5%
Self-employed: % of workforce 1995 9.0% 26% 6.6%
Multiple job holders: % of workforce 1995 4.9% 6.9% 5.9%
Part-time workers: % of workforce 18.6% 26.6% 14.9%
Involuntary part-time workers: % of workforce 1995 5.9% 5.1% 3.6%
Temporary workers: % of workforce 1995 9.0% (1994) 4.7% 4.9%
Hourly compensation (production workers)average annual, change 1990-96 1.0% -2.5% -0.8%
Labour productivity: average annual, 1990-96 2.2% 7.5% 3.0%
Hourly compensation (production workers), average annual, 1985-90 0.0% -11.7% +0.3%
Labour productivity: average annual, 1985-90 0.8% 4.9% 2.8%
Household income : top quintile, share of after tax (1994) 41% (1993) 54.2% 47%
Average top quintile income as multiple of average bottom quintile income (1994) 7.3 times (1993) 13 times 13 times
Average real household income % growth 1984-94 0 26% 9.5%
Manufacturing Employment change, 1989-96 -12.8% -0.1% -3.8%
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In Canada and the United States, the share of part-time female workers has remained the
same but it has grown among men. In Mexico the female share of part-time workers has
grown. A greater share of women hold part-time jobs involuntarily in all three countries,
although the difference is most pronounced in Canada.

Self-employment is the main form of non-standard work in Mexico at 26 per cent of the
labour force, down slightly from 1991. In Canada the figure is 9 per cent, and in the United
States, 6.6. per cent. In all countries, most of this work is in the service sector although in
Mexico also has a significant share in agriculture. There is a small but growing share of
multiple job holders in all three countries reaching 5.9 per cent in the United States, 4.9 per
cent per cent in Canada, and 6.9 per cent in Mexico in 1995. Temporary work is hardest to
compare because of data limitations and methodological differences. The share of temporary
workers in Canada grew from 3.5 per cent to 9.0 per cent during 1984-94. In Mexico
temporary workers made up 4.7 per cent of the work force in 1995. In the United States
temporary workers made up 2.2 per cent of employment in 1995 (although the figure rises to
4.9 per cent using a broader definition of temporary employment. The United States has the
highest incidence of short-tenure jobs; In 1991, 29 per cent of all jobs lasted less than one year,
compared with 22 per cent in Canada and 25 per cent in Mexico (1993).

Education levels of workers in all three countries have grown. Higher educated, higher
skilled workers in all three countries tend to have more stable, higher paying jobs. Less skilled,
less educated workers have higher unemployment and underemployment rates, and less access
to training. In 1994, 43 per cent of the employed work force in the United States and Canada,
and 81 per cent in Mexico, had high school education or less. The proportion of workers with
at least some post-secondary education was 57 per cent in Canada, up from 38 per cent in
1984; and 56 per cent in the United States, up from 44 per cent in 1984.

The official unemployment rate in Canada has been high and despite some cyclical
fluctuation has grown throughout 1980s and 1990s averaging 10.2 per cent during 1990-95,
up from 9.3 per cent during the 1980s. US unemployment declined through the 1990s and
currently stands at 5.3 per cent. Unemployment averaged 6.3 per cent during the first half of
the decade lower than the 1980s. The gap between Canadian and US unemployment which
tracked the United States rate very closely from 1950 to 1980, opened up a two point gap after
the 1980s recession. It widened again to 4 points in the 1990s. Mexico’s open unemployment
has been low throughout averaging 2.8 per cent during 1990-95, but doubled in 1995 and 1996.

Unemployment rates were higher for less educated workers in both the United States and
Canada, although in Mexico unemployment for workers with less than 6 years of education was
less than for those with some high school or post secondary education. This probably reflects
the unaffordability of unemployment.

In all three countries young workers have had much higher unemployment rates, (more
than double) than the general rate and a much higher share of jobs lasting less than a year.
During the 1990s Canadian and US, unemployment rates for men were higher than for women.
In Mexico they were slightly higher for women.

8.2 Earnings, productivity, and income distribution

During 1990-96 hourly earnings (wages and benefits) of production workers rose 1 per
cent in Canada annually while declining 0.8 per cent annually in the United States and 2.5 per
cent annually in Mexico. By contrast, labour productivity during 1990-96, grew 2.2 per cent
per year in Canada, 3 per cent in the United States, and 7.5 per cent annually in Mexico.
During 1985-90, hourly earnings of production workers in Canada did not grow at all, fell 11.7
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per cent per year in Mexico, and barely increased at the rate of 0.3 per cent per year in the
United States. Productivity on the other hand, grew 0.8 per cent annually in Canada, 2.8 per
cent in the United States and 4.9 per cent per year in Mexico.

In US dollars, Canadian average weekly earnings for all employees rose until 1991,
closing the gap with the United States average earnings. Thereafter they fell because of the
Canadian dollar decline, widening the gap again to 13 per cent below the United States level.
In US dollar terms, Mexico’s average weekly earnings for wage and salaried workers in the
private formal sector were in 1984 14 per cent of US levels and 15 per cent of Canadian levels.
In 1995 they were even further behind at 13 per cent of US levels.

Throughout the region higher earnings were associated with higher levels of education.
And gender differences in earnings narrowed at higher levels of education. In 1994, Canadian
median weekly earnings of full-time male workers with 8 years of education or less, were 43
per cent less than those of workers with a university degree. The gender wage gap narrowed
from 64 per cent of male earnings in the first category to 79 per cent of male earnings in the
latter category.

In 1995, median earnings for US workers with less than high school were 55 per cent less
than of those with a university degree. Women in the first category had earnings 25 per cent
less than men in that category. The gap narrowed to 15 per cent in the high education category.
Earnings of high education workers in both the United States and Canada grew at a higher rate
than those at the low end. This was more marked in the United States where earnings at the low
end grew 2.3 per cent per annum during 1984-91 whereas at the high end they grew 4.6 per
cent per annum.

During the 1980s and 1990s income inequality after taxes and transfers increased in both
Mexico and the United States; and it remained stable in Canada until the early 1990s, but has
since shown signs of widening largely as a result of cuts to social transfers.

The gap between the top and the bottom quintile in Canada narrowed slightly but
increased in relation to the middle three quintiles. In both the United States and Mexico the top
quintile increased relative to the bottom 4 quintiles. In Canada (1993) the top quintile received
41 per cent of household income. Average income in the top quintile was 7.3 times the average
in the lowest quintile. In Mexico (1994) the top quintile received 54.2 per cent of aggregate
household income. The average income in the top quintile was 13 times the average income
in the bottom quintile. In the United States (1994) the top quintile received 47 per cent of total
income and the average income in the top quintile was 13 times the average income in the
bottom quintile.

In both the United States and Canada, taxes and transfers increased the share of income
for the bottom three quintiles and reduced it for the top quintile, with transfers in both
countries having a greater impact in lowering inequality than taxes. Inequality in Canada (1993)
as measured by the gini coefficient was reduced 30 per cent by taxes and transfers - taxes
reducing inequality by 9.5 per cent and transfers by 22 per cent). In the United States,
inequality was reduced 15.6 per cent - 4.5 per cent from taxes and 11 per cent from transfers.

During 1984-94, real average household income in Canada was unchanged (though it
dropped 4.8 per cent during 1989-95). In Mexico it grew 2.9 per cent per annum because
despite the decrease in earnings, the number of earners per household rose. The ratio of the
average income in the top quintile to the bottom quintile in Mexico increased from 10 times
to 13 times. Average US household income increased 9.5 per cent during 1984-94 and the
average income gap between the top quintile and the bottom quintile rose from 12 times to 13
times.
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If real wages were either flat or declining throughout the 1980s and 1990s and GDP and
productivity were growing, one group that was benefiting in all three countries was senior
corporate executives. We track the relationship between CEO compensation (a proxy for senior
executives as a group) and earnings of average workers.

The gap in the United States between CEO compensation and average worker wages
widened from 60 times in 1978 to 122 times in 1989 to 173 times in 1995 (Pearl, Meyer and
Partners Inc. And Wall St. Journal, cited Mishel et. al. 1997:227). During 1989-95 average
hourly wages grew 0.7 per cent while executive compensation (inflation adjusted) increased
almost 13 times faster (38 per cent). [Mishel 1997: 134 and 227] During the 1980°s executive
compensation grew at a slightly faster rate but annual wages increases were almost twice as fast
as in the 1990s. (ibid.)

The inequality in the average compensation of CEOs of US companies compared to
average wages is much higher than in Canada. According to our calculations, the CEO-average
wage gap in 1994 was 36 times in Canada. Comparisons over time are not possible since only
recently have Canadian CEOs been obliged by law to reveal their compensation. Nevertheless,
executive compensation surveys indicate that average increases in the 1990s have been at least
as fast and probably faster than their US counterparts. For example, a KPMG survey found
average executive compensation increased 32 per cent during 1992-95 (cited Financial Post.
25.9.96) Meanwhile while real average hourly wages increased only 1.4 per cent during the
entire period 1989-95. (Jackson). Thus, it is safe to assume that the gap between CEO and
average earnings, although much lower, is growing at least as fast as the United States gap.

Even less information is available on Mexican CEOs. A 1994 Towers Perrin Inc.
international comparison of CEO compensation showed Mexico ranked fourth (the US was at
the top). It moved into first place when adjusted for taxes, social security contributions and cost
of living. Given that average formal sector compensation in Mexico is currently 13 per cent
of the US average and that it has been falling in real terms, it is safe to say that the Mexican
CEO-average earnings gap, regardless of the methodology used, is far higher than the United
States differential.

9.  TNC restructuring under CUFTA/NAFTA

The bulk of trade in the NAFTA region is conducted by a small number of large, mostly
transnational, corporations. According to Rugman (1995) just 50 large corporations, most of
them US-owned, account for 70 per cent of US- Canada trade. According to Heredia (cited
Grieder, 1997: 273), 300 corporations account for 85 per cent of its exports and imports
although we suspect that it is now more concentrated.*?

There is a small number of Canadian-owned transnationals with investments in all three
countries. Large Mexican companies are national in the sense that while they may export to the
United States or Canada they have little direct investments in either country. There is also a
growing number of East Asian and European transnationals operating in all three countries.

US transnationals at the beginning of the 1990s owned two-thirds of the stock of FDI in
both Canada and Mexico (Eden,1994:195). Five years later they had maintained their share of
FDI in Canada ($82 billion), though in Mexico their share ($18 billion) had dropped to 60 per
cent of the Mexican FDI stock, reflecting the influx of Asian and European transnationals.
(SECOFE cited US ITC, 1997, 3-37.)

12 US-owned corporations conduct about two-thirds of the trade in the region. According to Mersereau (Statistics Canada,
1992, 4.1-4.15) 37 of the 50 largest Canadian importers were US-owned.
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Canadian FDI in the United States has grown rapidly in last 15 years accounting for 8.2
per cent of the United States FDI stock in 1995 (ITC,1997,3-53). Canadian-owned
transnationals’ direct investment in Mexico, though small, is also growing. Its share of
Mexico’s FDI stock grew from 1.4 per cent to 2.5 per cent of the total stock in 1995 (see
Guttierrez).

Transnational corporations pursue strategies which combine company-specific advantages
with country-specific advantages. Transnationals make direct foreign investments in plant,
equipment etc. to gain access to the domestic market, and, in a NAFTA-type setting, both to
rationalize production to gain from scale economies and specialization and to exploit cost
differences within the region - labour, energy, taxes, government incentives, interest rate,
infrastructure, transport etc.

Before Mexico deregulated its foreign investment rules in the 1980s, only the
maquiladora sector was open to majority foreign ownership and thus to the significant cross-
border integration of production. TNCs entered Mexico in minority-owned arrangements,
licensing or contract relationships with Mexican firms for the purpose of gaining access to the
domestic market. With trade and investment deregulation, direct investment in majority-owned
affiliates and trade between affiliate and parent (intra firm) has grown in tandem. TNC
subcontracting or out-sourcing to Mexican firms has also grown.

About 45 per cent of US-Canada trade is intra firm, though the ratio is substantially
higher in manufacturing. Mexico-US intra-firm exports are now 55 per cent, up from 44 per
cent of total exports prior to NAFTA (Heredia, cited Grieder op. cit., 1997:273), with intra-
firm manufacturing trade close to 100 per cent.

In pre-CUFTA Canada, part of the manufacturing sector (one-half of which is foreign-
owned) was organized on a continent-wide basis (excluding Mexico). The automotive sector,
operating under the rules of the 1965 Canada-US Auto Pact (a managed trade arrangement) was
the most important integrated sector with almost all of its trade being intra-firm. Another part
of manufacturing (roughly one-third) was so-called branch-plant operations-affiliates producing
almost exclusively for the domestic market. CUFTA triggered a major restructuring in this
sector with some branch plants converting to continental production and many just closing
down and consolidating production south in the United States or Mexico, leaving just
warehouse and distribution facilities in Canada. Also, there is much evidence of affiliates
moving back administrative functions and even R&D to the parent company.

Cost considerations are key determinants of company location decisions. According to
a 1996 KPMG Inc. study comparing business costs in 13 Canadian and 10 United States cities
across seven manufacturing sectors, labour costs are by far the most important cost factor,
accounting for an average 65 per cent of location-sensitive costs and between 19 per cent and
32 per cent of total operating costs depending on the sector. [3,16.]*

TNCs simultaneously pursue both high innovation and low-cost strategies. Investment in
technology, the life-blood of the company, is concentrated close to the parent and costs are
spread out across many markets as possible to recoup the heavy investment cost. This
technology has become highly transferable and its ownership when protected as it is under
NAFTA, can be diffused in accordance with country-specific or region-specific cost
advantages. The Mexican combination of high productivity, low wages has become very
attractive for transnationals.

B This study treated manufacturing labour productivity as equivalent in both countries based on the slight differences as
measured by the United States Bureau of Labor Statistics manufacturing output index, 1988-94. If Mexico were included,
one would expect an adjustment for productivity.
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Let us now look at changes over time in manufacturing labour costs among the three
countries as they might be viewed through eyes of transnational corporate investors making
continental or global investment location decisions. (US Bureau of Labour Statistics, June
1997). Hourly compensation trends (in US dollars) for production workers in manufacturing
between 1980 and 1996 show that Canadian costs rose from 88 per cent of US costs to exceed
US costs during the early 1990s, settling back to 94 per cent in 1996 as the Canadian dollar
fell, the same ratio as it was in 1975.*

In 1980, Mexican manufacturing labour costs were 22 per cent of US costs and foreign
direct investment outside the maquiladora was limited by law. Costs in Asian exporting
countries such as the Republic of Korea, Hong Kong, Taiwan, China and Singapore were
one-half or less of Mexican labour costs. Five years later in the wake of the 1982 crisis and the
early stages of investment and trade deregulation, labour costs had fallen to 12 per cent of US
costs, roughly on par with the Asian exporters. Mexican labour costs rose slightly from 1986
to 1994, then again fell sharply in the wake of the 1995 financial crisis. In 1996, with
investment and trade deregulation consolidated in NAFTA, Mexican hourly manufacturing
labour costs were just 8 per cent of US costs and 8.5 per cent of Canadian costs. Mexican
manufacturing labour costs had fallen to between one-quarter and one-sixth of its low-cost
Asian competitors. The declining Mexican labour costs throughout this period correlate very
highly with the rise of TNC investment in the maquiladora and related export sectors. Recalling
that maquiladora wages have been roughly one half of wages in the domestic manufacturing
sector, the Mexican advantage becomes even more pronounced.™

Labour productivity in Canadian manufacturing grew at a lower rate (0.8 per cent
annually) than compensation growth (4.6 per cent) during 1984-91, resulting in a yearly rise
in unit labour costs of 3.8 per cent. Between 1991-95 the situation reversed with labour
productivity increasing at 2.8 per cent per year, above annual compensation growth of 1.6 per
cent, resulting in a decline in unit labour costs of 1.2 per cent per year. (NAALC, 1997.)

In Mexico, labour productivity at large manufacturing firms grew at 6.3 per cent annually
during 1986-94, while compensation costs grew at 4 per cent per year resulting in a drop in
unit labour costs of 2 per cent annually. In the United States, labour productivity grew at 2.7
per cent annually during 1984-91 slightly less than compensation costs. During 1991-95 labour
productivity increased to an average 3.4 per cent annually, above the annual growth of
compensation of 2.3 per cent reducing unit labour costs by 1.1 per cent per year.

The common perception is that large wage differentials between Mexico and its NAFTA
partners reflects the fact that productivity in Mexico is much lower. While this is true for the
economy as a whole, it is not true for the manufacturing export sector.

Harley Shaiken, author of several important studies of work organization and technology
transfer in the Mexican auto and electronics sector, provides the following examples of
Mexican ability to handle the most technologically sophisticated manufacturing operations
(Shaiken, 1993.)

C  ABig Three auto engine plant in Mexico achieved productivity levels at 85 per cent of

US performance in less than two years and in some machining lines surpassed US

1 The KPMG study found that location-sensitive costs (which make up approximately 40 per cent of operating costs) were
on average 16 per cent lower in Canada. In the seven sectors examined, where labour costs make up between 60-70 per cent
of location sensitive costs, average labour costs in the Canadian cities were 17 to 30 per cent lower in every sector.

%5 The data on individual sectors are only available up to 1994. They show, however, that for electrical/electronic and
transportation equipment sectors - the two largest maquila sectors - manufacturing costs closely parallelled the manufacturing
average. Other sectors also showed little deviation from the average. (Source: US Dept. of Labor, Bureau of Labor
Statistics, June 1996, unpublished data hourly, compensation costs for 40 manufacturing industries, 31 countries.
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performance. Quality exceeded its US counterpart in 4 of 6 years for which data are
available, by 32 per cent in the most recent year. The company is investing in a $500
million expansion with the capacity to produce 500,000 engines a year.

C The Ford assembly plant (Hermosillo) had the fifth highest quality rating out of 46
assembly plants in north America.

C The Sony television assembly plant (Tijuana) has won Sony’s world-wide quality award
for several years running and its productivity is identical to its counterpart in San Diego.

C Samsung (Tijuana) opened in 1996 a picture tube, television and VCR assembly plant
which, by 2000, will produce 3 million televisions per year, mainly for export to the
United States and Canada. (Shaiken 1997:3).

The decline of Mexican manufacturing wages for the last 17 years has occurred while
manufacturing productivity grew steadily. During 1980-92, average manufacturing labour
productivity grew 41 per cent (INEGI cited Shaiken, 1993) and another 18 per cent to 1995
(INEGI, cited International Metal Workers Federation, 1996:25). Meanwhile, real hourly
wages fell 30 per cent during 1980-94 then tumbled another 25 per cent by mid-1996
(Shaiken,1997: 3). During 1980-96, average manufacturing labour costs fell 64 per cent against
US and almost as much against Canadian labour costs. (BLS, 1997 op cit.).

Corporate surveys confirm, not only that NAFTA was the major factor influencing
corporate strategies, but also the attractiveness of Mexico as an investment location. For
example, a 1992 survey by the American Management Association of 200 of its member
companies with investments in all three countries (three-quarters in manufacturing) found that
they planned to expand employment in their Mexican operations by on average 13.7 per cent
over the next three years, by 3.3 per cent in their US operations, and by 0.7 per cent in their
Canadian affiliates. (Companies with large Canadian subsidiaries planned to reduce their
Canadian work force by 2 per cent). The survey also found that manufacturing TNCs planned
to increase investment spending in Mexico over the next three years by an average of 15.5 per
cent, by 3.7 per cent in the United States and by less than 1 per cent in Canada.

The assessment of US financial analyst Louis Nevaer, exemplifies the importance of
NAFTA to US corporate interests. NAFTA opened great opportunities for US business and
prevented any possibility of a return of Mexico’s state-led inward looking development model,
“NAFTA is the surrender of economic sovereignty implying political sovereignty as well”.
(Nevaer, 1996, xv)... “The speed with which corporate America is extending into all areas of
the Mexican market astounds in its completeness.” [13] According to Navaer, *“the tumultuous
first year of NAFTA with its armed insurrection, political assassinations, and financial collapse
were to be expected, “inevitable consequences of transformation and integration of the Mexican
economy with those of the United States and Canada.”

10. North American restructuring: The record of 11 TNCs®*

In the next sections we have compiled statistical profiles for a sample of 11 transnationals
in order to obtain a more focussed picture of corporate restructuring during the “free trade”
era (1990-96). These companies are among the small group of companies that account for the
large majority of North American manufactures trade. We were surprised to find how little of
information on individual corporations is publicly accessible and how difficult it is to piece
together even very basic profiles. The ability of transnational corporations to mask their

6 The data for this section was compiled by Arun Pukahastra, a student research assistant with the Canadian Centre for
Policy Alternatives during the Summer of 1997.
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activities is yet another manifestation of the enormous power they wield.

The statistical portraits include: employment, revenues, assets, profits, average wages,
and CEO compensation - broken down where possible into the United States, Canada, Mexican
maquiladora, and worldwide operations. They were put together using various sources: 10 K
reports to the United States Securities and Exchange Commission, reports to the Ontario
Securities Commission, newspaper reports and company annual reports,. The data on company
activities in the maquiladora were obtained from Solunet Inc.(El Paso, TX.), a company which
monitors corporate activity in the border region, covering the majority though not all, of their
operations in Mexico Our corporate profiles provide a useful if incomplete picture (see
corporate tables) of corporate restructuring under CUFTA/NAFTA. Ten companies are US-
owned. One, telecommunications transnational, Northern Telecom, is Canadian-owned.*” Most
of the companies are in the two most important maquila sectors-automotive and
electrical/electronic. The auto sector companies are: the Big Three - General Motors, Ford and
Chrysler, and parts makers United Technologies and Allied Signal. From the electronics sector
are General Electric, IBM, Northern Telecom and Rockwell. Chemical giant Dupont, and
chemical/ automotive/consumer products conglomerate 3M, complete our sample.

10.1 Employment

Although the trend varies somewhat from company to company there are clear patterns.
Canada tended to be hardest hit in terms of employment, the bulk of that coming during the
first, or CUFTA phase (1990-93) compared to the second, or NAFTA phase (1994-96). (In
many cases, the size of the Canadian work force has become smaller than the maquiladora
work force) Usually, the Canadian cuts were deeper than the United States cuts which in turn
were usually less severe than worldwide cuts. Even where companies were growing worldwide
their Canadian operations were cut in most cases. There were, however, notable exceptions
such as Dupont, where the Canadian operations were less severely cut than the United States
operations.

Only one company (IBM) expanded its Canadian work force. Only three expanded their
US work force. Without exception, maquila employment expanded greatly reflecting the rapid
rise in maquila employment described earlier, although there is some evidence of cyclical
fluctuations.

General Electric cut its Canadian work force by more than 3000 or 35 per cent during
the entire six year period, compared to 15 per cent in the United States (and 20 per cent
worldwide). It expanded its maquiladora work force by 25 per cent, surpassing its Canadian
work force by more than 2000 in 1996.

General Motors cut its Canadian work force by almost 10,000 or 25 per cent, most of
it in the NAFTA phase (1993-96) contrary to the usual trend, and by 10 per cent (49,000) in
the United States. (This compares with 14 per cent reduction in its world wide work force.)
It compressed its maquila work force by 28 per cent in phase one, but then undertook a massive
170 per cent expansion in the NAFTA phase. Employment since 1990 rose by more than
21,000 reaching 43,000 by 1996. (Remember that maquila employment represents only a
portion of total Mexican employment. GM has a total of 70,000 employees in Mexico.)

7 Information was gathered on two Japanese transnationals: Sony and Honda, but the information was not complete enough
to be included in the sample. In the case of Honda we can say that the Canadian workforce has remained stable since 1990
at about 2,300 while their maquila workforce grew from 408 in 1990 to 2,800 in 1996. (US employment figures are not
available.) We also lack data to compare CEO-average wage compensation for these companies but we do know that, on
average, Japanese CEOs’ compensation is a much smaller multiple of average employee earnings than that of their US
counterparts.
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Ford’s Canadian work force fell 22 per cent in phase one (1990-93), but recovered much
of that loss in the NAFTA phase, with employment for the whole period still down 8 per cent,
a loss of 2200 jobs. Ford’s US work force grew steadily, increasing almost 34,000 (22 per
cent) during 1990-96. Worldwide employment grew 12 per cent during this period. Ford’s
maquila work force more than doubled, from 11,000 to 23,000 during the period, most of the
increase coming after 1993.

Chrysler’s Canadian work force remained stable at around 14,000 while its maquila work
force almost tripled, reaching 14,000 in 1996. The United States work force grew 10 per cent
during the NAFTA phase. Employment worldwide remained stable during the period under
examination.

Allied Signal cut its Canadian work force by 24 per cent during phase one recovering
slightly during the NAFTA phase, but still down overall by 21 per cent. US employment
figures were not available but the company cut its global work force by 28 per cent.
Maquiladora employment jumped almost six-fold to 5950 in 1996, more than twice the size of
its Canadian workforce. The bulk of the increase came in the NAFTA phase.

United Technologies cut its US work force steadily throughout the period by 29 per cent.
This compares with a global employment cutback of only 6 per cent. Its Canadian subsidiary
Pratt-Whitney shrunk by 15 per cent although in the NAFTA phase it increased its work force
significantly. The company almost doubled its maquila employment to 14,200 in 1996, with
the bulk of the increase in the NAFTA phase.

IBM, despite cutting its Canadian employment by almost one-third during phase one,
expanded its work force by 5 per cent for the entire period. US employment increased steadily
throughout the entire period, by more than 20 per cent. Worldwide employment fell during the
period by 30 per cent. Though starting from a small base, IBM tripled its maquila employment
to 1500, the large majority of it in the NAFTA phase.

Rockwell cut its Canadian operation by 13 per cent during the entire free trade period
though in the first phase employment was cut 26 per cent with one half of the loss being made
up in the second phase. Not sufficient information was available to determine the employment
trend of the United States parent, but worldwide employment dropped 5 per cent (1991-95).
Maquila employment more than doubled, though from a small base, with most of that coming
in the NAFTA phase.3M reduced its Canadian work force by 11.3 per cent during 1990-96
while its maquiladora work force expanded by 169 per cent over the same period. US
employment figures for 3M are not available, but the company’s world-wide work force
increased 6.5 per cent during 1992-96.

Dupont cut its Canadian work force steadily throughout the free trade period, by 18 per
cent. The United States parent cut 40 per cent of its work force (1992-96). Worldwide staff
cuts were almost as severe at 32 per cent during 1990-96. Maquiladora employment expanded
fourfold though from a very small base, mostly in the NAFTA phase.

Canadian-owned Northern Telecom expanded its worldwide workforce 18 per cent to
67,584 (1991-96). Major restructuring in the early 1990s saw cuts of 4000 to its Canadian
workforce but it has since expanded employment to 21,000 in 1996. Canadian sales were 14
per cent of worldwide sales in 1995 while US sales were 54 per cent. Both have been falling
as a share of the total as European and Asian sales experienced large gains. Northern’s maquila
plant tripled its work force to 1500 1996. Northern’s domestic Mexican workforce has also
grown on the strength of a $330 million contract to upgrade the telephone system.

10.2 Wages/productivity/profit
Using sales per employee as a surrogate for labour productivity and using available data
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we are able to provide an approximate picture of these relationships in Canada and the United
States.'® We then looked at how those productivity gains were distributed among workers,
CEOs (the surrogate for senior executives) and worldwide profits. For the US-owned
companies the comparison is with average US wages in the sector. For Northern Telecom the
comparison is with the average Canadian sector wage.

The findings confirm that this sample of transnationals has had major productivity gains
during the 1990s. However the lion’s share of these gains has been appropriated by profits and
more dramatically, by senior executive compensation. Average worker wages have been
modest, in some cases barely keeping pace with inflation. These trends reflect broader industry
trends (though more accentuated) and the growing inequality in both countries.

General Electric increased the productivity of its Canadian operation by 112 per cent and
that of its US operation by 37 per cent. Comparing gains in CEO compensation with nominal
wage gains for the average production worker in the sector (SIC 36), CEO compensation rose
more than 500 per cent from 1991 to $32.6 million in 1996, while worker wages in the sector
increased a modest 16 per cent to $26,284 in 1996, roughly the same as their Canadian
counterparts. Thus the CEO-average wage ratio widened from 224 times to 1240 times. World-
wide profits which averaged $3.9 billion during 1991-93, jumped to an average $6.3 billion
during 1994-96. [We do not have senior executive compensation for the Canadian subsidiary
of GE because like the other Canadian subsidiaries of the companies in our sample, their
compensation is well down the ladder of executive compensation. Their compensation does not
register on lists of highest paid Canadian CEOs.]

The labour productivity of GM’s Canadian operation increased 88 per cent while
productivity of its US parent rose 51 per cent. CEO compensation rose 247 per cent to $5.9
million. Average wages in the United States auto sector (SIC 371) increased 24 per cent.
Wages in the Canadian auto sector (SIC 323) increased 33 per cent. The ratio of US CEO
compensation to the average US sectoral wage widened from 50 times in 1991 to 143 times in
1996. Meanwhile world-wide losses averaging $8.5 billion turned into $4.6 billion annual
profits during 1994-96.

Productivity at Ford Canada jumped 88 per cent while productivity at the United States
parent rose 54 per cent. CEO compensation rose 645 per cent while sectoral wages rose 24 per
cent (33 per cent in the Canadian sector). The CEO-average wage ratio widened from 34 times
to 198 times during 1991-96. World wide profits which were negative, $-2.4 billion during
1991-93, jumped to an average $4.6 billion during 1994-96.

At Chrysler Canada productivity jumped 93 per cent, while at the United States parent
productivity rose 28 per cent (1993-96). CEO compensation rose more than 1000 per cent to
$12.6 million during 1991-96 while average US sectoral wages increased 24 per cent, (33 per
cent at their Canadian counterparts), with a consequent widening of the gap from 33 times to
305 times. Worldwide profit at Chrysler averaged $1.8 during 1991-93, increasing to $3.1
billion during 1994-96.

Productivity at Allied Signal’s Canadian affiliate increased 28 per cent. While US figures
are not available, worldwide productivity jumped 52 per cent. CEO compensation rose 550 per
cent to $13 million, while average sectoral wages increased 24 per cent, widening the gap from
59 times to 319 times. The information available on profits was not sufficient to make a

8 Though we lack sufficient information to make detailed comparisons with Mexico, recall that average Mexican
manufacturing production worker wages fell from 11 per cent to 8 per cent of the average US manufacturing wage during
1991-96, the reference period for our comparison; and as well the huge gap between CEO and average wages discussed
earlier.



37

comparison.

Productivity at Pratt Whitney Canada increased 35 per cent and 32 per cent at its parent
United Technologies. CEO compensation soared 415 per cent to $6.7 million in 1996, while
average sectoral wages increased 22 per cent. Global profits increased from an average $270
million during 1991-93 to $750 million during 1994-96.

IBM’s Canadian productivity level rose 14 per cent during 1991-96 (although during
1990-91 it jJumped 74 per cent). It is not possible to calculate a figure for the United States
parent, but worldwide productivity jumped 68 per cent. CEO compensation jumped fourfold
to $10.5 million while average sectoral wages increased 16 per cent (15 per cent in Canada)
resulting in a widening of the CEO-average wage gap from 80 times to 343 times. Meanwhile
world-wide profits which averaged a negative $-5.4 billion during 1991-93, rose to $2.2 billion
during 1994-96.

Rockwell’s Canada’s productivity rose 75 per cent, while worldwide productivity rose
28 per cent. CEO compensation increased a relatively modest 133 per cent compared to the
average sectoral wage increase of 23 per cent, widening the CEO-average wage gap from 44
times to 89 times. Global profits averaged $549 million during 1991-93, rising to $649 million
during 1994-96.

The productivity of 3M’s Canadian affiliate rose 38 per cent while productivity world-
wide rose 24 per cent (1996-96). CEO compensation increased 100 per cent while sectoral
average wages in the United States (and Canada) increased 14 per cent, widening the CEO-
wage discrepancy from 74 to 131 times. Global profits averaged $1.24 billion during 1992-93
and $1.27 billion during 1994-96.

Dupont Canada’s labour productivity jumped 63 per cent during 1991-96 while increasing
55 per cent at its US parent. CEO compensation increased 75 per cent while the average
sectoral wage increased just 16 per cent (14 per cent in Canada), widening the gap from 52
times to 78 times. Global profit averaged $771 million during 1992-93 jumping to $3.2 billion
during 1994-96.

Northern Telecom’s world wide sales revenue grew 57 per cent, much faster than its
labour force, reflecting a 33 per cent gain in labour productivity. Profits averaged $185 million
during 1991-93, including a major loss of $878 million in the latter year. Profits recovered
thereafter, averaging $501 million during 1994-96. Average wages increased 16 per cent the
both US and the Canadian electronics sectors. We do not have figures on CEO compensation
before 1993, but increases are much more modest than for the US-owned companies in our
sample. Consequently the CEO-average wage gap is smaller, fluctuating between 54 and 108
times during 1993-96.
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Table 5:

Appendix

Canada-US: Canada-Mexico exports and imports by
manufacturing sector, 1988-96, pp. 36-38

Canada: Manufacturing balance of trade by sector,

pp. 39-43

Corporate statistical profile

Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:
Corporate statistical profile:

Corporate statistical profile:

Allied signal, p. 44
Chrysler, p. 45

Dupont, p. 46

Ford, p. 47

General Electric, p. 48
General Motors, p. 49
IBM, p. 50

Northern Telecom, p. 51
Rockwell, p. 52

3M, p. 53

United Technologies, p. 54
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Table 5. Canada-United States: Canada-Mexico exports and imports by
manufacturing sector, 1988-96
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Canada: Manufacturing balance of trade by sector
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Corporate statistical profile: Chrysler
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Corporate statistical profile: Ford
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Corporate statistical profile: General Motors
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Corporate statistical profile: Northern Telecom
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Corporate statistical profile: 3M
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I1. Impact of the Canada-US Free Trade Agreement [FTA] and the
North American Free Trade Agreement [NAFTA] on Canadian
labour markets and labour and social standards

1. Introduction

Economic integration and labour and social standards.

Prevailing economic orthodoxy holds that liberalization of trade and investment may
create short-term transitional problems for some groups of workers, sectors and communities,
but has long term positive impacts on efficiency and growth. Liberalization results in a
reallocation of labour and capital to areas of comparative advantage, raising productivity and
potential growth. This in turn provides the basis for improvement in wages, working conditions
and social standards. This is held to be true even in the case of closer economic integration
between relatively high wage, high social standard countries such as Canada, and lower wage,
developing countries. For example, the International Monetary Fund (1997) argues on the basis
of a survey of the mainstream literature that increased North-South trade and investment flows
have not been a significant driving force behind deindustrialization, the erosion of the relative
position of unskilled workers and increased wage and social inequality in the advanced
industrial countries.

Other, more balanced accounts, such as that in the ILO World Employment Outlook of
1996/1997 find some evidence that increased North-South trade has had negative impacts on
relatively unskilled workers, but lay more emphasis on macro-economic and institutional
factors in terms of explaining increased inequality and declining labour market and social
standards in the advanced industrial countries. The ILO has laid particular emphasis on the role
of contractionary macro-economic policy in raising unemployment and inequality in the
advanced industrial countries, and has also consistently drawn attention to the linkages between
declining rates of unionization and labour market deregulation, and increasing inequality among
workers and in the wider society. However, the linkages between trade and investment
liberalization and institutional changes in the labour market is left unexplored in this broad
overview of trends in employment in the advanced countries. These linkages are explored in
this paper.

The dominant neo-classical theory of gains from liberalized trade (and most econometric
models are based on this theory) rests upon assumptions which abstract from reality in a
number of key respects. Perhaps most importantly, the theory assumes full employment -
workers displaced from some jobs move to others. But this assumption is clearly unrealistic in
the context of the high and rising rates of unemployment which have existed in most advanced
countries, including Canada, for at least the past two decades. High unemployment may be the
result of macro-economic policy, but it is nonetheless the context in which liberalization of
trade and investment has taken place. Further, there is a key linkage between liberalization of
trade and investment and macro-economic policy in that it is more difficult to pursue
expansionary policies in a context of globalized financial and product markets. The possibility
of capital flight limits the scope for expansionary monetary policy, while leakages to imports
limit the scope for expansionary fiscal measures.

Theory also assumes that capital flows from declining to expanding sectors, creating new
jobs to replace those lost to imports as an economy is restructured through greater exposure to
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external market forces. But this assumption may be unrealistic given the increased integration
of national capital markets and the real possibility of capital flight. Today’s “free trade”
agreements - including the FTA and NAFTA - are explicitly intended to reduce barriers, not
just to the flow of goods and services, but also to direct investment capital flows between
countries. It is by no means certain that direct investment inflows will balance outflows.

Finally, theory assumes that trade will be balanced by compensating movements in the
exchange rate which reduce trade deficits or decrease surpluses. But, in the real world, shifts
in the exchange rate do not necessarily balance trade, at least in the short term, and balance of
trade deficits financed through foreign borrowing can and do persist for long periods of time.
The assumption of mutual gains from trade through balancing movements in exports and
imports cannot be assumed.

Anwar Sheikh (1996) has argued with others that the real world is increasingly one in
which absolute advantage rather than comparative advantage holds sway. As in an integrated
national economy, in countries integrated through trade and investment agreements,
production, investment and jobs will tend to shift to those locales which are most cost
competitive in the sense that they provide the best combination of wage and other costs in
relation to productivity. Countries with the lowest unit labour costs will tend to have growing
and dynamic export sectors, while countries with high unit labour costs will tend to suffer
slower growth or recession and severe adjustment problems in the form of rising unemployment
and declining labour market and social conditions as a result of lack of competitiveness. Of
course, the constraints of cost competitiveness can, to some degree, be lessened through
specialization in high quality and innovative products and services as opposed to commodities
and commodity like goods, but this requires a shaping of competitive advantage through
strategic investments in plant, innovation and skills which cannot simply be assumed to arise
from *“free markets”.

The key point is that in the real world as opposed to the world of the neo-classical
models, it cannot simply be assumed that there will be mutual gains from increased trade.
There is the possibility of significant loss of jobs and production for any one country. And this
possibility makes it even more likely that the “losers™ from integration driven adjustments will
not be compensated from overall increases in economic efficiency.

Shaikh argues that economic integration is likely to be much less disruptive between
countries with broadly comparable levels of productivity and wages. Many labour market
economists have also recognized that the impact of economic integration will be different if
labour and social standards differ between countries. If competition in integrated product and
capital markets tends to shift jobs, investment and production to regions where labour and
social costs are low in relation to productivity, then there will be downward pressures on such
standards in relatively high standard jurisdictions. As leading Canadian industrial relations
academic M. Gunderson argues: “the economic forces of free trade, global competition and
capital mobility put pressure on countries to harmonize their labour regulations, and these
pressures tend to be in the direction of harmonizing downwards towards the lower common
denominator. The pressure is especially great for measures that are the most interventionist and
involve the protection of rents. They are also substantial, unfortunately - for regulations that
serve an equity role if they conflict with efficiency.” (Gunderson, 1993).

In short, economic integration and institutional factors at work in the labour market are
not separate and distinct, but are rather closely connected.
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2. The background to economic integration between Canada and the United States

A. Labour and social standards in Canada

The impact of growing economic integration between Canada and the United States offers
an interesting example of the impacts of economic integration on labour markets, social
standards and national distinctiveness.

Canada has traditionally had a modestly lower level of income than the United States,
reflecting in part lower levels of productivity. Measured in terms of purchasing power parity,
disposable income per capita in Canada was 77 per cent of the United States level in 1985, but
this had fallen to 68 per cent in 1995 (Conference Board of Canada, 1995). The widening of
the income gap reflects both macro-economic and structural developments related to economic
integration, as explored below.

Notwithstanding lower incomes, labour market and social standards have, since at least
the 1970s, been higher in Canada. Certainly, there have been and remain key differences in
terms of rates of unionization. Overall union density in Canada has been more or less steady
at about one in three workers in Canada in the 1980s and into the 1990s, but the United States
unionization rate has fallen by half from 23 per cent to about 12 per cent over the same period.
While this difference partly reflects high rates of unionization in a larger Canadian public
sector, private sector unionization in Canada has been and has remained much higher, at 20 per
cent to 25 per cent in the 1980s and into the 1990s, compared to a fall from 15 per cent to 10
per cent in the United States. Union density in US manufacturing has been about 10 per cent
since the early 1980s, compared to about 35 per cent in Canada (Chaykowski and Slotsve,
1996; Kumar, 1987). Minimum wages and employment standards have also played a more
significant role in Canada.

Canadian labour markets thus have been and remain significantly more regulated by
unions and by governments than those in the United States. The generosity of income support
programmes for workers has also been significantly greater. In the 1980s, roughly twice the
proportion of unemployed workers qualified for Unemployment Insurance benefits in Canada
compared to the United States, and the Canadian programme generally covered the vast
majority of the unemployed. Social welfare programmes in Canada in the 1980s covered all
unemployed workers who did not qualify for unemployment benefits, while US welfare
programmes have typically been much more limited. The tax/transfer system has equalized
incomes to a much greater extent than in the United States. Strikingly, in the 1980s, a family
at the mid point of the income distribution was better off in Canada than in the United States,
notwithstanding higher average incomes in the United States, because of greater equality in the
distribution of income. A final major difference lies in the fact that Canada has had public
Medicare since the late 1960s.

These differences in labour market institutions and social programmes bearing on labour
reflect many factors, but certainly have been shaped by the relatively much stronger social
democratic tradition in Canada. Put simply, Canada has weaker unions and welfare state
programmes than is typical of European countries, but has been much closer to the European
social market economy model than the United States.

A major NBER funded study of the impact of these differences in the 1980s by US labor
economists David Card and Richard Freeman, tellingly titled Small Differences that Matter
(1993) found that:

“Labor market institutions have resulted in less income inequality and poverty in Canada
than in the United States. The United States chose to give relatively free play to market forces
during the 1980s, whereas Canada pursued a more activist strategy of providing broader social
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safety nets and labor regulations that were more favourable to trade unionism. The American
policies generated substantial employment growth, but did little to mitigate the redistribution
of income towards higher income workers and families. Canada’s programmes produced
comparable employment growth, but also eased the forces that tended to promote inequality
and poverty. Taken together, these studies show that subtle differences in unemployment
compensation, unionization, immigration polices and income maintenance programmes have
significantly affected the levels of poverty, unemployment and income inequality in the two
countries”

Empirical work confirmed that transfer programmes markedly lowered Canadian poverty
rates compared to those in the United States in the 1980s, while the rise in earnings inequality
in Canada was much less than that in the United States in part because of the relative strength
of Canadian unions.

Labour economists - as opposed to orthodox neo-classical economists - have tended to
see Canadian distinctiveness in terms of labour market institutions as subject to erosion by
competitive pressures in an integrated economic environment. For example, Gunderson (1993)
argues that:

“the threat of capital mobility and plant location decisions will put pressure on different
jurisdictions to harmonize their labour law and regulations. This will be true between Canada
and the United States, especially under free trade. It is also the case that harmonization will
be towards the lowest common denominator since jurisdictions with more costly regulations will
be subject to pressures from investment flight and business relocations. In essence, the
legislative authorities will be under more political pressure to pay attention to the concerns of
employers over regulatory costs, including those emanating from the labour market. They will
be under more pressure to compete with other jurisdictions to attract and retain business and
the jobs that are involved.”

Chaykowski and Slotsve (1996) have argued that private sector union density in Canada
is likely to decline under the competitive pressures of free trade, unless the union wage
premium declines or productivity gains in the more heavily unionized Canadian environment
outpace those in the United States. Increased competitive pressure will not necessarily lead to
deunionization, but it will undermine the bargaining power of labour vis-a-vis capital and make
employers more resistant to unionization. Of course, it is possible for unions to help raise
productivity to offset these pressures, but while unionization tends to be associated with higher
than average productivity growth, unions will rightly insist that the gains be shared. High
productivity does not necessarily translate into high rates of return on capital (Jackson, 1993).

While labour laws and regulations and income support programmes which strengthen the
bargaining power of workers, notably Unemployment Insurance, are subject to downward
pressures in an integrated economy, other social programmes have more mixed effects.
Canada’s Medicare system has given Canadian employers an important competitive advantage
vis-a-vis US employers, or at least those US employers who contribute significantly to
employee medical costs. Medicare also has given a significant cost advantage to auto
production in Canada. The same could be argued of higher levels of Canadian public
investment in transportation, education and other services. However, taxation on business to
finance such public services is clearly subject to some competitive pressures, not least because
corporations operating in both Canada and the United States can allocate taxable profits to one
jurisdiction or the other through transfer pricing.

% A, Jackson, Unions, competitiveness and productivity, Industrial Relations Centre, Queens’ University.



62

B. The economic role of the state

Canada has also been highly distinct from the United States with respect to the role
played by the state in economic development. Close trade and investment ties with the United
States begin to displace those with Britain from the 1920s, with Canadian resource exports
flowing to the United States in return for US manufactured goods, and with US corporations
establishing Canadian branch plants to produce behind the then high Canadian tariff wall.
Canada and the United States were already significantly integrated in terms of trade flows in
the 1950s and two way trade grew strongly as tariffs were successively lowered through GATT
rounds. By the 1970s, US direct investment in Canada accounted for a large - often majority -
stake in the resource and manufacturing sectors. In brief, long before the FTA and NAFTA,
Canada and the United States were already highly integrated economies.

But the nature of Canada-US economic integration was significantly shaped by
government policies until well into the 1980s. The broad purpose of such policies was to
broaden the industrial and employment base away from resources and resource based products
to more advanced products and services, and to capture more resource rents. In the 1980s,
tariffs were quite low for most products, but trade in the large integrated auto sector was
managed through the Auto Pact with the United States which guaranteed production in Canada
broadly equivalent to market share. Public ownership was significant even in commercial, non-
regulated sectors such as energy, and foreign direct investment was subject to review and
approval, conditional upon Canadian employment and other benefits. Canadian based producers
were given preferential access to Canadian resources, notably energy in the National Energy
Programme. Regulation gave US companies limited access to several key sectors, including
transportation, communications, cultural industries and the financial sector. In short,
regulation, public investment and a wide range of industrial and regional development policies
shaped and managed a close economic relationship integration with the United States.

The negotiation of the Canada-US Free Trade Agreement - concluded in 1988 - was very
much part of a wider federal government agenda of deregulation and privatization and
“structural reform” consciously intended to give wider sway to market forces. The FTA was,
of course, liberalizing in the sense that it eliminated, or phased out, remaining tariff barriers.
Prior to the agreement, one third of Canadian industrial production was protected by tariffs of
7.5 per cent or higher, with tariff protection being particularly significant in some labour
intensive sectors such as clothing, textiles and footwear as well as in food and beverages,
rubber and plastics. But it was more deeply liberalizing in the sense that it prohibited or limited
traditional tools of economic policy such as conditional access to resources, two price systems
for resources, regulated market access as in the Auto Pact, foreign investment review,
“discrimination” by governments and crown corporations, and use of public procurement,
among others.

The NAFTA went beyond the FTA in some respects, further liberalizing trade in some
services and further limiting regulation of investment. It also, of course, added Mexico to the
FTA region, but this was of modest direct significance for Canada given that direct trade and
investment ties with Mexico were and remain of minor importance (with the partial exception
of trade in auto and electronic products). However, close integration with the United States
clearly means that NAFTA impacts on the United States arising from the integration of Mexico
can have significant repercussions in Canada.

It should be underlined that the FTA/NAFTA is much more than a “free trade”
agreement and goes well beyond tariff elimination to limit government actions which can be
seen as affecting the evolution of markets. The agreement is, in essence, a declaration that
Canadian and US corporations have the right (subject still to certain limits) to ship products and
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sell services across the border and to invest in the other country and to be treated by
governments in a non-discriminatory fashion. The key message to Canadian and US
corporations is that the locale of production and investment and jobs can be determined on the
basis of the logic of profit maximization rather than political criteria, and that henceforth the
United States and Canada should be seen as a single market. It is worth noting that, unlike the
EC, the FTA/NAFTA is almost completely a liberalizing agreement designed to break down
“barriers” and prevent government “discrimination” and does not create new institutions which
pool sovereignty. It deregulates the market by limiting the scope for national government
intervention without creating new international institutions. The environmental and labour
commissions created by NAFTA stand as minor, weak exceptions.

3.  The Canadian policy debate

There were four major strands to the Canadian economic policy and political debate over
the FTA and then NAFTA. The first had to do with whether the FTA secured one of its
ostensible key purposes - namely secure access to the United States market and protection for
Canadian exports against recurrent US protectionism. The FTA did not exempt Canada from
US countervail and anti-dumping laws, though it did establish a dispute settlement process to
determine if US law has been fairly applied. (This may have resulted in some modest benefits
over and above GATT/WTO tribunals, but the United States has, post FTA, continued to
periodically limit Canadian exports of lumber, steel, agricultural and other sensitive products.)

The second strand had to do with limits on the role of government in the economy.
Nationalist, labour and other critics of the FTA argued that tools of policy, sacrificed under
the agreement were needed to build productive capacity and to broaden Canada’s narrow
advanced industrial base, while supporters argued that market access and free markets would
narrow the productivity gap with the United States and lead to more and better jobs in
sophisticated industries. It was recognized on both sides that Canadian industry was less
advanced and competitive than US industries, particularly in technologically sophisticated
sectors.

Third, critics argued that restructuring driven by the agreement would lead to significant
job losses and adjustment problems, while supporters said that adjustment would be modest and
that there would be net gains from reallocation of production of investment. Critics expected
that companies which had traditionally operated production facilities on both sides of the border
(mainly US companies which had operated “branch plants” in Canada to avoid tariffs and
comply with Canadian content requirements) would shift production to larger US plants, while
supporters expected that better access to the United States would encourage modernization and
expansion of Canadian plants. There was evidence for both positions in the evolution of the
Canadian industrial structure in the 1980s.

Finally, critics said that economic integration and the competitive pressures to which it
gave rise would lead to downward harmonization of labour and social standards to the lower
levels prevailing in the United States. This process would result not just from the more
competitive environment created by tariff reduction, but also through the wider deregulation
of the economy driven by the FTA.

The key assessment of the FTA released by the Department of Finance in 1988 argued
that the FTA would provide secure and enhanced access to the United States market and would
lead to a “more efficient and lower cost economy” via economies of scale, higher productivity
and higher rates of innovation. The lower consumer prices driven by tariff cuts and the
productivity gains from comparative advantage and economies of scale in production
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specialization were expected to result in a long term real income gain of at least 2.5 per cent.
More intangible results were expected in the form of “increased flexibility and dynamism”.

“The economic benefits from the free Trade Agreement will start to be realized shortly
after the implementation of the Agreement on January 1, 1989. Prices for a wide range of
consumer goods will begin to decline, expanding the purchasing power of Canadian
households. Investment in plant and equipment will expand as Canadian firms move to take
advantage of their enhanced access to the huge US market place. Increased consumer and
investment spending will lead to stronger economic growth and more job creation. Department
of Finance estimates of the impacts of the Agreement on employment over the government’s
medium-term fiscal planning horizon indicate that 120,000 net new jobs will be created by
1993, only five years into the agreement.”

The government funded Economic Council of Canada study (1988) estimated the stimulus
to consumption and investment which would come from price reductions flowing from lower
Canadian tariffs, and the impacts of trade driven rationalization and specialization on the
manufacturing sector. It forecast a 2.5 per cent gain in real GDP over 10 years. This result was
heavily dependent upon an assumed productivity increase as a result of rationalization and
economies of scale. The Council forecast modest 2-3 per cent job losses in heavily protected
sectors as a result of tariff reduction, and calculated that there would be net job losses if only
tariff changes were considered. However, the adjustment problem was viewed as very small.
Both of these major studies argued that there would be modest but positive benefits mainly
because of an expected increase in productivity. Tariff driven changes to employment were
seen as small and manageable. Neither study saw any threat at all to labour and social standards
or to Canadian distinctiveness vis-a-vis the United States. In his foreword to the Department
of Finance report, the Minister wrote “a stronger and more productive economy will allow us
to better support our social programmes and further advance our cultural identity.” The
Economic Council argued that “there is no reason to think that free trade can be used to alter
or undermine Canada’s Unemployment Insurance, medicare or other programmes fundamental
to the social safety net. Rather, by strengthening economic growth and employment in Canada,
the free-trade agreement will increase government revenues and improve the ability of
governments to address social issues.” Neither the Department of Finance nor the Economic
Council study looked at Canada-US wage and productivity differences or at the implications
of different labour market institutions in the two countries in a more integrated environment.
The Department of Finance study NAFTA: An Economic Assessment (November 1992)%
similarly dismissed the “downward harmonization” argument, with specific reference to
Mexico. The basic argument which was not disaggregated by sector or even to the traded goods
sector alone, was that the huge Canada-Mexico wage gap was more than paid for by higher
productivity. It forecast tiny income gains from trade and investment liberalization.

Critics of the FTA forecast significant job losses as manufacturing industries in Canada
were restructured and rationalized and two way trade and investment flows increased as a result
of tariff reduction and more secure rights for foreign investors (Cameron, 1988). While there
was concern over job displacement from tariff reduction, the leading concern was loss of the
economic tools needed to advance an interventionist Canadian industrial policy. Economists
opposed to the FTA were highly sceptical of the view that market forces alone would lead to
industrial diversification and the growth of more sophisticated industries in Canada, and feared
that the United States would continue to dominate such sectors as Canada became even more

2 Government of Canada.
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reliant on resources. In short, much of the debate was less about “free trade per se, than over
the role of the state in economic development and job creation. Critics also forecast a process
of downward harmonization of labour and social standards. In their brief to the House of
Commons Committee on International Trade, the Canadian Labour Congress, the peak trade
union organization, argued that “if this deal is consummated we can count on business on both
side of the border to threaten not to invest in Canada if they think costs and conditions are out
of line with those in the United States. That way we get a further endless round of
harmonization through the market that could erode everything from medicare and
environmental protection to the corporate income tax and workers’ rights to organize and
bargain collectively.” Similarly, the CLC submission to the government on NAFTA argued
that the extension of the FTA to include Mexico would *“pose the very real threat of further job
losses, wage cuts and erosion of labour, social and environmental standards as the
international competitiveness threshold to which Canadians are directly exposed is dramatically
lowered.”

The debate over NAFTA in Canada, as in the United States, centred around fears of
downward harmonization, with many Canadians arguing that the inclusion of Mexico in
NAFTA would increase pressures that had already become clear under the FTA. The basic
argument was that NAFTA would increase both capital mobility and competition, leading
employers to attempt to lower wages in relation to productivity. Contrary to the assumption of
neo-classical economists that wages reflect relative productivity, it was argued that in the
United States and, even more dramatically, in Mexico productivity and wages had become
delinked. Examples of high productivity, low wage production in Mexico - as in the auto
engine industry studied in detail by Shaiken - made it clear that labour market institutions as
well as macro-economic conditions are key intervening variables. With the option of relocation
to a lower wage, lower labour standard jurisdiction with little or no loss of quality or
productivity, employers will be placed in a position to successfully push workers for wage
concessions and to better resist unionization (Robinson, 1994; Stanford, 1995).

4. Impact of FTA and NAFTA

A. Canada in the 1990s

By almost any measure, the post FTA period of 1989 through 1996 has been one of the
most dismal in Canadian history. Leading economist Pierre Fortin has characterized this period
as “the great Canadian slump” - the longest period of below potential growth since the Great
Depression.

B. Growth

As shown in table 1, the recession of the early 1990s was deeper and more prolonged in
Canada than in the United States, and the recovery more tentative. Prior to 1997 - a year in
which the economy has finally begun to grow at or above 3 per cent - 1994 was the only year
of growth above 2.4 per cent. The contrast to the pre FTA recovery period of the mid to late
1980s is marked. Economic growth averaged 3.2 per cent, 1980-88, compared to 1.4 per cent
1989-1996. These periods are both ones of recession and recovery. Canada grew significantly
faster than the United States, 1980 to 1988 (notwithstanding labour market institutions and
social programmes which were stronger than in the United States, and a more regulated
economy.) However, growth in the post FTA period has been significantly slower than in the
United States, averaging just 1.4 per cent compared to 2.0 per cent. Because of slower growth,
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Canadian incomes have fallen significantly behind those in the United States. Given population
growth, there has been almost no growth in real living standards in Canada since 1988.

C. Major labour market trends

The national unemployment rate soared from a low of 7.5 per cent in 1989 to more than
11 per cent in the early 1990s, and remains well above 9 per cent. The average duration of
unemployment is approximately six months, so the unemployment rate indicates that at least
one in five Canadian workers have been unemployed each year in the 1990s. Regionally,
unemployment has been highest in Quebec and the Atlantic Provinces, and lowest in Western
Canada. However, the recession was deepest in heavily industrialized Ontario and Quebec. The
more resource industry based Western provinces were less directly impacted by the FTA.

An historically unprecedented gap has emerged between unemployment rates in Canada
and the United States, largely because of much slower job growth in Canada. The absolute
number of full-time jobs recorded in 1990 was not regained until 1997, reflecting the severity
of the recession and the concentration of job growth for women in part-time employment. The
participation rate has fallen steadily from 67.5 per cent in 1989 to below 65 per cent today,
with most of the decline concentrated among young people.

Table 1. Canada and the United States - major indicators (per cent)

Year Real GDP growth Unemployment rate

Canada USA Canada USA
1980 1.5 -0.3 7.5 7.2
1985 4.8 3.7 10.5 7.2
1990 -0.2 1.3 8.1 5.6
1991 -1.8 -1.0 10.4 6.8
1992 0.8 2.7 11.3 7.5
1993 2.2 2.3 11.2 6.9
1994 4.1 3.5 10.4 6.1
1995 2.3 2.0 9.5 5.6
1996 1.5 2.4 9.6 5.4
Av. 1980-1988 3.2 2.7 9.6 7.5
Av. 1989-1996 1.4 2.0 9.7 6.1

Source: OECD Economic Outlook, December 1996

Were it not for the fall in the participation rate since 1989, the unemployment rate in
1996 would have been above 13 per cent. The unemployment rate among young people aged
15 to 24 has been close to 20 per cent through the 1990s, and this is on the basis of an
extremely steep fall in the participation rate since 1989 (10 per cent for young men and 7 per
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cent for young women)®. The incidence of part-time employment among young people has also
increased sharply, from 36 per cent in 1988 to more than 50 per cent today.

The incidence of part-time work has increased from 20 per cent to 25 per cent among
adult women since 1989, and this is almost entirely explained by the increased incidence of
involuntary part-time employment. The trend towards part-time jobs for women has also been
somewhat disguised by the growth of multiple job holding - about one in four jobs are now
part-time, though only one in five workers work part-time because a growing number work
full-time hours by combining jobs. Part-time workers - overwhelmingly women - earn just two-
thirds the wage of equivalent full-time workers, and less than 20 per cent receive benefits from
their employer. Increasingly, part-time work has become more and more casual, with hours
in sectors such as retail trade, restaurants and hotels being highly variable from one week to
the next.

The casualization of employment in the 1990s is also revealed in the rapid growth of
temporary work, which increased from 5.0 per cent to 11.6 per cent of total employment
between 1991 and 1996 according to the Statistics Canada Survey of Work Arrangements.
Self-employment meanwhile grew by 15 per cent between 1991 and 1995, and has contributed
about one-half of all “job’ growth in the 1990s. While there is a layer of skilled professionals
in high demand among the ranks of the self-employed, the growth of casual and
self-employment is driven above all by the unwillingness of employers to hire workers into
regular jobs, and by their ability to meet their needs on this basis in a very high unemployment
economy. The phenomenal growth of self-employment has not been extensively analysed, but
it is clear that earnings generally average well below those of paid workers with comparable
skills. Measures of income from self-employment in the National Accounts show little growth,
indicating that the average incomes of the self-employed are falling.

The very marked casualization of employment in the 1990s, particularly among women,
young people and other disadvantaged groups in the labour market, has been much greater than
in the 1980s, and undoubtedly reflects very weak demand for workers and high unemployment
combined with major cuts to income support programmes. It is driven by employer
competitiveness strategies of contracting-out and out-sourcing work, and making the hours of
work highly variable in order to minimize the fixed costs of permanent, full-time workers who
usually have access to benefits such as pensions, and are frequently unionized.

Hours worked in full-time jobs increased in the 1980s, and the rate of increase has picked
up in the 1990s. The proportion of adult men working more than 41 hours per week rose from
18.0 per cent in 1980 to 21.4 per cent in 1989 and to 24.3 per cent in 1995. (The comparable
data for adult women are 5.6 per cent, 7.3 per cent and 8.6 per cent). The proportion of adult
men in the goods sector working more than 41 hours per week rose from 15.8 per cent in 1989
to 19.4 per cent in 1989 to 24.6 per cent in 1995 (Statistics Canada, 1996). Long and
increasing hours tend to be worked by professionals - both women and men - and by male
production workers in manufacturing and the resource sector. Average weekly overtime hours
for hourly paid workers have averaged 3.2 hours 1994-96, significantly higher than the
previous cyclical high of 2.2 hours in 1988.

Measured solely in terms of hours worked, there has been a significant intensification of
work for many workers in blue collar occupations, as well as in the public sector (where
overtime is frequently unpaid.) High levels of overtime result from the high costs of training
new hires, and from the fact that a significant proportion of wage costs for workers with

2 Unless otherwise indicated, labour force data are from Statistics Canada’s Labour Force Survey.
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pension and other benefits coverage are fixed. Work has also been greatly intensified in most
workplaces by delayering and *“downsizing”, and by the widespread adoption of “lean
production” techniques both in industrial and non-industrial settings. The intensification of
work has gathered pace in the 1990s (Dagg, Schenk and Anderson, 1995).

Table 2 shows wage increases for all workers and for unionized workers in the business
sector and the increase in the Consumer Price Index. Over the 8 year period 1989-96, there
was a very modest 6 per cent increase in the broadest wage measure (which covers salaried as
well as hourly paid workers) while wage settlements for unionized workers in the business
sector basically just matched inflation. Wage settlements for public sector workers averaged
well under those in the private sector because of wage freezes and legislated controls.

Table 2. Earnings per cent change

Year Average hourly earnings Major wage settlements (business Consumer prices
sector)
1989 5.4 5.0 5.0
1990 5.6 5.7 4.8
1991 5.1 4.0 5.6
1992 3.7 2.6 1.5
1993 1.8 0.9 1.8
1994 1.6 1.2 0.2
1995 2.3 1.3 2.2
1996 2.6 1.6 1.6
1989-1996 31% 24% 25%

Source: Statistics Canada. Canadian Economic Observer Historical Statistical Supplement. Hourly earnings are
fixed weighted.

Table 3. Earnings trends 1989-1993: Change in real annual earnings (per cent)
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Decile Adult men Adult women
Decile 1 -31.2 -10.8
Decile 2 -20.2 -5.9
Decile 9 -2.1 +5.2
Decile 10 -1.8 +5.4

Source: Garnet Picot. Working Time, Wages and Earnings Inequality Among Men and Women in Canada, 1981-
1993. Analytical Studies Branch. Statistics Canada, 1996.

Real annual earnings fell for virtually all adult male workers between 1989 and 1993. As
shown in table 3, real earnings of the bottom decile of adult men fell 31.2 per cent between
1989 and 1993, and those of the second decile fell by 20.2 per cent. Real annual earnings of
the top two deciles of men fell by just 2 per cent. There has thus been continuing polarization
in earnings of men, though this trend has been driven more by a decrease in time worked as
a result of high unemployment than by polarization of wages. Nonetheless, the proportion of
adult male workers earning less than $8.80 per hour (in 1993 dollars) rose from 7.9 per cent
in 1989 to 8.9 per cent in 1993, while the proportion of such workers earning more than
$27.60 per hour rose from 9.3 per cent to 11.6 per cent. Inequality of hourly earnings has
increased, but the rate of increase has not accelerated since the early 1980s.

The real annual earnings of the bottom 50 per cent of adult women fell between 1989 and
1992, again because of changes in hours worked. Annual earnings fell by 10.8 per cent for
women in the bottom decile and by 5.9 per cent for women in the second decile. The
proportion of women in very low wage jobs did not increase, and hourly earnings among
women have not polarized in the same way as those of men. However, women are heavily
concentrated in the lowest pay categories - 19.9 per cent of women earned less than $8.80 per
hour in 1993 compared to 8.9 per cent of men, and just 5.4 per cent of women earned more
than $27.60 per hour compared to 11.6 per cent of men (Picot, 1996).

The negative impact on incomes of working people and families of increased
unemployment and the erosion of earnings, particularly for the low paid, has not been offset
by income transfers to the same extent as in the 1980s. Three major rounds of cuts to the
national Unemployment Insurance programme since 1988 cut benefit entitlement periods
drastically - often in half - and raised the qualification period to 26 weeks of work for full-time
workers. In 1989, 85 per cent of unemployed workers qualified for Ul benefits, but less than
50 per cent qualify in 1997, and the proportion has fallen to one-third in Ontario. The benefit
rate as a proportion of prior earnings has also been reduced. The Department of Finance
estimates that the effect of these cuts has been to eliminate the impact of the major
improvements to the system made in the 1970s. The programme is certainly very substantially
smaller than it was in 1988.

Income support from social assistance grew rapidly in the recession and the early
recovery, but benefits have been significantly cut in most provinces since 1992, and it has
become more difficult to claim benefits. Thus, despite continuing very high rates of
unemployment, transfer income has been shrinking relative to employment income. The
inevitable result has been a sharp increase in poverty, particularly among families with
children. The incidence of low income for families with children has risen from 15.3 per cent
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in 1989, to 21.0 per cent in 1995.%

5.  Macro-economic policy and economic integration

Most economists - certainly in the Department of Finance, the Bank of Canada, the
OECD and business economists - would argue that Canada’s dismal recent history is largely
unrelated to the FTA. Indeed most would argue that increased exports to the United States
flowing from the FTA have led growth in the recovery. The argument would be that economic
performance has been weak and unemployment very high because of the impacts of monetary
and fiscal policy. Extremely high interest rates and exchange rate overvaluation lie behind the
recession of the early 1990s, while subsequent recovery has been held back by stringent fiscal
policy as governments have sharply cut spending to deal with a growing debt load. It would
also be argued that major structural adjustments to ‘“globalization” were inevitable,
notwithstanding the FTA and NAFTA (an argument which glosses over the fact that continental
economic integration is precisely the form that “globalization” has taken in Canada.) (Lipsey,
1995).

There can be no doubt that macro-economic policy has been the major cause of the
Canadian slump and labour market trends. In particular, blame has to be placed primarily on
monetary policy. From the low 70 cents US level of the mid 1980s, the Canada-US exchange
rate rose by more than 20 per cent to at or above 86 cents US in 1989 through 1991, before
falling back to the low 70 cent level today. In 1990, short-term interest rates were 5 per cent
higher than in the United States, compared to a normal average of about 2 per cent, and this
fuelled the sharp exchange rate appreciation which came almost coincidentally with the
introduction of the FTA in 1989. The traditionally large Canadian merchandise trade surplus
with the United States (needed to finance the usually still larger deficit on trade in services and
dividend flows) fell in the 1989 to 1991 period, when the manufacturing and much of the
resource sector contracted sharply. Extraordinarily high real interest rates put the domestic
economy into deep recession.

As prominent Canadian macro-economist Pierre Fortin and others have argued, it was
the contractionary monetary policy of the late 1980s which led to the very severely
contractionary fiscal policy of the 1990s. Government debt loads soared in the recession
because of the combination of high interest rates on accumulated debt, and high unemployment
and sluggish revenues. The significant Canadian debt problem was caused by monetary policy,
rather than by “excessive” spending. Programme spending had been cut in the 1980s as a share
of the economy, and has been cut sharply in the 1990s (Osberg and Fortin, 1996). Fiscal
retrenchment in the 1990s has been, according to the OECD, the most severe in any major
country in the post-War era. Real federal government spending on programmes has fallen by
more than 20 per cent since 1993, cutting real growth rates by well over 1 per cent per year
in the recovery. There have been massive job cuts to public services, directly and, via cuts in
federal transfers, to provincial and local services and to health and education.

While the fiscal tightening has been rooted in monetary policy, it is not unrelated to
economic integration in that the drive for international competitiveness has taken priority over
stimulation of internal demand. For example, cuts to Unemployment Insurance have been
justified in terms of perceived negative impacts on the labour market, and the traditional
counter cyclical role of the programme has been consciously scaled back. Further, tax
increases, particularly tax increases on business, have been rejected as an alternative to social

2 Statistics Canada, 1995.
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programme and public service cuts because of the perceived negative impacts on
competitiveness. As in other countries, much of government’s role has been reconstrued to be
the enhancement of business competitiveness via domestic policies of austerity, a trend which
has been speeded by the fact that more and more domestic demand is now met through imports
so fiscal stimulus in less effective.

Critics of monetary policy rightly lay much of the blame on the determination of the Bank
of Canada to achieve an explicitly stated *“zero inflation” objective under Governor Crow.
Notwithstanding a rather low peak rate of inflation of 5 per cent in 1989, the monetary brakes
were tightened to a much greater extent than in the United States. Many prominent economists,
including Paul Krugman, have argued that the Bank of Canada has pursued a much more
stringent anti- inflation objective than even the United States Federal Reserve, and that the
Canadian case stands as an example of the large costs of adopting too low an inflation target.

There, is, however, much more to the shift in monetary policy than an error in macro-
economic judgement. The Bank of Canada was responding not so much to higher consumer
price inflation than in the United States as to the perceived loss of Canadian cost
competitiveness vis-a-vis the United States in the 1980s. As shown in table 2, inflation in 1989
was 5.0 per cent, only 0.2 per cent higher than in the United States, and wage increases were
broadly in line with price increases even at the end of the expansion and were not out of line
with productivity growth.

Put bluntly, the Bank deliberately increased unemployment in order to discipline
Canadian workers in a more integrated economic environment. From the perspective of
business and many economists in the 1980s, a key Canadian problem was eroding cost
competitiveness with the United States in manufacturing and the traded goods sector generally.
The expansion of the 1980s saw a sharp increase in unit labour costs and an erosion of
Canada’s cost competitive position which was offset only by continued exchange rate
depreciation. The crux of the problem was that productivity was growing more slowly than in
the United States, while wages were growing somewhat more rapidly in relation to productivity
than in the United States (Economic Council of Canada, 1992). The problem was not
“excessive” wage growth in Canada per se - real wage increases were barely increasing and
were more than justified by productivity - but rather the potent competitive threat posed by the
particularly sharp delinking of wages from productivity growth in the largely deunionized
United States.

Beginning from at least the mid 1980s, business interests in Canada expressed growing
concern about loss of competitiveness. While much of the blame could be placed on corporate
under-investment in innovation and research and skills, it was argued that Canadian labour was
“too strong” in the new, more competitive, more integrated economic environment which
flowed from the overall process of deregulation, tariff reduction and looming free trade. Put
in more technical terms, it was argued by the Bank of Canada, the Department of Finance
(1995) and the OECD (1996) that Canada had a higher “natural rate” of unemployment or
NAIRU than the United States in large part because of stronger unions and more *““generous”
social programmes?®®. “Natural rate” theory was the justification for the sharp tightening of
monetary policy in the late 1980s and the successive rounds of cuts to Ul made in the late
1980s and 1990s.

To summarize, monetary tightening and the consequent squeeze in fiscal policy were not
unrelated to the context of much closer economic integration with the United States. Inflation

% See also Andrew Jackson (1996).
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per se was not a problem in the late 1980s. What was a problem was the perceived higher
propensity of the Canadian economy to inflation than the United States. This difference was
seen as rooted primarily in labour market institutions. High unemployment was used
deliberately to promote long term competitiveness with the United States, even at the cost of
a short run deterioration in relative costs.

It can be added that there is some evidence that the FTA would not have been approved
by the United States Congress if an exchange rate appreciation had not been anticipated. Indeed
a member of the federal Cabinet that negotiated the FTA, Sinclair Stevens, has said that there
was a “secret deal” to placate hostile members of Congress.

6. The FTA, trade and direct employment impacts

Analysts basically agree that the FTA and NAFTA have had a significant impact on
Canadian trade patterns. Both exports and imports have risen sharply as a share of GDP, and
trade has become even more geographically concentrated. Exports have risen from 26 per cent
of (nominal) GDP in 1988 to 38 per cent in 1996, matched by an almost equally large increase
in the import share of GDP from 26 per cent to 35 per cent. The Canadian merchandise trade
surplus with the United States moved in a narrow range between 1988 and 1992, in the early
FTA period, and then rose very rapidly, from $15 Billion to $40 Billion. (The growth of the
merchandise trade surplus accounted for about 25 per cent of economic growth, 1992-1996).
Exports to the United States rose from 75 per cent to 81 per cent of total exports over the same
period, while imports from the United States rose from 69 per cent to 75 per cent of the total.

Measured in nominal dollars, both exports and imports of goods and services have about
doubled in the post FTA period. This expansion of both exports and imports was much more
rapid than in the 1980s or in the 1970s. In short, the Canadian and US economies have indeed
become much more integrated in trade terms at a rapid pace. The extent of integration is now
remarkable. A greater share of Canadian manufacturing production is now exported to the
United States than is consumed in Canada, and Canadian manufacturers supply less than half
of the Canadian market for manufactured goods. It should be noted that a very high portion of
Canada-US trade - 40 per cent - is intra-company trade, particularly in the highly integrated
automotive sector. Trade is made up of inputs to cross border production chains as much as
resources and finished goods.

There have been some changes in the broad structure of Canada-US trade under the FTA
and NAFTA. Resource based goods as a share of Canadian merchandise exports have
diminished slightly in importance from 34 per cent to 31 per cent of the total, while the share
of machinery and equipment in exports has risen from 16 per cent to 23 per cent, 1988 to
1996. This has been driven by exports of telecommunications equipment, a traditional area of
Canadian strength, and by growing exports of office machinery and software. Canada’s small
“high technology” sector has been the major beneficiary of the FTA. However, Canada
remains a very large net importer of machinery and equipment, exporting 80 per cent of the
value of imports in 1996. The export to import ratio would likely fall if depressed Canadian
industrial investment recovered strongly.

A detailed analysis of changes in the pattern of trade by Schwanen (1996) shows that the
growth of trade has been particularly strong in sectors liberalized by the agreement, and that
the growth of trade with the United States has been greater than would have been expected
given slower growth in the United States than in other markets, and the greater depreciation
of the Canadian dollar against other currencies. While overall exports to the United States grew
by 99 per cent, 1988 to 1995, exports in liberalized sectors grew by 139 per cent. As a result
of the FTA, the United States market share in Canada increased significantly in sectors
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liberalized by the agreement, notably clothing, furniture, processed foods, steel and chemicals.
Canadian exports to the United States have grown particularly strongly in liberalized sectors
also. A US Congressional Research Service Report (Wilson, 1996), similarly concludes that
the FTA has had an important independent impact on trade flows. If anything, the impact of
the FTA on trade has probably exceeded expectations, indicating that corporations reconsidered
production strategies in a new light after the agreement was concluded, rather than making
marginal adjustments.

Shifts in trade in response to the FTA in combination with exchange rate movements and
domestic economic conditions resulted in a major restructuring of the manufacturing sector.
There was a massive wave of plant closures and mass layoffs in industrial Canada, particularly
Ontario and Quebec, in 1989 through 1992. Over this short period, about one in five
manufacturing jobs was lost. Since 1992 there has been a modest recovery in payroll
employment in manufacturing. Job losses were often in US (or, more rarely, Canadian)
companies which operated production facilities in the United States and decided to rationalize
higher cost operations in Canada. Other jobs were directly lost to competition from imports.
As shown in table 4, there have been significant job losses in those industries which enjoyed
significant tariff protection before the FTA - notably clothing and food. Strikingly, jobs have
also been lost in significant numbers in sectors where exports have expanded, notably
machinery and electrical and electronic products (though employment in some sub-sectors
producing telecommunications and office equipment has grown.)

University of Toronto economist Daniel Trefler has calculated that employment in sectors
with tariff protection of more than 10 per cent (about one-third of manufacturing employment)
fell by 17 per cent 1988 to 1996 and that 138,000 of 290,000 manufacturing jobs lost between
1988 and 1996 can be attributed directly to the FTA rather than to other factors. He finds that
these protected sectors, such as clothing and textiles, have restructured mainly by shrinkage -
there have been limited productivity but not jobs gains even in the smaller sector which has
survived. Conversely, there was rapid growth of output and productivity in sectors which had
more modest tariff protection before the FTA (Trefler, 1997).

Table 4. Employment in manufacturing (000s)

Sector 1988 1993 January 1997
Total 1,992 1,667 1,719
Food 208 180 175
Clothing 121 85 85
Primary metals 103 80 80
Fabricated metal products 174 135 155
Machinery (non electrical) 85 65 91
Electrical & electrical products 157 116 117
Transportation equipment (auto & 224 197 223
aerospace)

Source: Statistics Canada, Employment, earnings and hours.

Between 1988 and 1995, there was a very sharp 18.7 per cent fall in the number of
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manufacturing establishments in Canada. 7,544 establishments closed with the most severe
declines in clothing (1,094 establishments, 39 per cent of the 1988 total) furniture (612
establishments or 31.4 per cent of the 1988 total), printing and publishing (1,190
establishments or 21 per cent of the 1988 total). The fact that the number of establishments
shrank more than the fall in employment indicates that restructuring resulted in increased
concentration of production. This appears to have taken place mainly in medium sized plants,
since the number of large (more than 500 worker) manufacturing establishments fell from 436
to 365 (Statistics Canada, 1996).

Under the FTA, cross-border trade in services with the United States has also grown,
though less rapidly than merchandise trade. Such trade - travel, transportation and commercial
services - accounts for only 14 per cent of the value of merchandise trade. Canada’s traditional
deficit in the trade of services with the United States widened from $4.6 Billion in 1988 to a
high of $10.7 Billion in 1992, and has since gradually shrunk to $9 Billion. Canada currently
exports $2 of services to the United States for every $3 which is imported. There have been
significant FTA and NAFTA related impacts on Canadian transportation industries, notably
cross border trucking. Competitive pressures have greatly increased in all transportation
industries.

Under NAFTA, direct Canada-Mexico trade has about doubled in volume but continues
to be modest, amounting to only about 3 per cent of the value of Canada-US trade. This may
be underestimated in that US goods assembled in Mexico may be counted as US goods. There
has been a large and growing imbalance in direct Canada-Mexico trade, driven by the shift of
auto industry parts sourcing to Mexico and by the slump in Mexican imports following the peso
crisis. In 1996, Canadian imports from Mexico were five times greater than exports ($6 Billion
vs $1.2 Billion) and this large imbalance has grown. In the first five months of 1997, Canadian
imports from Mexico were six times greater than Canadian exports to Mexico. While still
modest in dollar terms, the trade deficit undoubtedly has translated into direct job losses.
Several Canadian auto parts producers (eg. Magna, Ford) and electronic equipment producers
(eg. Northern Telecom) have established production facilities in Mexico. In these sectors, the
threat - real or potential - of relocation has been used in collective bargaining.

7. The FTA and economic performance

As noted above, proponents argued that the FTA would lead to a revitalization of the
manufacturing sector based on higher productivity and new investment. Performance in this
respect has been disappointing. As shown in table 5, labour productivity growth in
manufacturing (output per hour) averaged 2.0 per cent 1989 to 1995, down from 2.3 per cent
1981 to 1988. Productivity growth was just above 1 per cent in 1995 and 1996 (based on
preliminary data for 1996). The productivity gap with the United States has not been closed
and has in fact recently widened. Labour productivity growth in US manufacturing has been
rising at above 3 per cent since 1993, and averaged 2.6 per cent, 1989-95. The same trend is
equally apparent with respect to total factor productivity in manufacturing (Conference Board
of Canada, chap. 5, 1995).

While poor Canadian productivity performance undoubtedly reflects depressed domestic
conditions, it has been low considering the closure of many low productivity firms (which
should have raised growth through a concentration effect) and considering that free trade gave
Canadian manufacturers access to a faster growing market. The 1996 OECD Country Review
of Canada expresses surprise and concern that the expected impacts of structural reform,
including free trade, have yet to appear, and the same tone of puzzlement is present in the
recent Conference Board of Canada report on Canadian Economic Performance. Comments
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are made on the negative effects of the rapidity of needed adjustments - begging the question
of whether more gradual liberalization would have resulted in better performance.

Poor productivity performance likely reflects relatively poor levels of manufacturing
investment. Measured in nominal dollars, investment in construction of new manufacturing
facilities was more than $4 Billion in 1989 and 1990 but, after a sharp fall, has been
consistently below $3 Billion per year even in the 1992 to 1996 recovery. Investment in
manufacturing plant and equipment has been stronger, but only regained the nominal dollar
level of 1989 in 1996. Measured as a share of GDP, non-residential investment has fallen from
12 per cent in the late 1980s to the 10 per cent level in the 1990s, with much of the investment
effort focused in the trade and financial sectors. Canadian manufacturers’ historically poor
record of investment in research and development and in skills has not appreciably increased.

While there is no doubt that exports - and manufacturing exports in particular - have led
the weak recovery, there is very limited evidence that free trade has produced a structurally
stronger manufacturing sector. To be sure, some sectors have invested significantly and have
grown on the basis of exports - auto, aerospace, telecommunications equipment, software - but
the overall competitive position of the manufacturing sector vis-a-vis the United States has been
maintained only through depreciation of the exchange rate. The Conference Board of Canada
has calculated that 80 per cent of the improvement in Canada’s competitive position in the
United States in the recovery has been based on exchange rate depreciation, with the remainder
coming from slower nominal wage growth than in the United States, (see table 5).

The FTA and NAFTA have not resulted in a significant inflow of net new foreign direct
investment into Canada. Overall, foreign direct investment inflows from the United States have
about matched outflows since 1989. US FDI in Canada increased by $47 Billion or 61 per cent,
1988 to 1996, while Canadian FDI in the United States increased by $42 Billion or 82 per cent.
Most of the inward flow to Canada represents reinvestment of earnings in the modernization
of plant and equipment, while outflows represent new investments by Canadian companies in
the United States or elsewhere. While there has not been FDI disinvestment in net dollar terms,
the ratio of Canadian FDI in the United States to US FDI in Canada has risen from .67 to .75.
The United States has been a more attractive locale for new Canadian corporate investment than
Canada has been for US corporations. There have been very few new ‘“greenfield”
manufacturing investments in Canada by US corporations under the FTA and NAFTA but
many major Canadian manufacturing corporations have established new facilities in the United
States and, increasingly, in Mexico. Canadian FDI in Mexico doubled between 1993 and 1994
to $1 Billion, and rose to $1.3 Billion in 1996.

It is worth noting that the United States controlled share of operating revenues of
Canadian corporations grew from 17.3 per cent in 1988 to 20.1 per cent in 1995 even though
the United States share of assets grew only from 11.8 per cent to 11.4 per cent. This reflects
the fact that export growth has been strongest in areas where US transnationals are dominant
players - notably auto, aerospace, electrical and electronic products, chemicals and wood and
paper.
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Table 5. Growth of hourly wages and hourly labour productivity in manufacturing:
Canada versus the United States (per cent)

Year Productivity Hourly wages (real)
Canada USA Canada USA

1981 4.9 1.3 15.1 (2.7) 9.9 (-0.4)
1988 0.4 1.3 4.4 (0.4) 3.9 (-0.2)
1989 0.4 1.8 3.8 (-1.2) 3.3 (-1.5)
1990 1.7 1.8 5.6 (0.8) 4.8 (-0.6)
1991 0.4 2.5 6.4 (0.8) 5.2 (1.0
1992 3.9 3.6 3.0 (1.5) 4.5 (1.5)
1993 1.7 2.1 0.1 (-1.7) 2.4 (-0.6)
1994 4.4 3.1 2.0 (1.8) 2.7 0.1)
1995 1.2 3.4 1.8 (-0.4) 3.7 0.9)
[1996* 1.1 3.8 4.4 (2.8) 3.5 (0.6)]
Av. 1981-1988 2.3 3.1 6.6 (0.4) 5.3 0.7)
Av. 1989-1995 2.0 2.6 3.2 0.2) 3.8 0.1)

Source: Statistics Canada, The Daily, 5 June 1997.

! Preliminary.

8.  Assessing the broader FTA impact on labour markets

Aside from the direct impact on jobs, critics forecast that the FTA and NAFTA would
increase the bargaining power of capital vis a vis labour, resulting in slower growth of wages,
possible deunionization, and a downward harmonization of standards. There is mounting
evidence that this has indeed been the case, and that the FTA and NAFTA are, therefore,
contributing to the dismal overall labour market trends described above.

As detailed in table 6, wages have grown significantly more slowly in relation to
productivity in the manufacturing sector than in the business sector as a whole. Between 1989
and 1995, real wages in manufacturing rose by an average of just 0.2 per cent in both
manufacturing and the business sector as a whole, even though productivity growth in
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manufacturing averaged 2 per cent per year compared to 0.8 per cent in the business sector as
a whole. This suggests that competition from the United States and now Mexico has a
significant impact upon the growth of wages in relation to productivity, since the manufacturing
sector is much more directly exposed to competitive pressure from the United States and
Mexico than is the business sector as a whole. There is some evidence of a growing gap
between productivity and real wage growth in manufacturing which could be attributed to the
FTA and NAFTA. Real wage growth as a proportion of real productivity growth in
manufacturing has clearly fallen, though this has also been true for the business sector. It is
difficult to determine trends in that workers are highly resistant to wage cuts, and concessions
made in collective bargaining have taken the form of rollbacks on other issue such as benefits
and work rules. This has shown up in the increased work-time noted above.

The data in table 6 indicate the intense downward competitive pressures on wages to
which Canadian workers have been subjected by US competition. Despite reasonably strong
productivity growth in US manufacturing, real wages of US manufacturing workers have
barely increased in the 1990s.

Strikingly, workers in those manufacturing sectors identified as “winners” under free
trade have not benefited in the form of higher wages. Trefler found “no link™ between wage
growth and export or productivity growth in different manufacturing sectors, and Schwanen
found no link to more rapid wage growth in sectors with fast growing exports. Between 1988
and 1997 (January) average hourly earnings of hourly paid workers increased quite uniformly
across the manufacturing sector, and rose no higher in the fast growing electrical machinery
sector (30 per cent in nominal terms) than in manufacturing as a whole (33 per cent). Again,
this suggests that competitive pressures have eroded the bargaining power of labour.

Table 6. Annual growth of real hourly wages and hourly productivity - Canada and
the United States (per cent)

Productivity Real wages

Canada USA Canada USA

1. Business sector
Av. 1981-1988 1.6 1.5 0.5 0.9
Av. 1989-1995 0.8 0.9 0.2 0.0
2. Manufacturing
Av. 1981-1988 2.3 3.1 0.4 0.7
Av. 1989-1995 2.0 2.6 0.2 0.1

Source: Calculated from tables in Statistics Canada. the Daily. June 5, 1997. Wages (total compensation
per hour) have been deflated by the Consumer Price Index for each country.

Erosion of worker bargaining power has resulted in a redistribution of income from
labour to capital. In the post FTA period, corporate profits plunged in the recession, and then
recovered strongly. Profits as a share of GDP have still not recovered to pre-recession levels,
but this reflects the still depressed domestic economy. Statistics Canada has reported (in the
Daily, 3 October 1996) that profitability for large corporations has returned to the peak levels
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of the 1980s and rates of return are very high in auto, electrical machinery and equipment, pulp
and paper, and other winning sectors. In short, the income gains from the growing export
sector have mainly been appropriated by shareholders.

Between 1988 and 1995, production worker wages as a share of value added in direct
manufacturing activity fell from 31.2 per cent to 27.2 per cent and total salaries and wages in
manufacturing as a share of value-added also fell, from 43.0 per cent to 37.4 per cent. The
decline in labour’s share of value-added has not been as significant in successful and profitable
export sectors such as transportation equipment as in the manufacturing sector as a whole, as
indicated in table 7.

The overall unionization rate has remained stable at 32 per cent (as measured by the
CALURA survey) and unionization in the private sector has also remained stable. However,
the unionization rate in manufacturing fell from 35.0 per cent in 1988 to 33.4 per cent in 1992.
This may reflect the fact that heavily unionized industries have suffered disproportionately high
job losses, perhaps in part due to the growth of contracting out to non-union firms (Gaston and
Trefler).

Leading Canadian industrial relations analysts Meltz and Verma have summarized the
impacts of the FTA on Canadian unions as follows:

“Some degree of union avoidance has always characterized Canadian management
practices. What gives them a new flavor is the growing ability of employers to stay non-union
in greenfield sites. But perhaps the strongest weapon that employers have used with success
against unions and workers in the 1980s is the threat of closure. In response to increasing
competition as a result of the Free Trade Agreement (FTA) with the United States and lower
tariffs in general, a number of employers (especially, but not only, the United States
manufacturing companies) began to wind up their branch plant operations in Canada. Even as
these plants closed, other employers have missed no opportunity to point to these cases to win
concessions or to defeat organizing campaigns.

Despite management resistance the Canadian labour movement as a whole is far from
weakened in the way that the United States labour movement found itself circa 1980.” (Meltz
and Verma, 1995).

Canadian employers have extensively used the argument of international competitiveness
vis a vis the United States and Mexico to press governments for changes in labour laws and
regulations and social programmes. For example, the Canadian Manufacturers Association has
proposed that all policies should be subject to a “competitiveness test”

Government now plays a more pervasive role in the economy than ever before. Tax rates
and their coverage; tax expenditures and support programmes; public spending for social
programmes and public infrastructure; regulation and administrative measures of many kinds
all have a significant impact on the economic system of the country.

Table 7. Production worker wages as per cent value-added in manufacturing
activity in selected industries

Industry 1988 1995
All Manufacturing 31.2 27.2
Food 28.0 27.1

Rubber 41.4 39.4



79

Industry 1988 1995
Clothing 47.8 38.2
Paper & Allied 25.4 20.1
Primary metals 30.0 29.7
Machinery 35.2 30.8
Transportation equipment 37.3 30.5
Electrical & electronic products 29.7 25.5

Source: Statistics Canada Cat. 31-203  Manufacturing Industries of Canada

“Governments in other countries do the same thing, and every nation has its own unique
mix of public and private programmes and public and private cost. While national sovereignty
makes any such mixture possible the realities of international competition and economic
interdependence reduce the range of choices which are feasible in practice.

Now more than ever, governments must recognize that their choices about taxation,
spending and regulation cannot be made in isolation. Companies make decisions every day
about where to invest, produce and employ. Selecting new locations around the world is
becoming easier as time goes by. The government cost and regulatory burden is part of the
environment which firms evaluate in making these choices. In this context, governments do
compete, at all levels, for business, for jobs and for the tax revenues that support and
strengthen our social fabric.” (Canadian Manufacturers’ Association, 1992).

While labour laws and employment standards have tilted in both directions since the FTA
came into effect, the recent trend - notably in Ontario, Alberta and Manitoba - has been to
severely limit the effective right of workers to organize, and to roll back even basic
employment standards. While employer acceptance of the legitimacy of collective bargaining
and employment standards has always been tenuous, the depth of opposition to unionization
has grown and this reflects, at least in part, the greatly increased pressures of international
competition.

The shift against the bargaining power of organized labour attributable in part to the FTA
isamajor factor behind the overall labour market trends described above, notably casualization
of work and increased polarization of incomes and working-time.
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9. CONCLUSIONS

Advocates of the FTA and NAFTA drew on the neo-classical theory of mutual gains
from free trade to argue their case. By contrast, it was argued above, that integration of trade
and investment in a context of high unemployment and international capital mobility open the
possibility of significant losses, particularly to workers, as a result of intensified international
competition. In such a context it was argued that bargaining power in the labour market will
shift in favour of capital.

The above analysis detailed dismal developments in the Canadian labour market and
wider society in the post-FTA era - high unemployment, increased inequality and insecurity,
and erosion of the social safety net. It was argued that macro-economic policy underlay many
of these developments, but links between economic integration and contractionary macro-policy
were also noted. It was also argued that there are direct and demonstratable links between the
FTA and NAFTA and job losses, stagnation of real wages relative to productivity, the erosion
of union bargaining power, and downward harmonization of the Canadian social safety net
relative to that in the United States. Finally, it was noted that the expected efficiency gains of
the FTA and NAFTA have not materialized - undercutting the possibility of providing
assistance to “losers’ from the adjustment process. For workers, closer continental integration
has meant job losses, and little or no real wage growth, even in “winning” sectors. Meanwhile,
some sectors of business have done well under conditions of continental economic integration
after a major process of re-adjustment.

The major policy issue that arises from this analysis is how to ensure that the possible
gains from closer trade and investment ties are equitably shared. This requires that labour’s
bargaining power not be diminished through the integration process. For working Canadians,
this is a particularly key issue since labour market and welfare state institutions have been
generally superior to those in the United States and Mexico. Unfortunately, the erosion of
labour’s position in Canada has not been offset in any significant way through the development
of new regulatory instruments and institutions at the NAFTA level, since the FTA/NAFTA
integration process has been almost exclusively one of deregulation.

In recent years, the Canadian labour movement has pressed strongly for “social clauses™
to promote and protect labour rights in all trade and investment agreements, including the WTO
and the proposed Free Trade Agreement of the Americas (FTAA). At the same time, the
movement has remained strongly critical of purely liberalizing agreements. The Canadian
dilemma is that economic integration in North America has undercut national labour and social
standards, but has provided little or no basis for reconstituting those standards at a regional
level (not least given political realities in the United States.). Regional integration in the
Americas will continue to be much more unbalanced than in Europe.
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I11. NAFTA’s impact on US labour markets, 1994-1997

1.  Introduction

The backdrop against which we hope to assess NAFTA’s effects on US output, trade,
employment and wages is that of a decline more than two decades long in labour’s share of
productivity gains. Real hourly compensation in the United States has stagnated since 1978,
and income inequality in the United States notably worsened during the 1980s and much of the
1990s. Workers at lower skill levels have been particularly hard hit, as the wage penalty for
the lack of a college education has grown® (Wood 1995). At the same time, in 1995 after-tax
profitsfor US manufacturing corporations reached 16.1 per cent as apercentage of stockholder’s
equity, their highest level since 1988 (ERP 1997: Table B-92.).

While there is dispute over the size and nature of the role that trade (or the relocation of
productionthat givesriseto trade) has played in reducing labour’ sbargaining power inthe United
States, it is clear that it has played some role. The world labour market has become more
competitive, and it is harder than before for US manufacturing workers to maintain their wages
and working conditions, despitethe fact that the value of their output has continued to grow. The
expansion of production in China aone has led to massive US imports from that country of
clothing, toys, tools, household furnishings and other goods, produced at wages with which US
workers cannot possibly compete.

The debate among economistsover the main causes of increasing wage inequality between
more- and less-educated workers in the United States during the 1980s and 1990s has been
(inappropriately) narrowed to two possible causes: ‘technology’ and ‘trade’. By ‘technology’ is
meant skill-biased technical change, which increases the demand for skilled labour relatively to
less-skilled labour. By ‘trade’ is meant import penetration which forces domestic low-skilled
labour to competewithlow-skilled, low-wagelabour in other countries; thisincludesout-sourcing
by US-based multinational firms. Wood (1995), Freeman (1995) and Richardson (1995) provide
useful surveys of the issues; among these, Wood is particularly persuasive that the evidenceisbest
interpreted as implying a large role for trade in causing trends in wage inequality in the United
States and other developed countries.

But labour market ingtitutions, and in particular the long-term declineinthereal vaueof the
United States minimumwage, surely also play arole. Moregeneraly, the advance of the neoliberal
programme - even apart from NAFTA - is central. Globalization, in other words, is not smply
technologically driven, or outside the political decision-making process. Onthe contrary: a series
of changes in laws and institutions, under the broad rubric of market-oriented reforms, has
contributed to the weakness of labour’s bargaining power, more so in the United States than in
other industrialized countries. For example, it has been suggested that the overall long-term
declineinthe value of the United States real minimumwage isone factor undermining the average
real wage: expressed in 1995 dollars, the minimum wage peaked at $5.97 in 1979 and steadily
declined to $4.12 in 1989; severa increases since then have raised itsvalue, but only to just over
$5.00 an hour. While there is dispute over the main cause of the decline in the real wage in the
United States, in countries with stronger labour institutions the trend in the real wage has been
more favourable to labour (see, e.g., OECD 1993:166). Some other factors accounting for

2 This trend is often referred to as an increase in the wage premium for a college education, but in view of the stagnation
in average real wages and the decline in the real wage for low-skilled workers, it seems more apt to describe the
phenomenon as an increase in the penalty for the lack of a college education.
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labour’ s weakness are the erosion of eligibility for unemployment benefits during the 1980s; the
riseof part-time and temporary work that undermines organizing efforts; the determination of the
Federal Reserve throughout much of this period not to allow the unemployment rate to fdl ‘too
low’; and the steady decline in the percentage of the workforce represented by unions, from 24
per cent in 1979 to just 15 per cent in 1994 (Mishel et al. 1997).

Meanwhile, national and local governmentshave tried to increase the advantages of capital,
by removing regulations on capital movements, and granting tax concessions to firms, on the
premise that this will make them more competitive and lead to greater prosperity. This process of
advantaging capital includes various rules written into NAFTA, but it aso includes the Uruguay
Round of the GATT and the creation of the World Trade Organization (WTO), and it includesthe
Multilateral Agreement on Investment being drawn up by the OECD, and in the United States
Congress, the Republican agenda of deregulation and tax breaks for business.

NAFTA, then, isjust apiece of amuch larger picture. But because of the fierce debate over
its passage, and the extravagant claims made both for and againgt it, as well as the mobilization
against it by labour, environmentalistsand community groups, it hasin a sense come to represent
globalizationitsdlf. Thisissurely becauseit was and isone of the few ways that the public can get
a handle on globalization and exercise some control over its advance. Globalization as such will
never be put to ademocratic vote; but NAFTA was a concrete proposal that was to be voted up
or down by the United States Congress, and related proposals such as fast-track legidation have
the same status. Hence in the public and legidative eye the question of whether NAFTA has had
devastating effectsisacrucia one.

Based on the best estimates available, NAFTA’s effects on labour in the United States
overall appear to have been negative, moderatein size, and harsh in some sectorsand regions. For
example, job losses have been substantial in the apparel sector, in El Paso, Texas, and in some
small communities heavily dependent on factorieswhich shut down and moved to Mexico. These
effects should not be minimized, and the workers affected ought to have received full
compensation for their losses, but did not. Overall, however, the fact that NAFTA’sfirst three
years occurred during a business cycle upswing in the United States cushioned its effects. Some
of its effects have therefore been a reduction in the rate of creation of new jobs, rather than an
increasein actual layoffs. Inagrowing economy, the duration of unemployment for those affected
has a so been shorter than it would have beenin adeclining economy. The question suggestsitself
whether the United States business cycle upswing was itself accelerated or facilitated by NAFTA,;
existing studies differ on whether thereisany evidencethat thisis so, but the most detailed study,
by the United States International Trade Commission (ITC 1997), finds no significant statistical
evidence of a net change in GDP due to NAFTA during 1994-1996.

This paper mainly considersimpact on employment, with brief considerationgivento impact
onwagesand onlabour rightslater inthe paper. (Environmental considerations and broader social
issues are dealt within other partsof the larger report.) The employment impact may be thought
of in two conceptualy different ways, which are often confused in public discussion. Oneisthe
net employment impact: the difference between the number of jobs which actually existed (say,
at the end of 1996), given that NAFTA was implemented, and the number of jobs which would
have existed if NAFTA had never beenimplemented. It is this kind of number that was predicted
by some studies of employment impact done before 1994%. It includes three things: jobs created
dueto NAFTA, jobs actually eiminated due to NAFTA, and jobs which failed to be created due
to NAFTA (but which in the absence of NAFTA would have been created).

% Such studies predicted employment impact, assuming a constant real wage; other studies or scenarios predicted real
wage impact, assuming constant employment.



83

The second concept isthe gross employment impact, perhapsbetter described asthe number
of displaced workers. This concept includes only the middle of the three categories that make up
the net employment impact, that is, jobs actually eliminated.

Of course, the number of jobs affected isnot only aconsequence of NAFTA but of labour’s
response. |n some cases, by making concessionsto employersover wagesand working conditions,
workers have managed to keep jobs in the United States, at least for some period, so that the
impact of NAFTA isfelt in labour incomes and working conditions rather than in job losses per
se. Likewise, displaced workers may be displaced for shorter periodsif they arewilling to accept
lower-wage jobs, and in that case the impact is more on incomes than on employment. Thus,
strictly speaking, employment impact makes most sense if calculated in a situation in which real
hourly compensation is constant. Some pre-NAFTA studies made predictions of employment
impact in exactly thisway. However, no post-NAFTA assessments of employment impact have
been conducted in thisway or have attempted to calcul ate the income impact of displacement of
workers. What follows tries to distinguish clearly between net and gross employment impact; the
wholeissue is discussed in greater detail later in the paper.

Among the studies to be reviewed here, the best estimates available indicate that NAFTA
to date has brought a nearly zero net gain in output in the United States, probably together with
asmall percentage overall lossto US labour income and a gain of a comparable dollar amount to
property incomes. While the December 1994 peso crisis brought in its wake a severe worsening
of the United States trade balance with Mexico, implying a significant negative impact on US
employment creation, in the context of a much larger expanding US economy this impact has
fortunately not been devastating.

Thisis not to say that the usual mechanisms creating ‘ gains from trade’ have been absent.
Rather, gains from trade are typicaly thought of in the context of an assumption of full
employment before and after trade opens up - or, in practice, of the same level of employment
(apart from growth of the labour force) before and after trade liberalization. But | will argue that
NAFTA brought withit aset of political pressures whichled to an exceptionally severe currency
crisis in Mexico, and thus the macroeconomic difficulties it helped to create partially offset the
gains from trade over the few years NAFTA has been in existence.

Assessmentsof NAFTA released in late 1996 or during 1997 range from defining it largely
as a success (USTR 1997) to defining it as a clear failure (EPI et al. 1997). Between these two
polar views, several extensive studiesfind that though NAFTA hashad significant effectsontrade,
it has had remarkably small net effects on output and employment, except in a few sectors
(Hinojosa et al. 1996; ITC 1997).

The study by Weintraub (1997) takes a somewhat different tack. Weintraub washes his
hands of the debate over employment effectsalmost entirely, arguing that different criteria should
be used to assess NAFTA, such asthe increase in total trade and investment, the increase in the
rate of growth of productivity and wages, effectson the environment, and the extent to which the
institutions of economic integration are developed. Though he expresses the usua concern for
compensationand retraining of displaced workers, hearguesthat bilateral trade balances, typically
used as the basis for calculation of employment effects, fluctuate for al sorts of reasons and are
not a sound bass for evaluating NAFTA’s effects. While his observations are important,
insufficiently precise data are available on many of the criteria he suggests (productivity, wages)
to make an adequate assessment at this time; or, to put it another way, there is no statistically
significant evidence of overall productivity or wage increases or decreases due to NAFTA,
according to ITC (1997). And the increases, say, in total trade - for which data are available -
hardly seem an appropriate category for a definitive assessment of NAFTA’s success.

We proceed by briefly summarizing theory and previous studies on the effects of trade
liberalization, and then turn to a detailed discussion of the recent NAFTA studies.
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2. Pre-1994 predictions of NAFTA’s effects

It is a common public misconception that neoclassical theory holds that, always and
everywhere, free trade is good for everyone. Nothing could be further from the truth. While the
public cannot be blamed for drawing this conclusion from hearing the repeated refrain, ‘win, win
win', the NAFTA debate did not in fact provide an accurate representation of what trade theory
says.

Trade theory contains many different models, with different sets of assumptions. Among
them, the most basic textbook model (the Heckscher-Ohlin) says clearly that when a high-wage
country opens up trade with alow-wage country, workersin the high-wage country will suffer a
fal in their real wages. In models which categorize workers into at least two skill levels, low-
skilled workersin the high-wage, high-skill country may experience adecline in wagesrelative to
workers with higher skill levels.

It may be surprising, then, that in the early 1990s studies predicting NAFTA'’s effects
sometimes found that hardly any category of the population would lose. Onereasonfor thisresult
isthat these studiestypically assumed that capital flowsaswell astrade effectswould occur: there
would be a substantial increase in the inflow of investment into North America from outside the
continent, and this often was the main source of the beneficial effects. It wasnot just the freetrade
among NAFTA countries, but the protectionismagainst non-NAFTA countries, that would create
this tariff-jumping investment. Firms would switch production from some Asian countries to
Mexico because Mexico offered smilarly low wages, but without the necessity of paying atariff
on goods entering the United States. To some extent this has occurred in practice; for example,
ITC (1997:6-58) reports that about 80 German auto parts firms have established Mexican
productionin recent yearsto enable Volkswagen to meet NAFTA’ srules of origin requirements
for exemption from tariff. However, the size of the contribution to North American income
depends in part on what fraction of profits are repatriated to non-NAFTA countries. Another
reason for optimistic projections was the assumption in some studies of substantial scae
economies. In an econometric analysis of data on Mexican production, Tybout and Westbrook
(1995) have challenged this assumption, however, at least for Mexico.

Studies predicting NAFTA' s effects typically found that the effects of tariff liberalization
alone were likely to be small for several reasons. For Canada, of course, a free trade agreement
already had been implemented beginning in 1988. For Mexico, the maguiladora programme, in
existence in various forms since 1965, permitted US firmsto |ocate assembly production south of
the Mexican border and be exempted from Mexican tariffs on intermediate and capital goods
entering Mexico for use in those plants; later the same opportunity was provided throughout
Mexico. About one-third of the value of US imports from Mexico entered duty-free before
NAFTA. The mgjority (about one-half the value of about 45 per cent of USimportsfromMexico
in 1989) entered under the production-sharing provisions of the United States tariff code, HTS
9802, which alows US firmsto assemble goods abroad from US componentsand re-import them
into the United States, paying tariff only on the value added abroad (ITC 1991:1-5; ITC 1997).
A smaler share (about 9 per cent in 1989) entered duty-free under the Generalized System of
Preferences (ITC 1991:1-5). In addition, of course, NAFTA was expected to have alarger impact
on Mexico’s economy than on the US because of their relative sizes.

3. Recent assessments of NAFTA

In late 1996 and in 1997, a number of studies were released which attempted to assess
NAFTA’seffectsduring itsfirst three yearsor so. Among relatively substantial studies, the most
positive assessment has been by the office of the United States Trade Representative (USTR
1997), whose study was endorsed by President Clinton and submitted as hisrequired report to the
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US Congress on the first three years of NAFTA’s operation. The USTR report draws heavily on
other, more detailed studies, such as the voluminous report by the United States International
Trade Commission (I TC 1997), to some extent onthe preliminary report by Hinojosaet d. (1996),
and on several other studies much morelimited in scope, such as DRI (1997), Kouparitsas (1997)
and Gould (1996).

At the opposite pole, a study by the Economic Policy Institute (EPI et d. 1997, hereafter
‘EPI 1997") assertsthat NAFTA isafailure, becauseit hasfailed to promote high and rising living
standards for the great majority of the population. While it recognizesthat NAFTA has not been
the primary cause of declining living standardsin North America, it assertsthat NAFTA has made
mattersworse. My assessment isthat their analysisislargely correct. Moreover, in actuality little
or nothing in EPI’ sassessment conflictswiththe dataor even many of the conclusions (if carefully
understood) which are presented in other studies.

Between these two opposing views, several substantial studies argue that the net effect of
NAFTA on output and employment has been very small, some say effectively zero. Apart from
anearly zero net effect, these studies do recognize that some grossjob displacement has occurred
in the United States. 1TC (1997) summarizes its findings by saying that in general NAFTA had
positive but modest effects on the United States economy. This conclusion is puzzling, since for
the United States it finds no effects on GDP or its growth rate, no aggregate employment or
earnings effects, and no effects on aggregate investment, and the study notes that it was unable
directly to analyse productivity effects. It is unclear, then, what are the positive effects which it
finds ‘in general’ - perhaps the reference is to increased trade or to the ‘improvement in the
businessclimate’ or other effectsit describesasnot easily quantified or observed. Hinojosaet al.
(1996) find that there has been a very smdl net positive effect on US employment from the
changes in trade which occurred during 1994-96.

In addition, we consider a few other studies whose analyses are far more limited (Gould
1996; K ouparitsas 1997; DRI 1997), but which need to be discussed sincethey arecited inUSTR
(1997) asevidence of NAFTA'’ spositive effects. Essentialy, | judge that none of the conclusions
of these limited studies is reliable, either because of errorsin statistical methods, or because the
data series used were too short and yielded results with alow level of statistical significance, or
because the model was conceptually flawed. The finding of DRI (1997) that NAFTA, apart from
the peso devaluation, had asmall positive effect on US exportsto Mexico (and possibly asmaller
positive effect on US imports from Mexico) must be understood in the context of the study’s
assumption that NAFTA and the peso crisis were completely independent events. The main
problem with these studies is that, as | believe, the effects of the peso crisis are partialy
attributable to NAFTA and the political process set in motion by the NAFTA debate, and these
authorsinstead treat NAFTA as completely separable from the peso crisis.

The study by Weintraub (1997) is of a different nature, sidestepping the dispute over
short-term effects on output and employment, and arguing that these are essentially irrelevant.
Weintraub urges that NAFTA be judged by outcomes such as the amount of trade created (from
which should be subtracted trade diversion from outside North America), the amount of new
investment created, the degree of further specialization achieved, theincreasein productivity and
competitiveness and real wages. In addition, he says the effect on the environment should be
considered - but not the number of jobs displaced which, athough a concern, according to
Weintraub, should not be central to the debate.

4. Changesin trade, output, and employment: Aggregate and sectoral trends

UStotal trade with Canada and Mexico has been growing rapidly, while the trade balance
with both countries sharply worsened during 1994-1996. From 1993 to 1996 US exports to
Mexico grew 35.8 per cent, from $40.3 billion to $54.7 billion, while US imports from Mexico
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grew 91.8 per cent, from$38.7 billionto $74.2 billion, asshownintable 1. Themorerapid growth
of imports was due largely to the peso devaluation in December 1994, causing large US trade
deficits with Mexico of $16.8 billion in 1995 and $19.5 billion in 1996. During 1993-96 US
exportsto Canadagrew 29.7 per cent, from$91.9 billionto $119.1 billion, while USimportsfrom
Canada grew 41.5 per cent, from $110.5 billion to $156.3 billion (ITC 1997. The United States
trade deficit with Canada thus grew from $18.6 billion to $37.2 billion over the period.
Table 1. Total UStradewith NAFTA countries, 1994-96.

Total trade 1993 1994 1995 1996 1993-96 1993-96
flows

Value (million current dollars)

US imports Mexico 38,668 48,605 61,721 74,179 35,511 91.8%
from Canada 110482 128753 144882 156,299 45,817 41.5%
USexportsto  Mexico 40,265 49,136 44,881 54,686 14,420 35.8%

Canada 91,866 103643 113261 119,123 27,257 29.7%
US trade Mexico 1,507 531 (16,840)  (19,493)  (21,000)

badancewith ~ Canada (18,616)  (25110)  (31621)  (37,176)  (18,560)

Source: ITC (1997), page XX.

These increases in US trade deficits with both its NAFTA partners are the basis for the
largest estimates that have been made of US job losses. EPI (1997) estimatestotal USjob losses
(jobs eliminated, plus jobsthat failed to be created) at 420,000 as aresult of the worsening trade
balance. Since not dl of these represent actual jobs eliminated, the number of displaced workers
is smaller. In 1994 a NAFTA Trade Adjustment Assistance programme (a programme of
compensation and training similar to the existing general Trade Adjustment Assistance
programme) was created to assist workers displaced by trade and investment among NAFTA
countries. The number of workers certified under the NAFTA-TAA as impacted by trade with
Mexico or Canada, or relocation of production to either country, was 134,492 as of mid-July
1997. Because the number of certifications is in some respects an underestimate and in other
respects an overestimate of those affected specifically by NAFTA, we believe it isagood rough
approximation to the number of workers actually displaced. The issue of the effect of changesin
the trade baance on employment is controversial, and will be discussed at length below. Our
conclusion will be that, taking account of the ways in which various methods may overstate or
understate the employment impact, the EPI estimate of the larger category isin the bal park, if
likely somewhat high. However, it isimportant to understand the differencesin the categories used
in different studies to analyse employment impact, and this, too, will be clarified below.

Two sectors - auto and auto parts, and apparel - account for most of the United Statestrade
deficit with Mexico and a significant fraction of the trade deficit with Canada as well. Among
sectorsprominent in NAFTA trade, noneislarger than the motor vehicle and vehicle partssector.
This sector accounted for approximately one-fourth of total US trade with Mexico and Canada
in 1996, as shownintable 2. In 1996 it accounted for about onefifth of al US exportsto NAFTA
partners ($35.8 billion out of $173.8 hillionin total exportsto Mexico and Canada), and over one
quarter of al imports ($62.3 hillion out of $230.5 billion in total imports from Mexico and
Canada). The predominant patternwasfor partsto be exported fromthe United States, assembled
or otherwise processed, and then returned to the United States as imports. In fact, some of the
trade recorded as US exports of textiles, leather and el ectronic components, to name afew, also
consists of goods destined for auto plants, as seat belts, fabric or leather for seat covers, and
electronic componentsin autos. The United States trade deficit in vehicles and vehicle partswith
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itstwo NAFTA partners was $26.5 billion in 1996, accounting for nearly half the total US trade
deficit with Mexico and Canada.
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The sectoral trade deficit for vehicles and parts together worsened by $12.2 billion during
1993-96, not only because of the peso deval uation, but also because adecline in Mexican demand
for autos during the peso crisis caused automakers in Mexico to export a much larger share of
their product than before. Among other things this alowed them to retain workersin whom they
had invested considerable time and money in training (as well, of course, as to produce the
vehicles more cheaply than in the United States). Due to expansion of US domestic output inthe
sector in a macroeconomic boom, however, these changes did not result in a net loss of
employment inthe sector; rather, US employment inthe two sectorscombined grew from 910,000
in 1993 to 1,035,000 in 1996 (ITC 1997: xx, 6-52-3, 6-60). At the same time, however, from
1994 through mid-1997, 9,663 US workers were certified under the NAFTA-TAA programme
asimpacted by trade in auto and auto partswith Mexico and Canada, or rel ocation of production
to either country (DOL 1997).

The apparel sector also accountsfor alarge share of trade with Mexico and Canada, and has
in addition experienced alarge number of job displacements due to changesin thistrade, largely
derived from relocation of production. These were concentrated during 1995-96, after the peso
devaluation reduced Mexican labour costs sharply. As shown in table 3, during 1993-96 US
importsfrom both Mexico and Canada nearly doubled, while US exportsto both countries grew
more dowly. In 1996 US apparel exportsto Mexico were $2.0 billionwhile importsfrom Mexico
were $4.5 billion. Sectoral trade with Canada was more nearly balanced, with $0.8 billion in
exports and $1.2 billion in imports. The United States trade balance in apparel worsened with
Canada by $0.4 billion and with Mexico by $1.4 billion form 1993 to 1996. During this same
period the total number of US apparel production workers fell by 130,000 to 698,000, a decline
of 16 per cent (ITC 1997: 6-22).



Table 2. NAFTA vehicle and vehicle partstrade, 1993-96

Table 3. NAFTA apparel trade, 1993-96
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ITC (1997) notes that the growth in exports to Mexico consisted mostly of garment parts
for assembly. Movement of apparel production to Mexico using US-formed and US-cut fabric
accelerated, in part because NAFTA contained a specific expansion of US production-sharing
opportunities under HTS 9802. Under this section of the US tariff code, US firms were aready
able to send US components abroad, have them assembled, and re-import them into the United
States, paying tariff only on the value added abroad. The new provision made the re-importation
both duty-free and quota-freefromMexico. It a so alowed processing, such as stone-washing and
wrinkle-free processing, in Mexico, although if donein other countries, thesewould invalidatethe
tariff exemptions on the resulting goods when re-imported into the US Industry officidstold the
ITC that these provisions were the most important effect of NAFTA in their decisionto produce
in Mexico (ITC 1997: 6-25). Where the increase in US exports consisted of garment parts for
processing and assembly in Mexico, and smply was the continuation of an existing supplier
relationship, of course the increase in demand for these US exports was matched by adeclinein
domestic demand for the same goods, and implied no new job creation in the United States.

From 1994 through mid-1997, 29,247 apparel workerswere certified under NAFTA-TAA
as displaced by trade with Mexico and Canada, or by relocation of production to either country.
Some of the growth in US apparel imports, however, was due to diversion of production from
Asian or Caribbean countries to Mexico. During 1993-96, Hong Kong's apparel exportsto the
United States declined by 1 per cent, The Republic of South Korea' s declined by 39 per cent, and
Taiwan'sby 11 per cent. Apparel importsfrom Chinarose by only 2 per cent over the same period
(ITC 1997:6-24).

While ITC reports an increase in the average wage in US apparel, it cautions that the 9 per
cent increase is explained by the change in composition of the workforce, that is, the exodus of
lower-paying apparel assembly jobs, leaving behind the higher-skilled and higher-paying jobsin
cutting.

Another major sector which accountsfor alarge share of NAFTA trade, and for a portion
of the worsened US trade deficit with its NAFTA partners, is electronic components and
equipment, for which data are given in table 4. The United States has exported an increasing
guantity of electronic componentsto maguiladoraand other enterprisesin Mexico as inputsinto
radios and televisions, computer and peripheral equipment, communications equipment, and so
forth. Net US exports of electronic components to Mexico increased by $1.7 billion from 1993
to 1996, while net importsfromMexico of computersand peripheral equipment increased by $1.4
billion, net imports from Mexico of radio and television equipment increased by $3.1 billion, and
net imports from Mexico of communications equipment increased by $0.3 billion (ITC 1997).
Electronic components are also used in auto and auto parts production. While the data indicate
aworsening of the United States trade balance with Mexico in these combined sectors, Hinojosa
et a. (1996) notethat the negative impact may be somewhat greater than it seems. Thisisbecause
some of the electronic componentsrecorded asexported fromthe United States areactually goods
that were produced in Asian countries, sent to warehouses in the United States and then re-
exported to Mexico without any further processing in the United States. However, although this
point is noted in their text, it was not incorporated into their numerical estimates of NAFTA’s
employment impact.



Table 4. NAFTA electronic components and productstrade, 1993-1996
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Ninesectorswereidentified by I TC (1997) asonesinwhichtrade among NAFTA countries
increased sgnificantly relative to the size of the sector during 1994-96, including severa not
mentioned above. These sectorswerevehicles, vehicle parts, apparel, textiles, women’ sfootwear,
appliances, leather, grains and cotton. The nature of these effects (whether the increase was
primarily in US exportsor imports), aswell as the reasons for them, varied among these sectors.

5. Themain points of agreement and contention

Reading pro- and anti-NAFTA authors assessments of the last three years is much like
reading the six blind men’s reports on the elephant - with one exception: even where they are
groping the same part of the animal, one could hardly tell it from reading their accounts. Y et on
closer examination, the differences among these studies are somewhat smaller than they seem.
True, the reportswritten fromthe two most diametrically opposed viewpoints (USTR 1997; EPI
1997) use language that seems crafted to maximize the apparent differences. On casual reading,
for instance, one would think that USTR (1997) claims creation of 90,000 to 160,000 jobsinthe
United Statesover thethreeyearsof NAFTA. But contrary to appearances, the USTR report does
not say this; in fact, remarkably, it does not explicitly claim any job creation by NAFTA. Instead
it uses a category called ‘jobs supported by exports’, which is different from *jobs created’, and
will be discussed below.

In contrast, EPI (1997) estimates 420,000 net jobs lost (due to worsening of the trade
balance with both Mexico and Canada). However, this category includes job opportunities not
created, acategory which USTR (1997) does not consider at dl. Thus the total number of actual
layoffsthat resulted from NAFTA isjudged by EPI to be lessthan the 420,000 figure. EPI points
out that the number of workers who applied for and were certified to receive NAFTA Trade
Adjustment Assistance (NAFTA-TAA) isin some measure an underestimate, since some workers
who were affected very likely did not apply for assistance, and some who applied were actually
affected, but were not certified because of the restriction of the programme to goods-producing
workers, or for other reasons. The report does not, however, draw a conclusion about how many
persons actually werelad off dueto NAFTA, and notes that the prolonged strong business cycle
upswing in the United States has obscured for the present the negative effects of NAFTA on
actual employment.

There aretwo main bones of contention between opposing viewson NAFTA’seffects. The
most central is disagreement over whether NAFTA and the peso crisis were completely
independent events, whose effects can be statistically disentangled, or whether NAFTA was a
cause of the peso devaluation and crisis (as EPI (1997) and Blecker (1997) argue). The majority
of studieshave assumed that NAFTA had nothing to do withthe peso crisis, but have typically not
explained or defended this view. These studies use statistical methods to factor out the negative
effects of the peso crisis and then attribute the remaining positive effects on US employment to
NAFTA (Gould 1996; DRI 1997). ITC (1997) takes a dlightly different approach, defining
sectoral effectsasattributable to NAFTA only if intheir statistical analysisthe effect is significant
in dl three years 1994-96, and in addition is either positive in all three years, or else negative in
all three years. Although a peso devaluation of some amount was unavoidable, NAFTA and the
political process entwined with NAFTA turned what could have been an orderly, smaller
devauationinto amajor crisis; hence NAFTA isanimportant cause of the effectsattributed to the
devaluation.

The second bone of contention is how changes in US exports and imports affected
employment. This controversy centres on the appropriateness of using the Department of
Commerce export-jobs multiplier, particularly on whether it should be applied to imports. These
issues will be discussed in detail below.



93

6. NAFTA and thepesocrisis

What causal relationship exists between NAFTA and the peso crisis? USTR (1997), DRI
(1997) and severd other studies assume implicitly that thereisno causal relationship, and hence
in essence give NAFTA credit for positive effectson US output and employment in 1994, while
blaming the peso crigis for the worsening of the trade balance in 1995 and any resulting US job
losses. In contrast, NAFTA opponents tend to assume, suggest or assert that all effects that
occurred after NAFTA was implemented on January 1, 1994 - including the entire peso crisis -
are consequences of NAFTA.

The evidence showsthat NAFTA was animportant cause of the peso devaluationand crisis,
but not the only cause. Hence part of the effectsof the peso crisisshould be attributed to NAFTA,
afraction difficult to determine.

Mexico is no stranger to episodes of overvaluation of the peso, and eventually balance of
payments crisis, followed by devaluation. Such episodes (along with other causes) led to
devaluationsin 1976 and 1982, and another series of devaluations occurred in 1985-1987, though
each episode had somewhat different causes. The most recent overvaluation also had historicaly
particular features. The problemsof overvaluationinthe early 1990s, and the potential seriousness
of its consequences, were exacerbated by several factors related to NAFTA. One was the
enormous inflow of capital, particularly portfolio investment, into Mexico in 1991-93 in
anticipation of gains after NAFTA was passed. This capital inflow was partly caused by Mexico's
huge sl off of state enterprises to the private sector - including foreigners - but it was also a
consequence of the euphoric atmosphere created by pro-NAFTA officid and unofficia
pronouncements. Of course, liberalizationof capital inflows, such asMexico implementedin 1989,
may cause currency appreciation with or without a NAFTA. This has happened in a number of
countriesin Latin America(see Agosin and Ffrench-Davis 1995). However, the capital inflow into
Mexico was on an unprecedented scale, reaching in 1993 the astonishing level of $29 hillion
(Banco de Mexico 1996), and the overval uation of the peso proceeded apace. Thisovervaluation,
among other things, improved the United States trade balance with Mexico, helping lend credence
to the claim by NAFTA supporters that US exports would grow under NAFTA.

Moreover, Wal Street investment firms such as Goldman, Sachs and others became deeply
involved with Mexico, to the extent that in March and April 1994 they took an active role in
prolonging the overvaluation of the peso and building up the financial house of cards which
collapsed catastrophically in December 1994. According to aJune 1994 Wall Street Journal report
(Torres& Vogel 1994), agroup of investorsreacted with aarmwhen the assassination of the PRI
Presidential candidate Colosio in March led to a sudden sell off of peso-denominated assets,
forcing Mexico to use up $10 billionin foreign currency reservesto defend the value of the peso
(Weintraub 1997: 55). Theinvestment group urged the Mexican government to take several steps,
including assuming much more exchange-rate risk on new debt by issuing a large quantity of
securities called tesobonos indexed to the US dollar (Torres & Vogel 1994).

The government proceeded to do this, and asaresult, in December when the peso collapsed,
the burden of servicing the tesobono debt was far greater than it would have been to service an
equal value of debt not indexed to the value of the dollar; thus the crisis was deeper than it might
otherwise have been.

The hype about the marvels of economic integration probably also played a role in the
motivating US bankers to extend substantial loans to private enterprises in Mexico, and many
firms took on a heavy burden of dollar denominated debt (Danby 1997), which after the
deval uation became far moreburdensome to service, contributing to the prolongation of the crisis.

In short, the hype during the NAFTA debate, together with the role played by US
investment firms, both support the argument that NAFTA, and the political and economic
processes set in motion by the NAFTA proposal and debate, contributed substantially to the
seriousness of the peso crisis. The fal in the value of the peso was evidently much deeper than it
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might have been absent NAFTA; the fragility of the debt structure caused interest rates to rise
higher, and hence consumer demand and M exicanimportsfromthe United Statesto fall to alower
level than they might otherwise have done; and the result was a larger worsening of the United
States trade balance with Mexico than might have occurred in the absence of NAFTA.. For these
reasons the assumption by USTR (1997) and other authorsthat NAFTA had no causal rolein the
peso crisisisindefensble.

While we cannot attribute an exact fraction of the peso crisisto NAFTA, if even half of its
effectsflow from NAFTA, assessments by USTR (1997) and others cited in it that NAFTA had
anet positive effect on US employment would likely have to be reversed.

7.  Tradeand employment

In addition to the controversy over the relationship between NAFTA and the peso crisis,
there is a second bone of contention: how have changes in exports and imports affected US
employment? Several main methods have been used to derive the employment impact, none of
which is free from controversy. Before we discuss these, however, it is useful to provide a
framework for anaysis.

Whenever there is a change in the demand for labour, its impact may be felt either on
employment levels, or onthereal wageleve, or else partially on employment and partially onreal
wages. Pre-1994 studiesforecasting NAFTA’ simpact sometimes estimated theimpact of achange
inlabour demand intwo different ways; one wasto assume the impact occurred entirely onwages,
with the employment level fixed (the ‘full employment’ assumption); the other wasto assume the
impact occurred entirely on employment, with wage levelsfixed. The assumption wasthat if both
employment and wages were affected, the net effects would lie within these bounds.

In the short run the net effects are likely to be more on employment than wages, at least in
acountry like the United States which has unemployment insurance. As many displaced workers
eventually accept new jobs at lower wages, theinitia employment impact isconverted into awage
impact.

Apart from this, there is gross job displacement, which is typically greater than the net
employment effect. Gross job displacement could easily be larger than the upper bound on net
employment effect, and imposes burdens on displaced workers, as well as often on the
communities in which they live.

In practice the effects of NAFTA are overlaid onto business cycle fluctuations in output,
trade, employment and wages. Since 1994-96 saw a business cycle upswing in the United States,
we would expect that NAFTA’s net employment and wage impact would show up more as jobs
that failed to be created than as jobs actually eliminated, and that the wage impact could appear
asaslower rate of growth of real wagesthan isnormal in an economic boom, rather than an actual
decline. We begin by describing and assessing several methods of estimating net and gross
employment impact, and then turn in alater section to the question of NAFTA’s wage impact.

Several main methods have been used to derive the employment impact of NAFTA, and
none is free from controversy. We consider first the positive employment impact of an increase
in exports; the next section discusses the negative employment impact of an increase in imports.

8. How dochangesin US exports affect employment?

The most widdly used method of deriving the positive employment impact of anincreasein
exportsis the US Department of Commerce export-jobs multiplier. For example, this ratio for
1992 wasthat a$1 billionincreasein exportswould create 16,532 jobs (Scott 1997). The number
of jobs per billiondollarswould be dightly smaller for later years, dueto inflation. Thismultiplier,
while accurate when the increase in exports truly represents an increase in demand for US
products, is subject to two errors.

First, the multiplier is not based on US exports to a specific country, but on US exports
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overdl. Thusif USexportsto aspecific country, like Mexico, differ inanimportant way fromUsS
exports to the rest of the world, the employment multiplier could give inaccurate results. While
we have no reason to think thisistrue in general, the Hinojosa et a. (1996) study suggests that
US exports of electronic components to Mexico (valued at $4.5 hillionin 1996, or 8.3 per cent
of total US merchandise exportsto Mexico (1TC 1997:3-30,6-186)) may have an unusually low
aggregate US domestic content. Hinojosa et al. conducted interviews with electronic industry
personnel, who explained that many of these electronic components are actually trans-shipped
through the United States, rather than produced in the United States. Asian producers set up
warehouses in California to which they ship parts; these parts are then shipped to Mexican
assembly plants on a Just-In-Time basis, and are recorded as US exports to Mexico. If such
phenomena are significant in United States-Mexico trade, the export-jobs multiplier would
overstate how many jobs are created in the United States dueto increased US exportsto Mexico.
It isdifficult to determine the extent of the problem, since US data do not distinguish between US
exports which are trans-shipped goods, and US exports which have some US domestic content
(Hinojosa et al. 1996).

A second and moreimportant problemwiththe export-jobs multiplier isthat US exportscan
rise for avariety of reasons, not al of them signdling an increase in US output or employment.
It is sometimes the case that the increase in export demand is matched by a decline in domestic
demand, because adomestic buyer hasmoved abroad. For instance, when an apparel maker moves
fromthe United Statesto Mexico, and continuesto buy the same quantity of fabric fromthe same
US supplier, made by the same workers as before, thisfabric now isrecorded asanincreasein US
exports, but has generated no new US output or employment. Instead, the increase in export
demand was exactly offset by an equal decline in domestic demand, as the purchaser moved
abroad. If situations of this kind account for a significant fraction of the 1994-96 increase in US
exports to Mexico, then application of the export-jobs multiplier to this situation will seriously
overstate the resulting creation of new jobsin the United States. Thereisample reasonto believe
that such situations do account for a substantial fraction of the increasein US exports. For many
sectors, the detailed sectoral analysesprovided in I TC (1997) observethat trade (at |east between
the United States and Mexico) is generated primarily by ‘production-sharing’, that is, sending
inputsfrom the United States to assembly or processing plantsin Mexico and then re-importing
the finished productsinto the United States. The same sectoral analyses also observe that in many
sectors firms have relocated production to Mexico to take advantage of low wages, particularly
in 1995-96 after the peso devaluation reduced wage costs initially by about half.

Moreover, the business press regularly reports relocation of production from the United
Statesto Mexico. One example isthe announcement in January 1997 by the apparel maker Guess,
Inc. of adecisionto reduce the percentage of itsjeans produced in Los Angeles from 75 per cent
to 35 per cent, and to shift the balance to Mexico to save an estimated $1.50 to $2.00 per pair of
jeansin labour costs (Scheeres 1997). In addition, the maquiladora sector in Mexico expanded at
a breakneck rate during 1995-96, with employment rising from 542,074 in 1993 to 754,858 in
1996, a 39.3 per cent increase, after the peso devaluation reduced labour costs initially by about
half; and more than 100,000 jobs have since been added (INEGI 1997). The maguila sector
importsnearly dl itsinputs, typicaly fromthe United States, and exportsitsoutput, typicaly back
to the United States. To the extent these plants represent production relocated from the United
States, then, using US-produced inputs before and after the move, the export-jobs multiplier will
greatly overstate the number of new jobs created by increased US exportsof inputsto these plants.

USTR (1997) sidesteps this issue by referring to the employment effect derived from the
export-jobs multiplier as *jobs supported by exports' rather than ‘jobs created by exports'. This
isliterally correct. However, the report does agrave disservice by failing to explain the distinction
between these two concepts, and hence leaving the false impression with unwary readers (the
press?the public?) that ‘jobs supported’ meansthe samething as*jobs created’, whichit assuredly
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does not. ‘Jobs (newly) supported by exports' includes two categories: (1) jobs that aready
existed, but are now supported by exports (that is, they produce goods which used to be bought
by domestic buyers and are now exported to those same relocated buyers), asin the hypothetical
apparel-textile example above; and (2) jobs that were, in fact, newly created by an increase in
exports which was not offset by a decline in domestic demand. In the example above, the
unchanged number of textile jobs supplying the apparel maker are not *jobs created by exports’,
but they are jobs that are newly ‘ supported by exports’, whereas before they were supported by
domestic demand. In the apparel-textile example, no new jobs were created.

The rub isthat it is not at dl clear that an increasing number of US jobs ‘ supported by
exports' isof any inherent benefit to the US labour force. In fact, just the oppositeislikely to be
true: buyers (such as assembly plants) that relocate to low-wage countries will presumably be
more tempted than before to switch to suppliersin the low-wage country, if quality requirements
can be met. Apparel makersthat learn how to operate in the Mexican business environment may
advise their textile suppliers how to make the move to Mexico. US ‘jobs supported by exports
may in such cases be the first step toward US jobs displaced.

In fact, USTR (1997) makes no claim that NAFTA has created any jobs at all, since the
estimated 311,000 increase in the number of ‘jobs supported by exports’ isnowheredisaggregated
into‘jobsnewly created’ and ‘ existing jobs newly supported by exports . Thereport’ sonly specific
estimates of NAFTA’s job creation in the United States is its citation of the finding by Gould
(1996) that inthe absence of the peso deva uation, NAFTA would have created 90,000 to 160,000
jobs. Again, the way this result is reported is misleading, obscuring the fact that it refers to a
counterfactual. The report’s meaning isthat these jobs were not actually created, but that thiswas
the fault of the peso crisis, not of NAFTA. Aswe have aready pointed out, this conclusion rests
ontheindefensible assumptionthat NAFTA and the peso crisswereunrel ated. Infact, apart from
this, Gould's findings should not be cited at dl, since this result was not statistically significant
evenat the 10 per cent confidencelevel (Gould 1996). Insum, even USTR'’ s(1997) specific claim
based on Gould' s anadysisis not aclamthat any US job creation actually occurred in the United
States during 1994-96, except perhaps temporarily during 1994.

USTR (1997) dso cites the finding by DRI (1997) that NAFTA, separate from the peso
crisis, boosted US net exports with Mexico either by about 3 per cent per year (based on
aggregate data), or by about 12 per cent per year (based on sectoral data). It trandates this into
apositive impact on US output and then suggeststhat the net employment impact must al'so have
been positive. Like Gould's conclusion, this finding is based on the idea that NAFTA was
independent of the peso crisis, an idea we challenge earlier in this paper.

Finally, one other caveat must be mentioned with respect to the effect of exports on jobs.
Thereisample reason to believe that US multinationals engage in transfer pricing, at least in the
maguiladora sector, as away of reducing the profits they report in Mexico. There are evidently
two motivationsfor firmsto do this. First, Mexican law mandates that each firm share 10 per cent
of itsprofits each year with itsworkers. While this law is much honoured in the breach, firms are
more able to evade it if they show few or no profits. Second, until US tariffs on imports from
Mexico are completely eliminated, the tariff islevied on value added in Mexico over and above
the US components contained in the imports. In practice, recently about three-fifths of the value
of imports from ‘ production-sharing’ (typicaly maguiladora) plantsin Mexico has been subject
to tariff (ITC 1997:3-32). If firmsreport value added in Mexico as asmall percentage above the
cost of Mexican wages, this reduces the tariff bite, and means that the amount of profit reported
is very smdl. For both reasons, firms are therefore likely either to overstate the value of
componentsexported fromthe United Statesto their plantsin Mexico, or to understate the value
of finished goods imported back into the United States. In either case, the US trade balance with
Mexico will be reported at an inaccurately positive level. In late 1994, the Mexican government
announced that henceforth, arm’s-length pricing would be required of firms (that is, transfer
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pricing would not be permitted) (Siegle 1994). However, the peso crisis followed shortly after,
and we have not found evidence that enforcement of this decree has occurred. Of course, we are
interested here in the change in the trade balance. However, with an expanding volume of trade,
any systematic measurement error will be amplified so that the changein the trade balance will be
mismeasured in a positive direction. Hence, to the extent transfer pricing occursin an attempt to
reduce profitsshownin Mexico, the trade datalikely overstate the US trade balance with Mexico
and hence overstate NAFTA’s positive impact on US employment (or understate its negative
impact).

In sum, inthe case of US exportsto Mexico, the export-jobs multiplier appears significantly
to overstate the positive employment impact of NAFTA.

9. How do changesin USimports affect employment?

Assessing the employment impact of imports is even more controversial. Some authors,
particularly those critical of NAFTA, have used the export-jobs multiplier to apply to changesin
imports, or changes (positive or negative) in net exports. Use of the multiplier in thisway has
been criticized extensively by USTR (1997), Hinojosaet d. (1996) and Weintraub (1997), among
others. While their criticisms are largely technically correct, we believe the size of the error they
imply issmall, and that the larger errors offset one another to a significant extent, at least in the
case of trade between the United States and Mexico. The main reason is that, as reported in the
ITC (1997) sectoral analyses, much of the trade between the United States and Mexico is
generated by ‘ production-sharing’ operationsinvolving assembly plantswhich haverelocated from
the United Statesto Mexico, and in such cases the employment impact isrelatively easy to assess.
In addition they neglect one source of error which would cause the multiplier to understate the
employment impact.

One problem raised with applying the multiplier to importsto obtain the employment effect
isthat in some casesincreased US imports from Mexico represent a switch fromimporting from
a different (often low-wage) country, rather than a switch from US production. If increased
importsfrom Mexico do not represent an increase in total US imports, but are offset by reduced
importsfromanother country, there should be no employment impact in the United States. There
isample evidence that thisis a significant factor in some sectors. In the apparel sector, growthin
imports from Mexico during 1994-96 was accompanied by a decline in imports from Asan
suppliers. While Mexico’ sapparel exportsto the United Statesincreased by 91 per cent from $2.4
billionin 1993 to $4.7 billionin 1996, Hong Kong' s apparel exportsto the United States declined
by 1 per cent, The Republic of South Korea's declined by 39 per cent, and Taiwan’s by 11 per
cent. Apparel importsfrom Chinarose by only 2 per cent over the same period (1TC 1997:6-24).
To the degree that increased US imports are goods diverted from other countries, no US
employment impact would be expected. None of the studies avail able assessed the extent to which
this is true in practice in the aggregate. However, it would be a mistake to conclude that US
imports of apparel were entirely diverted from other countries. In fact there was also alarge shift
of apparel productionfromthe United Statesto Mexico, likethe movement by Guess cited above.
As described in the statistical summary of the apparel sector earlier in the paper, ITC (1997)
makes clear that substantial movement of garment production from the United States to Mexico
has occurred. Thisisconfirmed by the certification of 11,532 apparel workers by mid-1997 under
the NAFTA-TAA programme asimpacted specifically dueto relocation of productionto Mexico
(DOL 1997). Additional apparel workerswerecertified dueto theimpact of importsfromMexico.

Second, it hasbeen argued (USTR 1997: 24-25) that to the extent importsare cheaper than
the same domestic goods, they save money for domestic purchasers (whether consumer or
producers) who then spend that money on other goods or on expanding production. Thesearethe
gainsfromtrade. While this point istrue, itsimpact is offset, or possibly more than offset, by the
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fact that when US imports come from lower-wage countries, if their lower wage cost is reflected
in a lower import price then a given dollar value of imported goods represents a larger
employment impact than the same dollar value of US exports®. While neglect of gainsfromtrade
may cause a small overstatement of the employment impact of imports, neglect of the greater
employment impact per dollar of imports with low-wage countries will likely be a much larger
error in the other direction.

Thereis an additional reason why applying the export-jobs multiplier to US imports from
Mexico can be expected to understate the negative employment impact. The export-jobs multiplier
is an average, taken over a range of different export sector jobs with a range of wage levels.
However, according to standard trade theory, importsto the United States from a lower-wage
country should be more labour-intensive than US exports. The jobs displaced in the United States
(the high wage country) are therefore likely to be lower-wage than the average job in the US
export sector. For example, the single largest category of US workers certified under NAFTA-
TAA was apparel workers. Hence in this respect as well, the export-jobs multiplier applied to
imports from Mexico will understate US job displacement.

Several other argumentswhich areraised in USTR (1997), ITC (1997) and Hinojosaet .
(1996) againgt use of the export-jobs multiplier are more or less technically correct, but their
impact islikely to be small. For example, USTR (1997:24) observesthat trade, including imports,
creates indirect jobs in transportation, communication, finance, insurance and other sectors. It is
true that indirect employment linked to imports, such as transportation jobs, is not typically
counted in these studies. But there isno reason to think the net effect of thisfactor islarge. If we
are thinking of imports caused by relocation of production abroad, indirect jobs such as
transportation jobs will be destroyed in one location and created in another, or some existing jobs
may continueto exist. However, if the cost of such indirect services were substantial, they would
add to theretail cost of imported goodsin the United States, and the increased importswould not
occur at al because the imports would not be significantly cheaper than domestic goods. While
technically correct, then, to our knowledge this effect has not been shown by any study to be
substantial, and is not likely to be so.

USTR (1997) has also argued that importing from Mexico, for example, is advantageous
to the United States because it is better than importing from, say, Asia. Thereasonisthat imports
fromMexico have higher US domestic content, onaverage, thanimportsfromAsia. Therearetwo
problems with this argument. First, it is a mistake to compare al US imports from Asiawith al
US importsfrom Mexico. I nstead, the comparison should be confined to those firms that actually
do relocate production, or are likely to relocate production - the import propensity of margina
firms, not of average firms or of anationasawhole. Thosefirmsare disproportionately US-based
multinationals, and it is likely that the United States domestic content in their US imports - from
Asiaaswell asfrom Mexico - is higher than the average of all US imports from these countries.
Second, even if thereissome net US employment gain inimporting from Mexico rather than from
Aga, this is not necessarily the relevant comparison; there is still a net employment loss in
importing from Mexico rather than producing the same goods in the United States. ITC (1997)
reportsthat for anumber of sectorsa central explanation for changesin trade is the rel ocation of
productionto Mexicoin order to take advantage of lower Mexicanwages and establish or expand
production-sharing arrangements.

USTR (1997:25) arguestoo that the export-jobs multiplier, applied to imports, overstates

% For this to occur it only requires that the import price recorded in the trade data be lower than would be recorded as
an export price if the same good were domestically produced; transfer pricing might bring this about, whether or not the
lower wage cost of the imported good was reflected in a lower retail price to US customers.
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the negative impact of these imports because it assumes that indirect jobs (of input suppliers) are
eliminated along with direct jobs. That is, it assumes, for instance, that textile jobs are eliminated
along withjobsinthe apparel factoriesto whichthe textile producerssell inputs. Thisistechnically
correct. However, thisfactor must be weighed against the undercounting noted above for imports
from lower-wage countries.

An additional issueisraised by Hinojosa et a. (1996) aswell as ITC (1997): if the United
States produces no close substitute for imported goods, or if the United States is unable to meet
its domestic demand for a good (such as oil), then these imports do not displace US domestic
output and employment. In principle this point isvaid. But avery smdl proportion of USimports
from Mexico fal into these categories, and only atiny proportion of the increase in US imports
from Mexico during 1994-96 fit this description; it is limited to a few agricultural products like
coffee and avocados, as well as petroleum. The vast majority of US imports from Mexico are
manufactured goods which either are currently produced in the United States, or were produced
there until recently: TVs, computers, vehicles, clothing and leather goods, furniture, and so on.
Thus, while technically true, this point has little relevance, at least with respect to Mexico.

10. Summary: How trade affects employment

Let us summarize our analysis of the employment impact of a change in exports, and then
of achangeinimports. The net employment creation of an increasein exportsisoverstated intwo
sgnificant ways. (1) counting as exports some goods (like some electronic components) which
were actually trans-shipped rather than produced in the United States, and (2) counting exports
which result from relocation and are therefore offset by areduction in domestic demand and so
have no net US employment impact. The USTR category ‘jobs supported by exports' sidesteps
the issue, but no study has calculated net job creation accounting for these factors, because the
data needed are not available. Thus the export-jobs multiplier, if incorrectly interpreted as
employment gain due to exports, overstatesthe positive employment impact of increased exports.

To summarize the employment impact of imports, application of the export-jobs multiplier
to imports understates employment impact in amajor way and overstatesit in amajor way. The
understatement comesfromthefact that lower wages abroad imply larger USjoblossesper dollar
of imports. The fact that importsare displacing employment which is apparently lower-wage than
the average wage on which the export-jobs multiplier is based contributes to even greater
understatement. The overstatement of negative US employment impact flows from the inclusion
of increased US imports from Mexico which represent relocation of production but reduced US
imports from some third country. Findly, several other minor factors discussed above do imply
some smal additional overstatement of the negative US employment impact of increased US
imports.

Since applying the export-jobs multiplier to exportsprobably serioudy overstatesjob gains,
and applying it to importsprobably somewhat overstates job losses, applying the multiplier to the
change in net exports (as EPI (1997) has done) probably yields afairly good ball-park figure for
the net employment impact. In arapidly growing economy such as the United States economy
during 1994-96, however, much of this impact is felt as a Sower rate of employment or wage
growth than is normal during such aboom, rather than as actual net US job lossin most sectors.
The sectoral andysesin ITC (1997) confirmthat in most sectorsthis isthe case. However, afew
sectors, notably apparel, have been somewhat hard hit.

In the next section we evaluate an alternative method of estimating employment impact,
which was used by Hinojosa et al. (1996).

11. The Armington method of estimating employment impact
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Hinojosaet a. (1996) use a different method to cal culate the job impact of imports®”. That
method is to use available information on the degree to which purchasers typically switch from
imported to domestic goods in response to an increase in the price of imports, or switch from
domestic to imported goods in response to a decline in the price of imports. Thisinformation is
summarized in * Armington elagticities’, which in this case were estimated from data on all US
trade, not on trade specifically with Mexico or Canada. Hinojosa et al. (1996) applied these
numbers to US manufacturing trade with Mexico and Canada to estimate how changes in US
importsfromthese countries during 1994-96 must have affected US domestic productionin these
sectors. Finaly, the study applied the export-jobs multiplier to each sectoral change in domestic
output to estimate how US employment was affected. Itsconclusionwasthat NAFTA had avery
small net positive impact, with exports creating 98,000 jobs and imports diminating 91,000, for
anet gain of 7,000 jobs over the period 1990-1996. About 4,000 jobs were found to have been
created on net from 1990 through 1993, and about 3,000 more from 1994 through 1996.

While this procedure makes sense to some degree, in some respectsit can be expected to
understate the impact of an increasein USimportsfrom Mexico and Canada. It assumesthat the
only impact of increased imports within a sector (say clothing) is a reduction in US production
within that sector (that is, of clothing); it does not consider the possibility that US consumerswho
begin buying clothing, for instance from Mexico, may be switching from spending that money on
something other than US clothing. In thisrespect theimpact of increased importsisto some extent
understated. (However, the authors note that several aspects of their procedure would result in
overstating the impact of an increasein USimportsfromNAFTA countries. It isdifficult to judge
whether the net effect is overstatement or understatement.)

Moreover, the Armington elasticities assume that the mechanism which caused the quantity
of USimportsto increase was adeclinein the price of thoseimports®. However, USimportsfrom
Mexico sometimes have risen even though no price change has occurred; thisis possible because
much trade is intra-firm. For example, in 1993, before the peso crisis, US automakers were
exporting from Mexico between 47 per cent (Ford) and 63 per cent (GM) of their Mexican output
(EFI 2/27-3/05/95, Suppl.). After the peso crisis these automakers in Mexico began exporting a
much higher proportion of their output, because the huge jump in Mexican interest rates caused
salesof autosin Mexico to plummet; it isnot clear that changesin vehicle pricesoccurred, or were
in any way acause of increased auto importsinto the United States from Mexico. For years, auto
prices have increased about 2-4 per cent per year; only for 1998 models was it expected that price
increaseswould be moremoderate - mostly dueto competition from Japanese auto prices because
of depreciation of the yen (Reitman and Simison 1997). It appearsthat firms producing vehicles
much more cheaply in Mexico, but continuing to produce the same vehiclesin the United States,
would have no incentive to reduce prices, because a price reduction would make their US-made
vehicles unprofitable. In this case it would be inappropriate to apply the Armington elasticities.
Instead, it seems reasonable to supposethat in 1995 automakersreduced therate of growth of US
domestic production, more or less one for one, to make room for the increase in imports from
Mexicanplants. Thusinthiscasethe Armingtonelasticitieswould likely understatethe trueimpact
on US employment of the increasein auto importsfromMexico. Asit happens, during 1995 auto

2 This was a preliminary report by the North American Integration and Development Center in Los Angeles, a rough
draft for which the final report had not yet been issued at the time of this writing. The numbers should therefore be viewed
as very tentative only, and indicative of the range of results to be anticipated from the method used.

% In fact, there appear to be technical problems in the application of the method: even though price change is
hypothetically the mechanism which causes substitution away from domestic goods to comparable imported goods, at one
stage in the procedure it is assumed that prices are unchanged over the time period in question. It appears to this author that
the method ought first to be validated by application either to an artificially constructed (hence known) set of data, or to
historical known data, to determine whether the method arrives at the correct result.
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production was expanding in the United States, so that in spite of increased auto imports from
Mexico no net negative impact on US auto employment occurred.

In general, the Armington method seems less suited to estimation of employment effects of
rel ocated productionthan to estimation of employment effectsfromtradealone. I TC (1997) notes
for many sectorsthat production-sharing and henceintra-firmtrade accountsfor much of sectoral
trade. When the decision to import instead of to produce domestically is made within afirm, the
decisions will not necessarily follow the same pattern as when trade is among firms, and there is
no reason in theory why Armington easticities should provide a good predictor of impact on
domestic output. At the very leadt, it is to be hoped that the Hinojosa et al. final report, when
issued, should provide a substantial discussion of thisissue.

In sum, the advantage of the Armington methodisthat it takes some account of the fact that
an increase in imports cannot be expected to have a 100 per cent offsetting effect on domestic
output in the same sector. However, it is not clear that application of the method in Hinojosa et
al. (1996) is adequate to produce sensible estimates of net employment impact. We now turn to
adiscussion of gross employment impact.

12. Grossjob displacement and the NAFTA-TAA evidence

The NAFTA Trade Adjustment Assistance programme (NAFTA-TAA) provides benefits
to workerswhose jobsin goods production are certified by the US Department of Labor to have
been adversely impacted by importsfrom Mexico or Canada, or else by relocation of production
to either country. Such workers also may apply for the general TAA programme which was
already in existence before NAFTA and which offersa similar array of benefits; in practice many
have applied for both. During 1994-96, 182,000 workers (or their unions or employers) applied
for NAFTA-TAA, and al but 13,000 of these cases were decided by the end of 1996, resulting
in certification of 100,000 workers. By July 1997 this number had grown to 134,492 workers
(DOL 1997). Dataon NAFTA-TAA certificationsby two-digit SIC sector areprovided intable 5,
and by state in table 6.

ITC (1997) pointsout that the number of workers certified under NAFTA-TAA should not
be taken as a count of all affected workers. Many workers may have not applied due to lack of
information, or applied only for general TAA due to differences in the training requirements or
other features (I'TC 1997:3-8). Someworkers, particularly transportation and warehouseworkers
- even if they can prove they were impacted by NAFTA trade or plant relocation - have been
denied certification because NAFTA-TAA isrestricted to workerswho produce tangible goods.
In addition, workerswho belong to unions appear to have been morelikely to submit applications,
evidently due to better access to information and better support. Of al workerswho applied for
NAFTA-TAA 36 per cent had their applications submitted by labour unions, far higher than the
18.4 per cent of manufacturing workersinthe United States who are represented by unions (CLC
1997:61). This suggeststhat workers who did not belong to unions were considerably lesslikely
to file applications for NAFTA-TAA, even if their jobs were truly impacted.
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Table 5. NAFTA-TAA certifications, by two-digit SIC category

SIC 2-digit category

Number of workers certified for NAFTA-TAA

1

10

13

15

17

20

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

49

50

51

73

76

87

Tota workers certified for NAFTA-TAA

Crops

Meat products

Metal mining

Oil and gas extraction

Generd contractors and operative builders

Specia trade contractors

Food and kindred products

Textile mill products

Apparel and other textile products

Lumber and wood products

Furniture and fixtures

Paper and alied products

Printing and publishing

Chemicals and dlied products

Petroleum and coal products

Rubber and miscellaneous plastics products

Leather and leather products

Stone, clay and glass products

Primary metal industries

Fabricated metal products

Industrial machinery and equipment
Electronic and other electrical equipment
Transportation equipment

Instruments and related products
Miscellaneous manufacturing industries
Electric, gas and sanitary services
Wholesale trade - durable goods
Wholesale trade -non-durable goods
Business services

Miscellaneous repair services

Engineering and management services

Source: Department of Labour, NAFTA-Trade Adjustment Assistance.

2,212
105
1,208
1,054
19

50
2,649
4,779
29,247
5,547
2,820
4,734
1,432
2,111
21
3,690
5,873
4,076
4,457
6,650
6,010
22,176
10,182
5,058
2,968
4,062
173
557
572

56

4

134,552
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Henceif workersimpacted by trade with Mexico or Canada, or USinvestment in these countries,
are representative of al US manufacturing workers, then we may estimate the true number of
workers displaced at about twice the number certified. On the other hand, employers of higher-
wage unionized workers are more likely to shift production to Mexico, and such firms are likely
to be more affected by cheaper imports, implying that the true number of workersdisplacedisless
than twice the number certified - perhaps in the neighbourhood of 180,000 or so during 1994-96,
and perhaps 230,000 or so by August 1997.

Table6. TAFTA-TAA certified workers by state as of mid-July 1998

North Carolina HHH West Virginia 1,288
Texas HHHH Kansas 1,184
Pennsylvania HHH Kentucky 1,016
New York HHH Alaska 780
Cdlifornia 7,476 Louisiana 778
Georgia 6,186 Arizona 684
Indiana 5,811 Connecticut 631
Tennessee 5,640 Montana 613
Arkansas 5,397 Maine 432
New Jersey 4,471 Wyoming 392
Ohio 4,413 Vermont 361
Wisconsin 4,405 Minnesota 336
Michigan 3,783 North Dakota 300
Washington 3,445 Utah 292
Missouri 3,329 New Mexico 242
lllinois 2,902 Oklahoma 230
Florida 2,804 Nebraska 220
lowa 2,785 New Hampshire 139
Oregon 2,550 Maryland 86
South Carolina 2,305 Idaho 83
Virginia 2,166 Nevada 76
Colorado 1,990 South Dakota 65
Alabama 1,315 Massachusetts 1,315

TOTAL HHH

Source: Department of Labour, NAFTA Trade Adjustment Assistance Office.
Note: Certifications are for 1 January 1994 to 18 July 1997
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This number, however, would include not just workersimpacted by NAFTA, but workers
impacted by trade with NAFTA countries or US investment in those countries, whatever the
cause. Evenif NAFTA had never been approved, the long-term trend toward shifting production
fromthe United States to Mexico would surely have continued, as more firms learned how to do
businessin Mexico; thus some of thejobslost can be attributed to thislong-term trend rather than
to NAFTA. Likewise, the Mexican economic reforms gave further impetusto thislong-run trend.
Severa studies, including Hinojosa et a. (1996) and DRI (1997), suggest that NAFTA’s tariff
liberalization had remarkably little impact, and that most effects seen in 1994 were due to
longer-termtrends. The peso crisisisagreed to have had amuch greater impact on USjobs. Thus,
for example, the perhaps 180,000 workers hypothesized above to have been impacted from all
these causes during 1994-96 might hypothetically include perhaps 90,000 who lost jobs due to
NAFTA (including its effects through the peso crisis); perhaps 45,000 who lost jobs due to the
non-NAFTA aspects of the peso crisis; and perhaps another 45,000 who lost jobs due to other
causes such asthe long-termtrends. However, we are not now able to determine the true number
of displaced workerswho fall into each of these categories. In sum, due to the various offsetting
factors recounted here, the likely number of workers actually displaced by NAFTA (the gross
negative employment impact) is probably not far different from the number certified for
NAFTA-TAA.

Table7. NAFTA-TAS certifications, by reason and year

13. Assessing employment effects: An overview



105

Let us now try to make sense out of the wildly different numbers presented in different
studies assessing NAFTA’ s employment impact on the United States. We will see that, because
they refer to different categories or scenarios, they are not quite as far apart as they seem.

USTR (1997) makes three main claims. First, it claimsthat during 1993-96 the increase in
US exports to Mexico and Canada has ‘supported’ an increased 311,000 US jobs, 189,000
supported by increased exports to Canada, and 122,000 supported by increased exports to
Mexico. As explained in an earlier section, USTR does not say how many of these are newly
created jobs, rather than existing jobs whose output is now exported as input to relocated plants
in Mexico or Canada. In alarge number of sectors, ITC (1997) emphasizesthat changesin trade
have been mainly driven by anincrease in co-production arrangements between the United States
and Mexico or the United States and Canada, in the case of Mexico mainly to take advantage of
low wages. And in some sectors (such as apparel) the I TC specifically attributesthe declineinUS
employment to the shift of production to Mexico. Thus only a fraction of the jobs newly
‘supported by exports' are newly created jobs. Moreover, we cannot assume these result from
NAFTA'’s effects; some are due to such causes as the business cycle upswing in Canada. In
addition, the exportson which USTR’ s estimates were based apparently included rather large US
grain exports to Mexico, which would have very little direct job impact because the grain sector
is among the most capital-intensive in the US economy.

Hinojosaet d. (1996) estimate the impact of increased US exports to Canada and Mexico
post-NAFTA as generating only 31,158 jobs, about one-tenth the USTR estimate. Some of the
sources of the large differencein Hinojosa sand USTR’ s estimates include the fact that Hinojosa
et d. restrict their analysisto manufacturing trade, and the fact that they calculate only direct job
effects, not indirect effects. Given the size of the discrepancy, however, it seems likely that there
is some additional explanation for the difference in estimates.

While it would be appropriate to go on to estimate the impact of the much larger increase
in imports from Mexico and Canada, USTR (1997) does not do so, citing the lack of adequate
general methodsto estimatethe employment impact of imports. USTR does, however, makeother
clamsabout overall employment effects. Oneisthat the number of USworkersdisplaced because
of trade with Canadaand Mexico (but not necessarily asaresult of NAFTA per se) during 1994-
96 must lie between 100,000 (the number of workers certified for NAFTA during those three
years) and 32,000 (the estimated number of workers who, once certified, actually applied for
NAFTA-TAA benefits during those three years). The other workers certified may have applied
for genera TAA benefits, or possibly taken new employment and applied for neither type of
benefit.

A fregquent reason for displaced workersto apply for general TAA benefitsisthe tight time
restrictionwritteninto the NAFTA-TAA programme. The NAFTA-TAA programme (but not the
general TAA programme) requires that, once certified, a worker must enroll in a training
programme within six weeks of certification, or within 16 weeks of being laid off. If thereisno
appropriate training programme that begins during the requisite time frame, the worker haslittle
aternative but to apply for general TAA benefits. Thus the number 32,000 provides little
information about how many were affected by NAFTA.

Asisargued above, it isaso unjustified to assume that the number certified representsthe
true number of workersimpacted by trade and relocation of production within North America; |
have argued that the true number should be close to twice the certified number. However, the
number impacted specifically by NAFTA itself is only afraction of this totdl.

USTR (1997) makesathird claim, about ahypothetical (or counterfactual) situation. It cites
the DRI (1997) result that if the peso crisis had not occurred ?°, NAFTA would have resulted in
net creation of 90,000 to 160,000 US jobs. Unfortunately, however, the peso crisis did occur, in

» This is meant in the statistical sense that, in an econometric regression, absent the effect of the decline in the value
of the peso, there would have been net creation of 90,000 to 160,000 jobs.
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a particularly catastrophic form, and | have argued that the political and economic pressures
generated by the NAFTA debate bear animportant share of the blame. Thus| rgject USTR’ s (and
DRI’ s) claim. Eventhose who accept it, however, cannot interpret it asthe net employment effect
that actually occurred during 1994-96 from trade with Mexico and Canada, and even they must
concede that a significant number of US jobs were displaced by the worsening of the US trade
balance with NAFTA partners during that period.

At the opposite pole, EPI (1997) estimated the employment impact of the worsening US
trade balance with Mexico and Canada at 420,208 jobs (including both jobs which were actually
eliminated and jobs that failed to be created), of which 169,498 arose from the worsening of the
United States-Canadatrade balance and 250,710 fromthe worsening of the United States-Mexico
trade balance. The study arrived at this conclusion by applying the Department of Commerce
export-jobs multiplier to the change in the trade balance. Since this estimate of overall 1994-96
negative employment impact isthe only one among the studies reviewed which both included jobs
which failed to be created, and also included impact due to all causes of changesin trade during
1994-96, it isquite naturally larger than other numberscited here. This number may be somewhat
high, since it ignores the fact that some of the increased imports were a diversion of US imports
from Asian countries. In addition, of course, it isto be expected that the number will be adjusted
downward asthe peso appreciates and the US trade deficit with Mexico shrinks. Indeed, one such
adjustment was made by EPI in late 1997.

Since the EPI andysisisbased on changesin US net exports, implicitly it accountsboth for
job creation and job destruction, arriving at a net change in employment. The NAFTA-TAA data
suggest, as | have argued, that at least 180,000 or so jobs have been eliminated due to al causes
related to trade and investment among NAFTA countries, and probably haf of these are directly
attributable to NAFTA.

We could then combine USTR’s number of 311,000 jobs newly supported by exports to
NAFTA countrieswith I TC’ ssectoral analysesindicating that a sizeable fraction of these exports
probably come from existing suppliers whose customers moved offshore, and therefore imply no
job creation in the United States. Perhaps 50,000 to 100,000 jobs were actually created by new
exports, then - again, some but not dl of them dueto NAFTA, since exportswere on an upward
trend long before NAFTA.

Suppose further that we make the extremely rough estimate that something like 200,000
additional jobs failed to be created due to trade and investment among NAFTA countries (EPI’'s
420,000, less 180,000 jobs estimated actually to have been eliminated, lessan arbitrary 40,000 to
account for diversion of importsfrom other countries). Of those hypothetical 200,000 jobswhich
failed to be created, again not all would be due to NAFTA, but perhaps half might be.

This hypothetical calculation would lead to a net negative employment impact due to
NAFTA of about 190,000 (90,000 actual jobseiminated dueto NAFTA and 100,000 whichfailed
to be created for that reason), and a gross employment impact of 90,000. (The estimate of jobs
created, based on USTR (1997), would have been implicitly offset by jobs destroyed by imports,
since the 420,000 EPI figure is based on net exports and so has already offset imports against
exports.)

While these numbers are highly hypothetical, they seem to be reasonable educated guesses
based on the considerations outlined above. They arethe basisfor our conclusion that the impact
of NAFTA on US employment has almost certainly been negative.

14. NAFTA and wages

The total annual income lossto USworkersdisplaced by NAFTA due to the period during
whichthey areunemployed (net of replacement income from unemployment benefitsor TAA) was
during 1994-96 probably in the range of one to two billion dollars at most. In contrast, if there
turns out to be any measurable negative effect of NAFTA on US wages, even aone-time $.01 per
hour lossin the US average wage would mean an income loss to labour of over $2 billion. (And
a disproportionate amount of this loss would be borne by the same dislocated workers, as they
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take jobs on average at lower wages than they previously earned.) The dollar impact on labour
of measurably slower growthinreal USwages, or an actual declineinthe real wage, ispotentially
alarger effect than displaced workers' lost income while unemployed.

Has NAFTA affected US wage growth, relative to the level which would have occurred in
the absence of NAFTA? It is not easy to tell, and none of the studies reviewed here reach a
definitive conclusion on this point.

NAFTA occurred against the backdrop of a long-term stagnation in rea hourly
compensation (wages plus benefits) in the United States. For more than two decades, US labour
has been unable to secure in the form of compensation a constant share of productivity increases.
For example, from 1979 to 1994, productivity in non-farm business sector increased at an average
annual rate of 1.0 per cent, while real hourly compensation in the sector increased at an average
of only 0.5 per cent yearly. And production and non-supervisory workers, who account for more
than 80 per cent of wage and salary employment, have fared much worse. Moreover, the situation
worsened in recent years. from 1989 to 1994, the rate of growth of productivity continued to be
1.0 per cent, while the rate of growth of real hourly compensation was just 0.3 per cent (Mishel,
Bernstein & Schmitt 1997:134-6).

In the US manufacturing sector, from 1987 through 1996 productivity grew at an average
annual rate of growth of 2.4 per cent while real hourly compensationfell, so that workersactualy
received alessthan zero share of productivity increases. Moreover, in 1995 the lag of real hourly
compensation growth in manufacturing behind productivity growth was 3.1 percentage points
(with 3.2 per cent productivity growth and 0.1 per cent growth in hourly compensation), larger
than in any year since 1987. In 1996 the lag was exactly the same, at 3.1 percentage points, with
3.3 per cent productivity growthin manufacturing and 0.2 per cent growthin hourly compensation
(BLS 1997). This historical trend, which shows no sign of major reversal, understandably makes
US labour sceptical of arguments for free trade which rest on economists confidence that the
benefits of productivity growth will sooner or later be shared with labour.

Some pre-NAFTA studies suggested that NAFTA would shift the composition of
employment toward a mix that on average was higher-skilled and higher-wage than before
NAFTA. Has such a shift occurred? It is difficult to give a definitive answer. On the one hand,
dataon NAFTA-TAA certifications suggest that lower-wage jobs have been disproportionately
displaced; at | east, the sector withthe largest number of NAFTA-TAA certificationsisthe apparel
sector, whose averagewage (1TC 1997) in 1996 wasjust $7.89 per hour. In principle, eimination
of lower-wage manufacturing employment could increasethe average wage in manufacturing, just
by changing the mix of jobs, but without raising any individua worker’ swage or creating any new
higher-wage employment. Indeed, the apparel sector analysisinI TC (1997) explainsthat thistype
of effect occurred during 1994-1996 within the apparel sector itself: many lower-wage jobs went
to Mexico, while the higher-skill, higher-wage jobs, such asin cutting, remained in the
United States, raising the average apparel wage as 130,000 production jobs were eliminated.

USTR (1997) assertsthat the averagewagein the US export sector is 13-16 per cent higher
than the average wage in the United States. This fact is juxtaposed with USTR’ s assertion that
311,000 morejobswere* supported by exports’ in 1996 thanin 1993, and seemsintended to imply
that the average wage ought to rise. However, even if the skill mix in manufacturing shifted
toward a higher average skill level (even perhaps with creation of little net new high-skill
employment, and shrinkage in total manufacturing employment), we would have to ask what
happened to the displaced workers. Did those unable to find jobs in manufacturing crowd into
lower-wage, perhaps service sector employment, and on average suffer wage cuts? If so, this
would be consistent with previous findings on the experience of displaced workers. Andif so, any
increase in the average manufacturing wage due to disproportionate elimination of low-wage
manufacturing jobswould be accompanied by higher weighting of the non-manufacturing average
wage in computing the overall average wage; thus the overall average wage would likely fall.

None of the studiesreviewed herefound that NAFTA had a significant positive or negative
effect on US labour compensation as a whole, in most cases because they did not carry out any
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substantial study to assessthat effect. 1TC (1997) did find that of theindustriesidentified through
econometric analyss to have been affected by NAFTA, industries with earnings reductions
outnumbered those in whichtherewere earningsincreases. However, it drew no conclusion about
overal impact. ITC (1997) also assessed NAFTA's effects on average wages in some specific
sectors, and found these wage effectsto be negligible except inthe apparel sector. There, therise
inthe averagewagein apparel was attributed to the elimination of low-wagejobs and the resulting
change in composition of employment, as explained above.

Estimatesof NAFTA’sproductivity effectsare no more conclusive. While I TC (1997) cited
substantial changes in productivity in various sectors, it did not attribute them to NAFTA,
consistently describing NAFTA' s influence as negligible.

One channel through which NAFTA might well affect workersisthat employers' threatsto
close plants and relocate them abroad might have a chilling effect on worker organizing and the
level of unionization, and thereby on the average wage level. A study by Bronfenbrenner (1996)
found that NAFTA has created a climate in which employers have threatened or carried out plant
closingsin order to avoid unionization. Since the average wage premium for unionized workers
relative to comparable non-union workers has been estimated at about 20 per cent in recent years
(Mishel et al. 1997:200), discouraging unionization can be expected to have anegative impact on
real wages. None of the studies reviewed here estimated this impact. The Bronfenbrenner study
is described at length in the following section on labour rights.

15. NAFTA and labour rights

A study of the effects of plant closing or threat of plant closing on the right of workersto
organizeinthe United States, conducted by Bronfenbrenner (1996), shedslight on waysinwhich
NAFTA might have indirectly driven down US wages, or slowed their growth. The study was
commissioned by the North American Commission for Labor Cooperation, established by the
labour side agreement to NAFTA, and was conducted in the summer of 1996. Bronfenbrenner
studied more than 500 union organizing campaigns and more than 100 negotiations for a first
contract. She found that amajority of employersthreatened to closedl or part of the plant during
the organizing drive, either in captive audience meetings, or in letters to employees, or in
conversations between supervisorsand one or more employees. Thethreatswere often crude, and
included posting maps of North America with an arrow from the current plant site pointing to
Mexico, and attaching shipping labelsto equipment in the plant with addressesin Mexico. Among
those campaignsin which threatswere made, in 10 per cent of the casesthe threat was specifically
to move to Mexico, while in other cases the threats were more vague, but sometimes made
reference to NAFTA.

Bronfenbrenner found that plant closing threats were effective, on average: where such
threats occurred during an organizing drive, union wins were 33 per cent, while where no such
threatsoccurred, the unionwin ratewas 47 per cent. Moreover, in 15 per cent of the plantswhere
the union won the election, the employer did shut down all or part of the plant within two years
of the election, in most cases before afirst contract was reached. The 15 per cent shutdown rate
within two years of a union winning an election was three times the rate found by researchers
during the late 1980s, before NAFTA. The report concluded that NAFTA had created a climate
which had emboldened employers to threaten more aggressively to close plants, or else actually
to close plants, in order to avoid unionization.

16. Conclusion

Standard cost-benefit analysis calsfor eval uating any policy change by determining whether
the winners gain more than the losers lose, and therefore could in principle compensate them. It
is then hypothetically possible, with redistribution, for the policy change to make no one worse
off, and some better off. Onthisbass, it isnot clear that NAFTA hasqualified. There have clearly
been winnersand losers: firmsthat have shifted production to Mexico to take advantage of lower
wages have been winners; dislocated workers and the communities in which they live have been
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losers. But the gains may not have exceeded the losses: the I TC (1997) was unable to detect anet
ganin US GDP due to NAFTA. Other studies have claimed that NAFTA, apart from the peso
devaluation, did bring about asmal boost in US GDP, but if NAFTA was in any significant way
acause of the peso crisis - aswe argue it was - this finding would be reversed. In the long run, of
course, abstracting fromshort run macroeconomic fluctuations, gainsfromtrade must be realized.

Standard trade model s predict that labour, particularly unskilled labour, inthe United States
is likely to suffer anet loss in real income, and this would be counteracted only by sufficiently
strong scale economies. Evidence of such substantial scale economieshasbeen challenged, at least
for Mexico, as pointed out above. While no significant statistical evidence of real wage lossesin
the United States hasemerged, neither isthere evidence of real wage gains. And thereareacouple
of reasons to suspect that a negative wage impact has occurred in the United States, even though
it might be small. One reason is the detailed sectoral analyses in ITC (1997), which describe
widespread shifts of production to Mexico, particularly to the maquiladora sector, to take
advantage of lower wages and duty reductions. Another is the conclusion reached by
Bronfenbrenner’s (1996) study, that NAFTA has encouraged US employers to brandish plant
relocation, and to use plant relocation, as a means of discouraging union organizing.

Moreover, the losers have not been fully compensated for their losses. A survey of studies
of the cost of protectionism concludes that the cost of protecting a single job is often over
$100,000 (Coughlin, Chrystal and Wood 1995). This amount may be thought of asthe size of the
gain to the winners after trade liberalization, which in principle is the maximum amount available
to offer compensationto the losers. If trade adjustment assistance were available in even half this
amount per displaced worker, quite probably labour would have far fewer complaints about
NAFTA.

It was initially argued that NAFTA would attract inward foreign investment from outside
North America, and this has happened to some degree. Ironicaly, however, this shows the
effectiveness not of free trade but of protectionism. What it saysisthat protectionism works to
some extent in attracting foreigninvestment if the protected market islarge and attractive enough,
and includes a low-wage location for production to serve that market. But it is questionable to
what extent labour can achieve any gains from this arrangement, or even avoid net losses. What
we know so far about the experience of US labour under NAFTA provides little encouragement
on this score.
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1. Mexican labour markets
under NAFTA

“...we want aworld with a place for everyone.’*

1. Introduction

In order to objectively analyse the impact of NAFTA on the structure of employment and
wages in Mexico, one must start by looking at the main economic indicators over alonger period
than the negotiation and implementation of NAFTA (1991 to 1997). For the purpose of our
anaysisit isrelevant to go back to 1985 when the process of trade liberalization began in Mexico.

Any analysis that seeks to examine the evolution of employment and wages must take into
account not only the effects of trade liberalization, but also those of structural adjustment
programmes of whichthey areapart. Structural adjustment programmesin Mexico haveinvolved
the following elements. privatization of state-owned enterprises; a change in the method of
regulating economic activity; the promotion of atrade strategy based on non-petroleum exports,
control of inflation; wage restrictions; and an effort to maintain stability in the balance of
payments. All these measures have directly affected wages and employment.

During the process of trade liberalization a large number of companies have tried to
reorganize their productive structures, retrain their employees, and reorient their marketing
strategies. This process of ‘business adaptation’ has meant in many cases a reduction in the
number of jobs, changes in duration and rhythm of the workday, and company downsizing and
closure. These aspects will be analysed later in this paper.

During the negotiation stage of NAFTA, official statementsfocused on the promise of afew
key benefitsthat supposedly would result fromthe treaty. The way in which these were presented
to civil society wascrucial, asit would have been very difficult to negotiate NAFTA had there not
been a minimum consensus in Mexico.

Among the expected benefitswere the following: an increase in the competitiveness of the
national economy; growth in employment; and a significant increase in wage levels. The first of
these was aimed at the national and transnational business sector, and the last two were meant to
ease the fears of alarge number of Mexicans who had suffered from aworsening of employment
and wage levelsin the 1980s.

In the following pages we shall demonstrate how the NAFTA promises have not been
fulfilled, especidly those related to sustainable economic growth. In the first section, we will
analyse briefly the recent macroeconomic performance of the Mexican economy. In the second
section, we will review labour market trendsin the eraof economic liberalizationand NAFTA. In
the third section we will present the main conclusions drawn from the analysis of the previous
sections.®

%0 From words of ‘welcome to the Encuentro Intercontinental por la Humanidad y contrael Neoliberalismo’ Chiapas, 1996.

% This analysis was done originally with statistical information available in Mexico as of August 1997. In December 1997
several adjustments were made to the final report based on the Informe Presidencial and its economic annexes released
annually on 1 September and on annual economic evaluations released in December.
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2. Macroeconomic performance

2.1 Gross Domestic Product

Mexico's GDP grew at an average annual rate of 1.7 per cent from 1986 to 1994, lower
than the rate of population growth, implying a decline in living standards. The only year in this
period with anegative growth rate was 1986 when GDP growth was-3.8 per cent. Subsequently,
GDP growth accelerated, peaking at 5.1 per cent in 1990.

During the Salinas administration (1988-94) the path of GDP growthtook onaclassic * bell
shape' (Salasy Renddn, 1996:81). Economic growth which was the main priority of the Salinas
government did not develop a sustainable trend over the long term. (See tables 1 and 2.)
Furthermore, the crisis of December 1994 caused adramatic drop in GDP, reaching -6.2 per cent
in 1995. (OECD, 1997, p. 175.) More recently, GDP growth became positive again, with arate
of 4.6 per cent estimated for 1996, and is projected to increase 3.7 per cent and 5.5. per cent in
1997 and 1998 respectively. (Dehesay Camarena, 1997:89.)*

Table 1. Mexico's GDP by broad development phases

Phase Period Average annual GDP growth rate %
Take off 1940-1954 5.8
Growth with stability 1955-1972 6.7
Growth with broken stability 1973-1981 7.0
Crisis and adjustment 1982-1987 35
1995 Crisis 1995 -6.2

Source: Adapted from Samaniego, 1997:68

With respect to GDP per capita, we have already noted that the rate of population growth
exceeded that of GDP. Assigning GDP per capitafor 1980 an index of 100, by 1988 it was down
to 85. During the Salinas administration, the GDP per capita index rose slightly to 89 in 1994
(Hiernaux, 1996:20.)* Thus, market liberaization did not in general improve the situation of
Mexican families. GDP per capitawas more than 10 per cent below the average level reached in
the 1978-82 oil boom period, the final stage under the import-substitution model.

In the first three years of NAFTA (1994-96), GDP per capita dropped 3.2 per cent. GDP
per capita at the end of 1996 was 7.8 per cent lower than in 1981, the last year of real growth
before the first crisis.

GDP per capitafell 10.0 per cent during the administration of Miguel delaMadrid, (1982-
88) while growing 11.2 per cent during the administration of Salinas de Gortari (1988-94)

% |nformation published recently in El Financero (29.12.97) citing data from INEGI (Instituto Nacional de
Estadistica Geografia e Informatica) indicated growth of 7.2 per cent in 1997 and inflation of 16.3 per cent

3 GDP per capita in 1992 was $21,418 in Canada, $21,449 in the United States, but only $2,930 in Mexico, according to
the OECD, The disparity between Mexico and its partners is striking.
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(RMALC, 1997). Far from demonstrating the success of the neoliberal economic model, within
months of Salinas departure came the financia crisis and the collapse of GDP per capita by
6.9 per cent in 1995, the second largest decline in the economy this century, surpassed only in
1932. (RMALC, 1997:20, citing INEGI data.)

Table 2. Selected economic indicators (per cent change)

Year 1989 1990 1991 1992 1993 1994 1995
GDP 4.2 51 4.2 3.6 2.0 4.4 -6.2
Employment 3.6 19 55 5.4 45 14 -1.0
Productivity 14 2.2 14 -0.2 -1.7 12 6.2
Unemployment/EAP ~ 29.5 29.5 30.9 32.9 34.7 35.3 n‘a
Per cent wagessGDP 255 28.1 28.9 21.8 15.7 10.1 n‘a

Source: OECD. 1997:175

Despitethe changes madeto the M exican economy during 1988-94, therewerefew changes
in the sectoral composition of the economy. In the primary sector (agriculture, forestry and
fishing) therewas a steady declineinitscontributionto GDP, from 6.3 per cent in 1988 to 5.8 per
cent in 1995 (see tables 3 and 4). From 1988 to 1995, the average rate of growth of this sector
was 1.2 per cent, among the lowest after mining and construction.

The manufacturing sector's share has been stable, at amost one-quarter of GDP - 24.3 per
cent in 1988 and 24.4 per cent in 1995. The December 1994 crisis does not seemto have affected
the size of manufacturing sector inrelationto GDP. However, in 1990, 1991 and 1992 there was
an upturnin manufacturing growth. Inthefirst yearsof the Salinas administrationthese were very
high, 6.1 per cent in 1989 and 6.7 per cent in 1990. This was due to an upturn in manufacturing
and construction in 1989-90. However, during 1990 and 1991 growth started to weaken, falling
to almost zero during 1993.

The crisis of 1995 was particularly hard on the manufacturing sector. Manufacturing GDP
declined by -7.6 per cent, more than the overal decline of GDP overal (-6.2 per cent).
Maquiladora sector employment has grown rapidly, rising from 369,489 in 1988 to 754,858 in
1996, (table 5) and jumped to an estimated 890,412 in the first half of 1997 (Zedillo, Informe,
1997). Between 1994 and 1996 maquila manufacturing value-added jumped by arecord 12.2 per
cent, and the job growth by an even greater 13.8 per cent. The dynamism of manufacturing GDP
is due to the dynamism of the maquiladoras, leading many observers to refer to the process of
‘maguilization’ of Mexican manufacturing. The participation rate of the maquila sector in
manufacturing GDP went from 1.6 per cent in 1975 to 5 per cent in 1988, and has continued
grow - 15.2 per cent in 1995 and 20.2 per cent in 1996 (calculated from Zedillo, 1997).



113

Table 3. Mexico's gross domestic product: Sectoral composition (per cent)
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In 1995 ail exportswere $8.4 hillionrising to $11.7 billion in 1996. (preliminary estimates
for 1997 show a decline to $5.6 billion). In these three years, crude oil exportswere greater than
gas, petroleum derivatives and petrochemicals.

Meanwhile magquila exportsreached the level of $5.0 billionin 1995. The border states have
become more dependent on the maguila sector thantherest of the country (table 6). Inthisregion,
the maguila sector’ s contribution to manufacturing GDP went from 7.2 per cent in 1970 to 20.2
per cent in 1988. Inthefirst quarter of 1996, manufacturing asawhole grew by 7.3 per cent while
the maquila sector grew by 15.8 per cent; though leading the recovery, its low contribution to
GDP continues to be problematic.

Services GDP increased at an average annual rate of 2.5 per cent between 1988 and 1995.
However, this average obscures some internal disparities. The most buoyant were financia
serviceswith an average growth of 13.9 per cent per year during this period, banking with 5.1 per
cent, and transportation, communications and storage with 3.5 per cent. These figuresreflect the
unprecedented expansion of the financial and banking sectors.

At the same time, the expansion of the transportation sector is related to the growth in the
external sector and movement of goods within the country and abroad. This has been noticeable
in ports, airports, and customs offices. Moreover, it has been necessary to expand the highway
system and modernize ports and airports. This has been accompanied by significant privatization
of communicationsand transportationinfrastructure. For example, seafreight grew by 7.4 per cent
per year from 1988 to 1995. The number of airline passengers increased by 54.6 per cent in the
same period. Freight by road increased by 22.7 per cent annually (data taken from various tables
in the Zedillo, Informe, 1996.) The share of services in total GDP has, like manufacturing, been
relatively stable (table 4).

Findly, one of the major changes in composition of GDP has been the decline in the public
sector, from 20.4 per cent in 1988 to 14.7 per cent in 1995 reflecting the privatization of the
Mexican economy.

The growth of GDP has not been stable in recent years. There was a sharp decline even
beforethe crisis of 1994, which considerably aggravated the situation. Moreover, thisgrowth has
been has been concentrated in the external sector to the detriment of the domestic market.

During the NAFTA era (1994-97), the largest annual growth has been in communications
and transportation (12.4 per cent), due in part to domestic and foreign private investment in
telecommunications. The next largest areelectricity (11.8 per cent), manufacturing, especialy the
export component (9.8 per cent), and mining (including oil) (8.1 per cent).

Distribution of the GDP by sectors has been stable during the period, but there have been
differences within sectors. Notably, the growth of the financial and banking sub-sectors
(6.6 per cent) has been driven by foreign portfolio investment and liberalization. By contrast,
sectorslinked to the internal market decreased or showed little dynamism. Construction dropped
by 7.6 per cent. Despite international tourism, the internal trade category (restaurantsand hotels)
fell by 6.1 per cent. The agricultural sector grew only 3.1 per cent. The case of the manufacturing
sector isnoteworthy: two branchesalone - machinery and equipment, and food processing - make
up 52 per cent of manufacturing production (RMALC 1997:20).
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Table 4. Growth of Mexico's gross domestic product by sector %
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Table5. Employment in manufacturing
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Table 6. Manufacturing domestic product and value added of the
“Maquiladora” sector for particular states, 1975-80-85-88
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2.2 Foreign investment

Herewewill analysethe main aspectsof foreigninvestment: itsorigin, sectoral and regional
composition and its presence in the Mexican financial system and stock market.

Growth in foreign investment has been seen as one of the most important benefits arising
fromNAFTA and theliberalization of trade and investment. Foreign investment hasin fact grown
sgnificantly in the last few years. The increase in the volume of foreign investment that began in
1990 led to anincrease in the trade deficit. The deficit grew from $882 millionin 1990 to $18,464
million in 1994. (Zedillo, Informe, 1997)

The Salinasgovernment’ sforeigninvestment strategy involved changing legidationto alow
investment in government bonds and in the Mexican stock market (Bolsa de Valores). With the
implementationof NAFTA, the Mexican financial system underwent fundamental change, namely
the influx of foreign portfolio investment into the equity market. As of August 1997 there were
127 foreign financia institutions of which 24 per cent were US, 12 per cent Japanese, 7 per cent
German, 7 per cent French, 6 per cent UK, 6 per cent Canadian, 5 per cent Swiss, 3 per cent
Korean, 3 per cent Dutch, 3 per cent Cayman Islands, 2 per cent Israeli, and 2 per cent Italian.

According to figures from the Association of International Financia Intermediaries (AIFI)
inastudy by G. Howard, foreign financia institutions accounted for more than 15 per cent of the
equity base, morethan 35 per cent of total bank depositsand 30 per cent of company credit. Also
foreign investment accounted for morethan 9 per cent of total credit instrumentsincluding money
markets, government instruments, capital markets, exchange markets, etc. Most foreign bank
finance went into commerce, hotels, and restaurants, construction and manufacturing.

Foreign control of Mexican banks increased: Banco Santander controlled 70 per cent of
Banco Mexicano; Banco Bilbao Vizcaya 65 per cent of Mercantil-Probursa; Bank of Montreal
16 per cent of Bancomer; Shanghai Bank 20 per cent of Banco Serfin; BCH de Espanay de
Portugal 16 per cent of Bital; Bank of Nova Scotia controlled Inverlat. Nevertheless, three
Mexican Banks, Banamex, Bancomer and Serfin, still account for 50 per cent of al financia
activity.

The strategy followed by foreign financia groupsislinked to the same transnational interests
present that influenced the NAFTA negotiations. Their Mexican affiliates are focusing their
operations on corporate finance, and for the most part their Mexican presence is a form of
‘insurance against nationalizations, economic crises, and devaluations.” Their direct control of the
national market isminuscule: for example, J Morgan 0.3 per cent, Bank of America0.1 per cent,
Chase Manhattan 0.1 per cent, Bank of Tokyo and Desdner Bank .04 per cent

The financia liberalization also brought an influx of foreign investment banks in the stock
market - beginning with Barings in November 1994 and most recently Deutche Morgan Grenfell
(January 1998) - serving ingtitutional investorsin industrialized countries. The increased inflow
of foreign investment was not only from NAFTA-driven financial liberalization, but aso due to
high interest rates and protection against deval uation.

Financial deregulationhelpedto bring $31.6 billionduring 1994-96 of which 65 per cent was
reported to the Registro Nacional de Inversion Extranjera (NIE), 8.9 per cent was fixed assets
imports by the maquiladora, 19 per cent was reinvested earnings, and 8.9 per cent was
inter-company transfers.
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INn 1993 only 31 per cent of foreigninvestment was direct compared to the yearsbefore 1989
when 86 per cent was direct (table 7). Morerecently the FDI share hasincreased again - 78 per
cent in 1994, 95 per cent in 1995, 67 per cent in 1996, and 62 per cent in 1997(preliminary,
Zedillo, Informe, 1997)) - due to the drop in stock market and other portfolio investment. 3

Table 7. Share of foreign direct investment in total foreign investment
($ millions and per cent)

Year Direct Stock market Total Direct Stock

investment investment market
1989 2499.7 414.0 2913.7 85.8 14.2
1990 3722.4 1256.0 4978.4 74.8 25.2
1991 3565.0 6332.0 9897.0 36.0 64.0
1992 3599.6 4783.1 8382.7 429 57.1
1993 4900.7 10716.3 15617.0 314 68.6
1994 14692.8 4083.9 18776.7 78.3 21.7
1995 9270.6 519.4 9790.0 94.7 53
1996 8051.4 4049.9 12101.2 66.5 335
1997p 3762.5 2327.7 6090.2 61.8 38.2

Source: author’s calculation based on Anexo Econ—mico del 3o Informe del Presidente Zedillo.

p: preliminary figures.

An important component of foreign investment flowing into Mexico went to the stock
market and not directly to productive sectors. In 1991, for example, almost two-thirds of
foreign investment went to the stock market. This proportion was reduced in 1994 and 1995,
but was growing again in 1996, and especially in 1997. In 1996, portfolio investment
accounted for 33.5 per cent of total foreign investment (Zedillo, 1997,:119)

¥ Total foreign investment is calculated starting from FDI (maquilas, reinvestment of earnings, and intra-
company transfers) to which is added stock market investment. This methodology is also used by the National
Commission of Foreign Investment and is consistent with INEGI. On the other hand institutions outside Mexico
use different criteria, which creates confusion. Moreover, statistical information on foreign investment in the
stock market has only been available since 1989, and in the maquiladoras since 1994. According to the OECD
(tables 9 and 10), the stock of foreign direct investment in 1982 was US$ 10,786 million. By 1995 it had reached
US$ 54,123 million.

It should be noted that there is a difference between the OECD and Government of Mexico figures. The latter
reports an inflow of $18,777 million for 1994, whereas the OECD reports $8,026 million. This is because the
OECD bases its calculations on information coming from only five sectors: industry, services, commerce,
mining and agriculture without taking into account foreign investment in the stock market. Nor is it clear what
its concept of industry includes since in the Mexican statistics the term applies to processing, services,
extraction and agriculture.
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Preliminary 1997 figures (INEGI and Informe Annual, 1997) indicate that foreign
investment in the stock market has been around $2.3 billion. By contrast, FDI in the
maquiladoras was only $948 million in 1996 and $604 million in 1997 (preliminary).

Asof July 31st 1997 foreign investment in the stock market was valued at $53.3 billion, an
increase of 15.6 per cent over the previous month and 55.3 per cent compared to December 1996
(El Financiero, 12 August 1997). Foreign investment in Mexican financial instrumentsin the first
haf of 1997 increased 55.3 per cent to $53.4 hillion - via a variety of instruments: ‘libre
subscription, ‘el Fondo Neutro,” ‘los Certificados Americanos de Deposito’ (ADR), ‘el fondo
Mexico’, ‘los Warrants.” and money market instruments.

Foreigndirect investment isconcentrated i n seven sectors. automotive, telecommunications,
construction, services, electronics, gas, petrochemicals and finance. These sectors are expected
to account for 60 per cent of total foreign direct investment in the next few years. The Mexican
Council of Investment stated that the 100 leading transnationals in these sectors increased their
1997 investment by 13.6 per cent over 1996. These companiesare part of the 500 companiesthat
together account for 70 per cent of Mexico's trade, with an estimated value of more than $65
billion. (Cappi Mario, El Financero, July 1997).

Manufacturing FDI accounted for 50.6 per cent of the stock in February 1995 (OECD,
1996: 130), compared with 77.4 per cent in 1982 (table 10). The drop was the result of the rapid
growthinforeign direct investment in services (38.5 per cent compared to 11.8 per cent in 1982).
In the internal trade sector, there was a small increase in proportion of FDI, 9.4 per cent
compared 8.6 per cent in 1982. In mining, the respective figures were 1.1 per cent and 2.2 per
cent.

Table 8. Sectoral distribution of foreign direct investment flows* ($ millions)

Sector 1996 1997
Total 5411 716.7
Agriculture 0.0 0.3
Extractive 14 16
Manufacturing 415.9 541.4
Elect. & Water 0.0 0.9
Construction 0.0 10.2
Commerce 46.0 23.0
Transp/Com. 0.0 52.9
Financia 25.8 73.5
Serv. (other) 52.0 2.9

Source: Informe Estadistico sobre el Comportamiento de la Inversion Extranjera Directa en México. Comision Nacional
de Inversiones Extranjeras.

* January to April
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Table 9. Cumulative foreign direct investment by sector
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The National Commission of Foreign investment in its statistical bulletin on the behaviour
of direct investment in Mexico (January-April 1997) reported $310 billion registered with the
Registro Nacional de Inversion Extranjera (RNIE), a 22 per cent increase over the same period
in1996. Their was$407 millioninflow of foreigninvestment into the maguiladoraduring January-
April 1997, a 42 per cent increase over 1996. According to Banco de Mexico estimates, the
reinvested earnings of foreign owned companies in the first quarter of 1997 grew 21.3 per cent,
and inter-company transfers were $245 million, a 57.4 per cent decline from the previous year.
These are the four components that the commission takes into account in calculating foreign
investment.

Of the $717 million inflow of FDI during January-April 1997, $310 million was registered
with the RNIE and $407 million was importsof fixed assets by maquiladoras. The manufacturing
sector overall received $541 million. Of the $407 million in fixed asset imports by maguila
companies - $279 nonethel ess from the United States, $98 million from Korea, $22 millionfrom
Japan, and $9 million from other countries.(CNIE, 1997:11)

The bulk of imports of fixed assets by the maquiladora during 1994-97 was metal
products and machinery and equipment, $2.7 billion or 84 per cent of total manufacturing
direct investment in the maquiladoras. (SECOFI: Direccion General de la Inversion Extranjera,
1997)

The country origin of foreign direct investment has also become more diversified. The
United States" share of foreign direct investment dropped from 66.3 per cent of the total in
198310 59.1 per cent at the beginning of 1995 (table 11). Canadian direct investment rose from
1.4 per cent in 1983 and 1.6 per cent in 1994, rising to 8.7 per cent in 1996 and 5.5 per cent
in 1997. Thus, Canada’s share of FDI flows during 1994-97 averaged 5.9 per cent while the
United States share of FDI flows was 62.1 per cent.

Table 10. Maquiladora: Fixed assets imports by manufacturing sector
($mill and per cent)

Sector 1994 1995 1996 1997

Value % Value %  Value % Value %
Manufacturing. 777.0 100 1,098.6 100 947.6 100 406.8 100
of which food/bev. 1.9 0.2 4.2 0.4 2.9 0.3 0.5 0.1
Metal/Mach. 640.4 82.4 953.8 86.8 775.6 81.8 347.8 85.5
Petrol/Plastics 45.8 5.9 39.0 3.5 58.7 6.2 19.4 4.8
Non Metallic min. 3.5 0.5 3.7 0.3 3.7 0.4 1.7 0.4
Basic metals 6.1 0.8 3.9 0.4 5.3 0.6 1.9 0.5
Other 79.3 10.2 94.0 8.6 1014 10.7 35.5 8.7

Source: Comision Nacional de Inversion Extranjera. Informe Estadistico, Jan-April 1977.
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In conclusion, the surplus in the capital account has contributed to the financing of a
growing disequilibrium on the current account, with portfolio investment playing a major role.
One of the most serious problems with portfolio investment is its volatility. The majority of
investment in the Mexican stock market does not stay longer than 72 hours in spite of the fact
that at the end of 1997 it had the second highest profitability in the world, exceed only by
Switzerland.

This kind of investment favours an international elite of speculators but does not generate
sustained growth, employment and wage increases. Mexico has converted itself into a country
that is very attractive to international investors but not for millions of Mexicans who daily face
conditions of extreme poverty. For them the collapse of equity markets in Asia or even in
Mexico has little significance. Even though private consumption has recovered its 1994 level
(after having fallen 9.5 per cent during the crisis) and current growth exceeds 7 per cent,
Mexico’s economic project continues to be exclusionary for most.

Table 11. Cumulative foreign investment by country of origin
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Table 12. Foreign investment
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2.3 External trade

Starting in 1983, the Mexican government began to reduce tariffs and other trade
barriers. This liberalization took place unilaterally, exposing Mexican business to international
competition with little time to adjust (OECD, 1996).

Mexican exports until 1987 were dominated by crude oil and its derivatives. Petroleum
accounted for 31.3 per cent of total exports. By the end of 1994, petroleum exports made up
only 11.2 per cent. Non-petroleum exports grew at an annual rate of 16 per cent, from 68.7
per cent in 1987 to 87.9 per cent in 1994. This growth corresponds to a strong expansion of
maquila exports - 26.4 per cent per year during 1987-1996. (Zedillo, 1997). However, non-
maquila manufacturing exports also grew by an annual 9.5 per cent per cent during the same
period.

A key element of the changing structure of exports was the transportation equipment
category, which grew from 13.8 per cent of non-maquila exports in 1981 to 38.5 per cent in
1993. This was due to the expansion of the Mexican auto industry as part of the continent-wide
integration of this industry. Auto sector integration, the most advanced of all manufacturing
sectors, has had important consequences in the redistribution of employment in the three
countries. It should be noted that, despite the December 1994 crisis, transportation equipment
exports did not decline, indicating their dependence more on the continental economy rather
than on the ups and downs of the domestic Mexican economy.

Moreover, exports of machinery and equipment increased from 14.1 per cent in 1981 to
24.0 per cent of total exports in 1993. (Maquiladora exports been have been almost exclusively
machinery and equipment, ie. transportation and electronic equipment). Thus, a key role
assigned to the Mexican economy in the continental division of labour was the production of
industrial goods in a few traditional sectors.

Imports of consumer goods went from 4.1 per cent of total imports in 1987 to 12.0 per
cent in 1994 (table 13. Intermediate goods are still the largest component of Mexican imports,
but they fell from 81.9 per cent of total imports to 71.3 per cent during this period. Finally,
capital goods accounted for 14.0 per cent of imports in 1987 increasing to 16.8 per cent in
1994. As can be seen, the opening of the economy has a direct impact on the final
consumption. Mexicans were deliberately looking for new products, unavailable on the national
market or of better prices and/or quality. The result of this situation was a decrease in national
industrial production of consumption goods and a negative impact in employment.

In 1994, two-thirds of imports were intermediate inputs for the manufacturing sector
destined for manufacturing (table 14). One half of these went to the machinery and equipment
sector. The structure of manufacturing imports for the maquiladoras resembles the structure
of exports, which is understandable given the nature of the maquila sector. In 1994, one-
quarter of all imports to Mexico were by the maquiladoras.
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Table 13. Merchandise imports (USD millions)

Table 14. Composition of merchandise imports 1994 (US$ millions)
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Table 15. Trade balance and price index for foreign trade

“The sum of figures may not coincide with the total as a result of rounding. From 1991 onwards, the flow of exports
and imports includes the gross value of trade in the “maquiladora” industry. This criteria was applied to the whole table
in order to make amounts comparable.

2 Include currency re-valuation.

% Include natural gas, oil products and petrochemicals.
4 Unadjusted dollars. December-December.

n.d. Not available.

p/preliminary figures to the month of June.

Source: Bank of Mexico.

The non-maquila sector began in 1989 to experience deficits, which rose to more than
$20 billion in 1992. The maquila sector, as expected, showed a surplus of more than $5 billion
in the latter year. Thus, liberalization caused a large deficit in Mexico’s balance of trade. The
success of the maquila sector has not been able to offset the deficit, given that its activities are
based on imports for re-export. The low value-added, high-import content of maquila
production means that the level of exports does not greatly exceed the level of imports.

One of the most noticeable effects of the crisis of 1994 was the reduction of the
manufacturing deficit. This was due to the reduced import capacity of Mexican firms because
of the peso devaluation and the collapse of domestic demand due to job loss. The peso-dollar
relationship acted as a new tariff that limited the growth of Mexican imports. The contraction
in Mexican purchasing power created a mini-crisis for US retailers along the Mexico-US
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border, temporarily affecting US exports to Mexico and bringing a halt to the rosy expectations

of the great ‘market of Mexican consumers (see table 15 above).

Analysis of the key elements of the trade balance at the end of 1997 reveals a $400
million trade surplus, 80 per cent drop over 1996. Affected by a 9.2 per cent appreciation of
the peso in relation to the United States dollar, this also reflects a sluggish export capacity and
continuing strong demand for imports. There are two dangers here. One is the floating peso
which affects exports and imports, and the high import content of domestic production which
affects the price of consumer products. The second is controlling wages as a means of inflation
control which in turn affects demand and thus import capacity.

The exchange rate impact on employment was downplayed in the NAFTA debate. It is
wrong to think that the relocation of firms is the sole cause of unemployment; worse is
continuing the policies of inflation control. Family consumption has been so eroded in the last
ten years making it extremely difficult to purchase exports from the United States or Canada.

As we have seen the productive base in Mexico is very heterogeneous since the large
exporting firms with external finance are more dynamic while the smaller companies dependent
on the domestic market have more difficulty surviving due to the shock of economic opening
and NAFTA, but also because official government policy supports the former and is
detrimental to the latter.

The peso devaluation and economic compression during 1995-96 were the only means
for correcting the trade disequilibria. Under NAFTA the following consequences for trade are
evident:

1. Imports grow rapidly and government regulates this disequilibria through exchange rate
devaluation at the expense of the productive base.

2.  The Mexican dependency on the United States seems irreversible (as is the case with
Canada) and neither NAFTA nor agreements with the EU or APEC will alter this
situation. The United States is the preferred market and neither Mexicans nor Canadians
are disposed to change their trade and investment strategies. According to SECOFI,
Mexico is now the largest foreign supplier of 684 product lines to the United States and
the second largest supplier of another 1200. Between 1993 and 1996 Mexico replaced
Asia as the largest supplier of textiles and clothing, supplanted Germany as the third
largest supplier of autos, and has become the fourth largest supplier of steel.

3.  The denationalization of the productive base in the area of banking, railways, telephones
etc.

4.  Conversion of the country from a semi-industrialized economy to an ‘emerging market’
thanks to international speculation.

5.  The growth of Mexican exports has been, according to many, a fallacy because, in 1983,
each dollar of exports (including the maquila) contained 88 cents of domestic inputs. By
1994, the domestic component of exports had fallen to 42 cents for every dollar of
exports. The total net growth of exports (i.e. minus imported inputs) during this period
was 1 per cent annually, less if dollar inflation was included, (Vazquez Tercero, 1995)
(see table 16).
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Table 16. Degree of national integration of Mexican exports
($ millions and per cent)

Year Exports gross Exports Net Share of domestic inputs
(per cent)
1983 25,953 22,736 87.6
1985 26,757 22,168 82.9
1987 27,600 19,800 71.7
1990 40,711 25,006 61.4
1991 42,668 23,936 56.1
1992 46,196 22,756 49.3
1993 51,886 23,968 46.2
1994 60,882 25,695 42.2

Source: Vazquez Tercero.Comercio Exterior 1995.

Earlier we showed how Mexico prepared for economic opening and NAFTA through
legal changes such as the Decree on the Maquiladora Export Industry and the Automotive
Decree. The first widened the scope of the maquiladora ending the monopoly of the northern
border region, but it also broadening the participation of foreign investment and deregulated
the requirements for domestic inputs.

The Automotive Decree ended the requirement for high national value added. This
change reduced the use of domestic inputs, negatively affecting the domestic work force and
productive base. Both the transnationals and the maquiladora began to use inputs from their
own affiliates. After this the negotiation of a national content provision in NAFTA was not
difficult because the real changes had already been made. When the national content rule of
origin became ‘regional’ the responsibility of the government to ‘watch over employment’ of
Mexicans disappeared and was replaced by a 62.5 per cent North American content rule. The
fact that the maquila has less than 2 per cent Mexican value added or that export manufacturing
has low value added is of little concern since what is now important is ‘“North American’
content. Mexican exports do not, obviously, contain 100 per cent domestic value-added; so
if they want to export to the United States or Canada they must incorporate a share of the value
added of one of these countries, which implies that NAFTA is not an economic fortress but a
captive market (Gutierrez Haces, 1993, 1997).;

3.  Labour market

The labour force in Mexico has grown rapidly in the last few decades. From 1950 to
1990 it tripled, going from 8.3 million in 1950 to 24.6 million in 1990. The National
Employment Survey of 1995 reported the labour force at 35.6 million.

The female labour force has grown much more rapidly than the male component. In
1995, women made up 32.2 per cent of the total labour force. From 1991 to 1995 alone, the
female labour force grew by an annual rate of 4.5 per cent compared to male growth of only
2.8 per cent.
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The participation of women in the labour market in 1996 and 1997 jumped to 35 per cent
of the labour force as a direct consequence of the fall in family income. In 1980 one in five
women was in the labour market, Today the ratio is one in three. However, this increased
participation not necessarily reflected in the family economy because these women receive on
average 30 per cent less than men for the same work.

The Secretaria del Trabajo y Prevision (STPS) has publicly acknowledged that women
experience more violations in their conditions of work. The new federal regulations of health,
safety and work place environment claim to remedy this situation but are in fact impotent in
light of the alleged corruption between labour officials more interested in personal gains from
companies than really watching for workplace violations.

But the increase in female labour is also explained by other factors. First, there has been
an increase in education and training levels of women. Second, there has been less social
pressure on women to stay at home and raise the children. Third, the emerging labour market
has required a new labour force capable of adapting to new forms of work organization,
notably in the maquiladoras where female labour predominates.

From 1990 to 1996, the employed labour force increased from 30.5 million people to
35.2 million. But the level of waged labour was practically stable - from 12 million 1991 to
11.9 million in 1996. Thus, the labour force increase was entirely unwaged or self-employed
workers. Waged labour participation in total labour force fell from a 39.4 per cent to 33.7 per
cent during this period.

There has been a notable growth of waged labourers in the agricultural labour force (4
per cent annually from 1991 to 1995), whereas self-employed agricultural labour declined by
3.6 per cent. This is indicative of the increasing difficulty of subsistence farming and the need
to resort to waged labour and piece-work to survive, as an alternative to urban migration or
crossing the northern border. In the non-agricultural sector, although there was growth in the
proportion of waged labourers and piece-workers (3.5 per cent), there was an even higher
growth of self-employed workers (4.0 per cent) during 1991-95 (Samaniego, 1996: 71.)

There was a decline of employment in the agricultural sector from 1991 to 1995. This
trend is a long-term one, and relates to the structural transformation of the Mexican economy
from one with a strong agricultural base to one with an increasingly industrial and urban
composition. In the last few years, manufacturing employment levels have been stable, at about
15 per cent of the total in 1991 and again in 1995. (Sanmaniego, 1996: 72.)

However, what is most important is the structural transformation of employment within
this sector. While in 1986 employment in the maquila sector made up 26.4 per cent of the
labour force in manufacturing, in 1994 it made up 41.8 per cent, and it passed the 50 per cent
mark in 1995. Non-maquila employment in manufacturing grew from a total of 696,497 in
1986 to 811,277 in 1994, an eight-year growth of only 114,780 jobs, a mere 14,347 per year.
Worse still, in 1995 non-maquila employment in manufacturing dropped to 627,585, in other
words to less than in 1986. This reflects the fragility of the non-maquila economy, which has
not been able to adapt to the new conditions of liberalization and NAFTA.

Thus, the least ‘transnationalized’ sector of Mexican manufacturing is the one that has
been most negatively affected by liberalization and the crisis. It has been overwhelmed by the
maquila sector and some of the transnationalized maquila-type sectors, such as the automobile
industry. The promise that NAFTA and trade liberalization would modernize and rejuvenate
domestic Mexican manufacturing has not materialized.
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According to INEGI’s Encuestra Industrial Mensual, overall employment in
manufacturing grew 5.5 per cent from May 1996 to May 1997, while employment in the
maquiladora sector grew 20.8 per cent. Total maquila employment as of October 1997 was
963,199.

One sector that benefited from liberalization was internal trade and restaurants and
hotels. Increasing travel to Mexico in the context of liberalization and currency depreciation
stimulated significant growth in hotels and restaurants. The increase came mostly from business
travellers, but also in tourism from the United States, Canada and Latin America. Internal trade
has been stimulated by the entry into Mexico of chains such as Wal Mart and other retailers.

This TNC-driven restructuring of the retail and tourism sectors helps to explain the
annual employment growth of 6.1 per cent from 1991 to 1995, surpassed only by the
transportation and communications sector. However, the 1994-95 crisis has substantially
dampened growth and employment in the internal trade sector. Tourism, on the other hand,
benefited from devaluation and thus employment in hotels and restaurants continues to increase.
The transportation sector benefited greatly from the increase in exchanges of goods and people.
This is reflected in the rate of growth in employment of this branch of 6.4 per cent between
1991 and 1995.

Finally, the neoliberal policy of putting the public sector ‘on a diet’ has had a
considerable impact on the reduction of employment. Employment in this sector fell from over
1.5 million in 1986 to 900,000 in 1995. This was due mainly to the reduction in employment
within the central government, rather than the parastatal firms in which employment overall
has remained stable despite job reductions at PEMEX and CFE. Employment has also
increased at the Social Security Institute (IMSS).

In 1995, according to the criteria used by INEGI, 95.3 per cent of the labour force was
employed, down from 97.8 per cent in 1991. Women made up 32 per cent of the employed
labour force in 1995, up from 30.4 per cent in 1991. The rate of growth in unemployment
among women has been slower than among men in recent years. Female unemployment grew
15.7 per cent from 1991 to 1995, compared to 31.1 per cent for men. The unemployment rate
for men was 4.6 per cent in 1995 compared with 5.0 per cent for women (Samaniego, 1996:
70; RMALC, 1997: 52).

The open unemployment rate declined steadily from 1986 to 1991, to a low of 2.6 per
cent. Unemployment climbed to 6.3 per cent in 1995, 5.5 per cent in 1996, falling to 4.1 per
cent in 1997 (Informe Presidencial, 1997: 51)). Supplementary indicators more accurately
reflect the reality of unemployment in Mexico. The rate of seasonal unemployment separates
the seasonally unemployed from those employed but not actually working. Mexican surveys
consider those who did not work the week before for economic or seasonal reasons as
nevertheless employed (Salas y Renddn, 1996: 89). Seasonal unemployment is approximately
equal to, or slightly above, the official unemployment rate, which doubled the unemployment
to 12 per cent or higher in 1996.
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Table 17. Indicators of unemployment and underemployment
economically active population (per cent)

In addition, the Mexican government has an employment indicator for those in critical
conditions of employment. This includes employees who work less than 35 hours per week for
market reasons, those who work more than 35 hours per week but earn less than the minimum
monthly wage, and those who work more than 48 hours per week earning less than double the
minimum wage. The working population experiencing critical conditions of employment
reached 17.7 per cent of the total in the third quarter of 1996. Adding these raises
unemployment to 24.5 per cent of the economically active population.

Looking at the sectoral distribution, service sector unemployment grew substantially from
1991 to 1993. The peso crisis of 1994 caused unemployment to grow substantially in 1995 in
services, construction, and manufacturing.

Unemployment in construction resulted in part from the suspension of public and private
projects due to lack of funds, but also to high interest rates and the substantial increase in bank
liabilities that caused a large rise in business and personal bankruptcies, a situation which has
led to the formation of an activist organization of debtors called EI Barzon. The high
unemployment rate in the construction industry is worrisome, given the traditional role of this
sector in absorbing unskilled workers with few resources. Also, the increase in unemployment
in urban areas has led to worsening violence and general insecurity.
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Because of the lack of public programmes to support the unemployed, the loss of
employment does not necessarily mean a period without work, but often the transfer to another
job (or jobs) with lower pay and shorter hours, or to self-employment. This leads to an increase
in the informality of employment, with a lack of formal contracts and labour protection, and
the worsening of wages and benefits.

The informal economy is growing at unprecedented levels (table 18). In Mexico City this
is reflected in the increasing numbers of street vendors and the inability of the authorities to
control the use of public roadways. The phenomenon of street vendors, formerly restricted to
the central areas with a high volume of pedestrian traffic, has spread to other parts of the city,
including the suburbs.

Table 18. Estimates of size of the informal sector (per cent of total employment)

The OECD provides an estimate of the informal sector in Mexico (OECD, 1997: 83; see
table 18). Of the four definitions used for the informal sector, the one that gives the highest
rates is that based on the number of self-employed workers in establishments with fewer than
five workers. According to this definition, the informal sector made up 38.6 per cent of
employment in 1987, growing to 42.3 per cent in 1993 and to 44.4 per cent in 1995.%

A high percentage of the employed population works only a few hours per week.
According to Salas and Renddn (1996: 101), 5.7 per cent of the employed population worked

% All the definitions, except the one based on the registry of firms with the tax office, show an increase in the size of the
informal sector. The decreasing indicator is a reaction to increasing pressure to register firms by the Ministry of the
Treasury and Public Credit.
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less than 15 hours per week. For male workers it was 3.8 per cent, for female workers 9.9 per
cent. These percentages increased considerably before the crisis; for men the rate rose to 4.9
per cent in 1993, while for women it went up to 12 per cent, making an average rate of 7.1 per
cent for both sexes. This occurred during the growth cycle, not in the wake of the crisis. Thus
the evolution of the economy has tended to make employment more precarious.

3.1 Wagesand productivity

The minimum wage, which is set by social agreements between the state, business and
unions, has been decreasing in rea terms. In the last ten years, from 1987 to 1997, its level
dropped 50 per cent. But the minimum wage is no longer an accurate reference point. For
example, the average wage paid has been twice the minimum wage during this period. For
manufacturing, the average wage paid was 3.4 times the minimum wage in 1987, rising to 7.6
timesin 1994. and 7.2 timesin 1997 (Calculations from Zedill0,1997 : 56).

One might expect that wages in maquiladoras would be higher than in the rest of the
manufacturing sector. However, in 1987 the average wage in the maquiladorawas only 67.6 per
cent of the wage in the non-maquila sector. By 1994 this relation has dropped to 57.7 per cent,
though after the crisisit climbed again to 63.3 per cent.

Average wages are not determined by the relation between non-maguiladora and
maquiladora sector, but by other factors. Wages in the maquiladoras seem to respond to
international competitiveness considerations, while in non-maguiladora activities, they are
responding to domestic labour market pressure, wage regulations and local demand.

Differences in wages between micro and small enterprises on one hand, and medium and
large enterprises on the other, are quite significant. The average wage in the second group
(medium-large) was 1.44 times higher than in the first one in 1987. For 1994, this relation
increased to 1.52 times, and for 1997 it climbed to 1.69 times. In other words, the gap in wages
between the medium-large group of enterprisesand the micro-small isincreasing steadily. Thiscan
be explained by the better performance of medium and large enterprises, which were better
equipped to confront the opening of the economy and the new competition.

Table 19. Average annual labour productivity per centage growth
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In manufacturing, the gap between wages paid in medium-large enterprises versus
micro-small was practically the same as the gap for the overall economy. In 1987 it was 1.48
times, increasing to 1.59 in 1994 and 1.78 in 1997. Some sectors, such as transportation and
communications, or production and personal services, have a much higher average wage and a
larger wage difference according to size of enterprise (see Zedillo, 1997: 58).

Regarding productivity, Albero-Semerena (1997) presentsfigures which allow us to make
some interesting comparisons between economic devel opment modelsin Mexico (table 19). The
1970-1980 period wasthe last phase of import substitution period aswell as the oil boom period
(197810 1981). During this period labour productivity wasincreasing at an average of 1.9 per cent
annualy. Only mining, other manufactures and construction showed negative growth. Oil and
petrochemical industries as well as electricity, water and gas al had a large increases in labour
productivity.

The second period, 1981 to 1986, was a time of recession, a transition from protected
economy to an open one. Therefore, labour productivity was decreasing at 0.02 per cent per year
as an average for the economy as a whole. Except for wood industries, basic metal industries,
government services, al sectors showed poor productivity performance,

Findly, the last period was the opening of the economy (and the first stage of Salinas
presidency), 1987-1991. During this period GDP grew steadily, as did labour productivity. But
the rate of growth of labour productivity overall during this period waslower than GDP growth,
and quiteirregular between sectors. For example, the state-controlled sectors which were not, or
only partialy, privatized - chemical, petroleum derivatives and plastics - had negative labour
productivity growth, as did electricity, water and gas. On the other hand, machinery and
equipment showed an increase in labour productivity of 9.1 per cent per year, the highest of the
manufacturing sector. But the most impressive result is that manufacturing labour productivity
grew 3.4 per cent annually during 1987-1991.

Capital productivity overall increased 2.2 per cent per year between 1987 and 1991, much
greater than the labour productivity increase in this period of 1.0 per cent per year. In
manufacturing, capital productivity grew 8.2 per cent per year during 1987-1991. In
Construction, aboomsector during the Salinasera, capital productivity increased at anannual rate
of 13.3 per cent.

Alberro observes a mgjor difference in productivity performance between tradable good
sectors (high) and non-tradable (low or negative): "...the gap between productivity and real
average earnings has aso followed the same pattern: growing faster in the tradable goods sector
and slower in the non tradable goods sector" (Alberro, 1997: 10). Alicia Puyana suggeststhat the
increasein productivity during 1990-1993 wasdueto a"...processof intersectoral rationalization,
implying the exit of unproductive and lower size units with an increase in the production
concentration in the biggest and most modern enterprises...” (Puyana, 1995: 61-62).

Theforegoing suggestsacorrel ation between productivity performanceand tradabl e sectors,
where foreign direct investment is greater and the size of production unitsis larger. But these
sectors have also had negative impacts on employment and plant closures because of intense
competition between enterprises. Changesin labour and production factor substitution have been
central for the productivity increase during this opening period.
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Puyana states. "the commercial reforms have induced a very rapid obsolescence of capital
and the appreciation of peso vis. the dollar, increases the cost of labour relative to capital. This
acceleratesthe rate of capital investment with moremodern technologies. The signing of NAFTA
canfacilitatethe accessto new technologiesand forcethe enterprisesto competewith lower price
margins, increasing this way the obsolescence of capita. Then the productivity of capita is
increased relative to labour...this phenomenon appeared in Mexico even before NAFTA .."
(Puyana, 1995: 64)

The concentration of production, exportsand profitsisoccurring inasmall group of highly
competitive enterprises. The annual report on Mexico's 500 largest enterprisesreport (published
by Expansién) reflects this situation. In the top group are: the three big auto producers, the
Mexican telephone company, and others with a secure position in the new order. On the other
hand, agrowing number of companiesareincreasingly vulnerableto collapsewhenacrisisoccurs,
as occurred in 1994, with strong negative impacts on employment and living standards.

3.2 Distribution of income and ear nings

The distribution of income in Mexico has been regressive in recent years, with an
unprecedented growth in the income of the top one-tenth of the population. This has been
recognized by the OECD which states "...during most of the 1980s, high and unpredictable
inflation and the free trade economy have combined to produce an increase in the inequality of
income, such that real per capita income fell by 15 per cent between 1981 and 1988 (OECD,
1997: 100).

Between 1980 and 1990, there was a steady reduction in the portion of GDP going to
labour, from 36 per cent in 1980 to 25.9 per cent in 1988, and then to 24.7 per cent in 1990
(OECD, 1992: 277) Although the figures are dlightly different in the Presidential Reports, the
trend is the same. The remuneration of workers has been a decreasing component of GDP
throughout the period of economic liberalization.

There has been amajor declinein the average real wage per worker starting in 1981. There
was a dight improvement in 1989, at the beginning of the Salinas administration. However, in
1993, wages continued to be much lower than in 1981. The real minimum wage has declined
steadily. Wages in the maquila sector have improved only modestly from 1985 to the present.
Meanwhile, wages have worsened in the traditional non-maquila manufacturing industry.

Findly, there hasbeen agrowing gap between the real wages of white-collar and blue-collar
workers - in other words, between skilled and unskilled labourers (OECD, 1997: 102). This
reflects the unequal education levels among workers, and also helps to explain the increasing
income inequality in Mexico. Table [17] (OECD, 1997: 100).

There has been an increase in the wage gap between those working in tradable vs. non-
tradable goods sectors, between export-oriented vs. domestic manufacturing, between border vs.
non-border states, and between women and men (table 20). Salary differences by geographic
region and by gender have persisted and even increased. The same is true for different activities
such asindustry and maquiladoras. According to the 1997 OECD Report, thisisdueto differences
in labour productivity.
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Table 20. Salary differentials between worker groups (in percentages)

1989 1992 1994
Non-tradable! 97.3 107.7 85.8
Manufacturing for internal/external 83.3 82.7 69.1
markets?
Non-unionized/unionized 86.1 96.8 75.1
Non-border states/border states 79.1 95.2 93.8
Rural/urban 45.6 55.1 55.6
Women/men 71.6 74.7 76.7
Poorest states/other states® 82.2 86.5 91.8

! Tradable: mining, manufacturing; non-tradable: public services, trade, transportation,
communications, construction

2 Those exporting a percentage of their total production above the average: chemicals, basic metals,
metallic products, machinery and equipment

® QOaxaca, Guerrero, Chiapas and Hidalgo.

There have always been wage differences related to certain factors such as sex, skill
level, professional and general work experience, and geographic region. However, trade
liberalization and NAFTA have accentuated these differences. This is apparent if one takes into
consideration whether a firm is export-oriented or not, if one looks at the level of
transnationalization of the firm and the appreciation or devaluation of the peso. For example,
between 1989 and 1993, businesses probably reduced their wage costs in pesos due to
appreciation of the peso. On the other hand, the devaluation of the peso in 1994-95 did not
result in salary improvements for Mexican workers.

The depreciation of the peso has resulted in a 15 per cent increase in productivity and a
23 per cent decline in real wages since 1994 according to data from INEGI and the Banco de
Mexico. According to Zuniga (La Jornada, September 1997) the increase in production
volumes and the drop in real wages has made Mexican exports more competitive; it is the
Mexican workers, with their work and diminished purchasing power who are sustaining the
apertura policies of the government.

The enhanced competitiveness of Mexican exports is due to three factors: 1) real wages
have fallen 18 per cent from the beginning of 1994 to the beginning of 1997; 2) taking into
account inflation, the peso is still 12 per cent below where it was before the 1994 devaluation;
and 3) increases in labour productivity have not resulted in higher wages.

The process of wage renegotiation has become very tense at the end of 1997 because
labour, especially the Congresso del Trabajo and the independent unions, are unwilling to
accept the minimal increases proposed by the Labor Secretary in spite of the growth and
productivity gains. The vice-president of the Congresso del Trabajo, Elizondo Kauffman,
reflected the mood of discontent in response to the 14 per cent increase in the minimum wage
put forward by the Labour Secretary: “ | would ask the Secretary, to explain to a worker why
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he has to travel six hours a day by minibus, work eight hours per day and earn only 27 pesos
per day (about $US 3.00) ...why do micro and macro gains not permit them to give their
families a life of dignity in accordance with clause 123 of the Constitution? (La Jornada,
September 1997)

3.3 Social security

Social security coverage is an important aspect of the conditions of the labour market.
In 1991, of 30,534,000 in the work force, only 8,779,000 were permanently insured under the
Mexican Social Security Institute (IMSS) and 2,018,000 under the Social Security Institute for
State Workers (ISSTE); including public universities, a combined coverage of 35.4 per cent.
By 1995, those insured under IMSS numbered 8,501,000, with 2,180,000 under ISSTE, out
of a total of 33,881,000 employed workers - a drop in coverage to 31.5 per cent.

This situation is troublesome, given that the social security benefit allows a worker to get
medical attention, to receive retirement pay and other social benefits. This backward step in
access to benefits is even more dramatic today, not only because of reductions in the amount
and access to benefits, but also because the process of partial privatization of certain services
and the creation of a new pension system (AFORES) is gradually altering the social security
regime for waged workers.

According to INEGI and the statistical annexes of the Presidential Reports, the current
levels of social insurance coverage (1996) by sectors of the economy are as follows:
agriculture, 4.8 per cent; manufacturing, 56.7 per cent; construction, 13.0 per cent; trade, 26.8
per cent; and transportation and communications, 36.2 per cent. There has been a decline in
social security coverage in all the sectors, with the exception of manufacturing. In 1991,
coverage was as follows: agriculture, 5.9 per cent; manufacturing, 64.8 per cent; construction,
12.9 per cent; trade, 33.7 per cent, and transportation and communication, 47.3 per cent.

Thus, there has been a substantial worsening of working conditions in recent years.
Moreover, the quality of benefits provided is also diminishing despite an increase in
employment in the institutions affiliated with IMSS and ISSTE. (an increase in the social
security bureaucracy, though not an increase in the number of doctors and nurses.)

3.4 Variation of employment by key variables

We have noted that the growth of employment is below the rate of growth of the
population. It is also evident that the Mexican birth rate has fallen, meaning that the
economically active population is growing in relation to the population as a whole. At the same
time, the proportion of people leaving the labour market for retirement will be growing in the
next few decades, which will result in a heavier burden of the non-active population on the
active one. This issue has not been dealt with through adequate employment policies. Worse
still, economic restructuring has meant a loss of traditional employment, reducing the
opportunities for those entering the labour market.

3.5 Gender

Although the participation of women in the labour force has increased - a positive
development in the sense that it means greater participation of women in Mexican society - it
also raises several problems which are exacerbated in an open neoliberal economy. First, the
entry of women into the labour market starts from the basis of unequal conditions for women
in that same market; female jobs are generally more poorly paid.
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At the same time, the arrival of a new female labour force, to the extent that it replaces
the male labour force, represents a loss in the level of union awareness and militancy in
defending labour rights. This implies that the new labour force is more vulnerable to
exploitation by unscrupulous employers.

Furthermore, the integration of women into the labour market does not mean a change
in gender roles at home. Thus, even more than before, women are performing a double role:
both earning income and managing the household. They perform nearly all the unpaid and
unrecognized labour that is done in the domestic sphere. Finally, the position of women in the
labour market is more tenuous than that of men, to the extent that their unemployment levels
are higher than those of men.

The greater participation of women in the labour force has not meant a significant
improvement in their living conditions, but often a worsening of conditions. At the same time,
the speed of structural adjustment, in the context of liberalization and NAFTA, has prevented
an effective adjustment of gender relations to this new reality. It has also meant that women
have not had time to define their new position in responding to the demand for work in the
labour market. Mexican feminist movements are in the process of developing and
communicating to women workers alternative strategies on these issues, but they have been
slow in coming.

Even the international institutions are beginning to admit publicly that the policies of
structural adjustment have had human costs which are highly explosive. The impact of
structural adjustment policies on women are not always visible in the statistics since the
increase in her work load is hard to measure. No estimates are available for the number of
families in which the crisis has left fathers unemployed who then abandon their families. Thus
the number of women who have had to assume sole-provider responsibility for the family has
increased with unemployment.

Finally the number of social service organizations has diminished which means that low
income women have less access to child care, maternity support etc. This problem has become
accentuated because there are fewer within the family who can care for the children, pick them
up from school, line up for medical care , buy subsidized milk etc. A women with a double
work day begins to work at 4:30 AM. Finally, the economic crisis has returned older women,
the traditional support of working mothers, to the formal and informal labour markets.

3.6 Regional

Up to now, we have been analysing the impact of NAFTA on the economy and labour
at the national level and by sectoral divisions. However, as many writers have observed (Benko
and Lipietz), there are ‘regions that win and regions that lose’ in the process of restructuring
of national economies in the context of global change. In this paper we shall make reference
only to a few key variables, based on Hiernaux (1996):

Mexico City has been harshly affected by the restructuring of the economy since 1982.
The loss of industrial jobs has been acute, especially in the highly protected traditional areas
that have not been able to survive foreign competition. More recently, there has been a
recovery, reflected in a significant increase in the participation of the Federal District (DF) in
GDP. Thus, while the national GDP grew 3.0 per cent annually from 1988 to 1993, the DF
experienced an annual growth rate of 5.6 per cent during this period.
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Since population growth levelled off in the DF during the 1980s, with an annual rate
close to zero, there was a significant increase in GDP per capita. Recalling that national GDP
per capita in 1980 had an index of 100, falling to 89 in 1993, GDP per capita in DF went from
160 in 1980 to 250 in 1993. In other words, GDP per capita for the DF widened from 60 per
cent above the national level in 1980 to 250 per cent in 1993.

Mexico City has acquired a central role in continental relations with an increase in the
number of foreign firms locating their Mexican head offices in the DF, even when most of
their investments are in other areas of the country. Moreover, the most important Mexican-
owned firms have increasingly gathered in Mexico City, at the expense of medium-sized cities
or the other large cities, such as Monterrey and Guadalajara. This reveals the increasing
economic power of Mexico City, reinforcing the principal metropolitan areas. Paradoxically,
however, the labour market of the large metropolitan areas is also the one which shows the
highest levels of unemployment, along with other even more conflictive situations, such as the
oil towns that have not managed to recover from the restructuring of the industry (table 21).

An important conclusion of this study is that the economic opening and growth evident
in some sectors of the economy due to NAFTA do not resolve the employment problems of the
large cities. Rather, it worsens these problems and also bring negative social consequences and
political instability. Moreover, economic liberalization has reinforced regional inequalities in
Mexico. While these inequalities were traditional in Mexico, they were diminishing slowly
under the import-substitution model.

Consider, for example, the case of Chiapas. In 1980 the GDP per capita in this state was
75 per cent of the national average and 50 per cent of the DF. By 1993, GDP per capita had
fallen to 46 per cent, less than half the national average, and less than 20 per cent of the GDP
per capita in the DF. These figures give some indication of the cause of the Chiapas uprising
that started on the day of NAFTA's implementation.

Although there are no regional employment figures, INEGI does organize information
by large cities. In the table attached (Hiernaux, 1996: 18), open unemployment rates are
provided for the principal Mexican cities. The cities in the poorest states are not necessarily
those with the highest unemployment, given that restructuring has been most extensive in the
industrial cities. Such is the case of Monclova, a steel-manufacturing town in the northern state
of Coahuila, with the highest urban unemployment rate in the country in 1995 (8.4 per
cent)(table 18).

Looking at the relationship between ethnicity, employment, and the liberalization of
trade, there have been no studies analysing in detail the effect of continental integration on
indigenous people. However, the regions which are most negatively affected by NAFTA are
those with a high presence of indigenous communities. The decline in basic social conditions
has become so critical in those areas that the Mexican government decided to launch a number
of economic and social development initiatives in through the National Solidarity Programme
(PRONASOL). However, the short duration of this programme, along with numerous problems
with its implementation, suggests that it has not been sufficient to remedy the appallingly poor
living conditions of the indigenous regions

Moreover, one finds the highest incidence of labour rights abuse in the indigenous areas,
including child labour, payment below the minimum wage, and lack of social benefits of any
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kind, not to mention the violence and mistreatment which have been repeatedly denounced by
human rights organizations. Expectations that NAFTA might bring new work opportunities
have only been partially realized by a few activities linked to tourism or the sale of handicrafts.
The latter have found new outlets in certain art markets at the international level. However,
these activities are minor and incapable of improving the income of communities in an integral
way.

Table 21. Open unemployment indicators in large Mexican cities
1992-1995 (annual average)

Cities Open unemployment rate
1992 1993 1994 1995 _ _199_5/92
increase in times
Oaxaca 9.6 2.3 1.8 2.6 0.27
Tepic 2.4 2.7 3.7 2.2 0.92
Acapulco 2.0 1.2 1.5 1.9 0.95
Matamoros 4.9 5.3 6.2 4.9 1.0
Tampico 5.3 5.5 5.5 6.5 1.23
Coatzacoalcos 5.5 5.9 5.3 8.0 1.45
Manzanillo 3.0 2.8 3.2 5.2 1.73
Tuxtla-Gutiérrez 2.7 2.0 2.4 4.7 1.74
Saltillo 3.8 4.1 4.6 6.9 1.82
Campeche 2.7 3.3 3.0 5.0 1.85
Colima 2.3 2.9 4.0 4.4 1.91
Villahermosa 2.2 1.9 2.6 4.3 1.95
Culiacan 2.7 2.4 2.3 5.3 1.96
Véracruz 2.5 3.5 4.0 5.2 2.08
Tijuana 0.9 1.6 1.2 1.9 2.11
City of Mexico 3.4 3.9 4.1 7.3 2.15
Guadalajara 3.0 3.0 3.4 6.5 2.17
Morelia 2.1 2.1 1.3 4.6 2.19
Puebla 2.4 2.1 2.6 5.5 2.29
Monterrey 3.2 4.9 5.1 7.7 2.41
Cuernavaca 1.8 2.1 1.4 4.5 2.50
Méridia 1.2 1.2 1.8 3.0 2.50
Hermosillo 2.6 2.3 2.7 6.6 2.54
Aguascalientes 2.3 3.1 3.9 5.9 2.57
Durango 3.0 2.3 4.4 7.9 2.63
Léon 1.0 1.4 1.8 2.7 2.70
Torreén 2.4 4.0 5.7 6.6 2.75

Orizaba 1.2 2.0 1.9 3.4 2.83



142

Cities

Open unemployment rate

Ciudad-Juarez
San-Luis-Potosi
Nuevo-Laredo
Zacatecas
Chihuahua
Toluca
Cancun
Celaya
Irapuato
Monclova
Querétaro

Tiaxcala

Source: Cited in Hiernaux, Nicolas D, Desigualdades Sociales y Exclusion en la Reestructuracion Econémica y
Territorial de México, Documento Universidad Auténoma Metropolitana Xochimilco, 1996.

1.0
1.2
1.3
1.8
1.9
1.0

2.4
1.6
1.5
2.1
4.0
3.0

3.8

8.1
4.5

2.1
2.1
2.0
4.1
5.5
3.6
3.3
4.5
7.6
3.5
4.0

2.9
3.8
4.3
6.3
7.0
4.8
5.1
6.7
8.4
7.0
4.8

2.90
3.17
3.31
3.50
3.68
4.80
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4. Concluding observations

A first point to consider, beyond the statistical analysis, is that before economic opening,
the Mexican government strategy had a single logic which applied to the internal market as well
as the macro economy. For decades the economic strategy supported import-substitution linked
to the internal market and the key word during these years was produce.

From the moment the direction of economic policy changed there appeared two, largely
mutually exclusive imperatives. One part focussed on the internal market but was not based on
protectionism and import-substituting industrialization, and the other part focussed on
macro-economic objectives conditioned by the needs of globalization. Policies benefited those
sectors linked to the world and particularly the North American economy. While the first
imperative supported a production strategy linked to national productive sectors and the
domestic market, the second focussed on production for export and left the internal market to
drown in imported products.

The productive base in Mexico has always been unequal and heterogeneous. Economic
opening and NAFTA caused a deepening of these characteristics. Clearly, not all enterprises
can convert into exporters. On the other hand, while many Mexican companies embraced the
challenge of becoming exporters, many small and medium-sized foreign companies and some
transnationals began to fill the vacuum in domestic production left by Mexican enterprises.

Economic opening highlighted two sectors of the economy and civil society tended to
fracture in accordance with its link to one of the two sectors. In the open sector are exporting
firms, maquilas, automotive, and those traditional sector companies that were able to
restructure themselves toward exports - beer, glass, cement, steel, part of textiles - among
others. Paradoxically, these are companies which survive by exporting, but within NAFTA,
they benefited from negotiations which extended the period of tariff removal and were
protected from third country competition in US marketsthanks to regional content provisions.
This is especially the case with automotive and textiles.

The dualization of the Mexican economy does not necessarily mean more labour and
higher wages in the export sector. One of the major problems of this dualization is that the
open sector, due to the demands of competitiveness, needs to expand its activity into the
traditional sector which in turn means future rounds of restructuring and employment losses.

The import-substitution industrialization model sustained itself for 40 years because it
rested on a broad social consensus. To the extent that it stopped being redistributive it lost
credibility. One of the great paradoxes of the current era is that the model of economic
openness was imposed through a structural adjustment strategy that did not have consensus
among the great majority of Mexicans, but had a consensus within the corporate community
and transnational finance. Moreover this model did not distribute income positively.

In the long term, a reintegration of the productive structures, ruptured by the NAFTA
national treatment clauses, is unlikely, more likely is a greater transnational penetration in the
highest profitability areas.

Employment in the maquila sector has expanded rapidly. This form of work organization
flowing from economic relations between Mexico and (principally) the United States has
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become the new industrial paradigm of the country. We have shown that this has had a major
impact on the balance of trade, on the nature of investment, and above all on employment.
Numerous studies concur that the maquiladoras are regressive in terms of working conditions
for Mexicans. Therefore, its expansion, replacing traditional industrial production, has meant
an enormous step backwards for Mexican workers.

The cycle of GDP growth which started with liberalization and continental integration
has been extraordinarily short. The negative consequences of the 1994-95 crisis are still evident
(August 1997), even though GDP has shown some recovery and open unemployment levels
have fallen somewnhat.

Some economic sectors appear to have benefited from the crisis, among them tourism,
the maquilas, banking and financial services. Even though these sectors generate employment,
they do not have the capacity to absorb are those who have become unemployed due to
restructuring or who are entering the labour market.

The entry into force of NAFTA has not resolved past problems of employment, the
integration of women, regional or ethnic inequalities. On the contrary, it has aggravated these
problems by offering global rather than local solutions which are difficult to put into practice
in the short-run. There is not much chance that Mexican society will be able to maintain control
over its economy, and particularly over the creation of urgently needed jobs, when entire
segments of the national economy are falling apart, replaced by activities supported in the name
of globalization.

In political terms, it is the governability of the Mexican economy that is at stake.
Currently the margin of manoeuvrability in creating employment and improving working
conditions is very narrow. The NAFTA side agreements on labour and the environment have
been a dead letter, both because of the disinterest shown by the governments in dealing with
such problems, and because of their fear that growth may be constrained if businesses are more
closely regulated in matters of labour and the environment.

NAFTA has some positive elements. Some social and economic sectors have become
more dynamic, more competitive, and more quality conscious. This is not sufficient, however,
to sustain a model for the country that is acceptable for all. The creation of jobs in Mexico
should continue to be the highest priority, ahead of the country's integration into the world
market.
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