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Good morning, Chairman Ros-Lehtinen and Ranking Member Berman, Members of the
Committee. Thank you for the opportunity to testify today on behalf of the twelve and a half
million working men and women of the AFL-CIO on the three pending trade agreements with
Colombia, Panama, and South Korea.

Job creation is the number one priority for the AFL-CIO right now — and it is likely to remain so
for the foreseeable future.

Current unemployment and underemployment rates (over 9 and 16 percent, respectively) represent
a tragic waste of human potential, as well as devastating economic inefficiency and lost output for
the economy overall. The consequences of high unemployment will scar our country for years to
come: Research shows that the lifelong trajectory of earnings and well-being for workers out of
work for longer than six months is permanently reduced — as are lifetime earnings for the children
of the long-term unemployed.! And of course, the impact is far greater in some demographic
groups, sectors, and regions.

So it would be welcome news indeed if a simple solution to job creation were available. Increasing
net exports — that is, increasing our exports by more than our imports — is one potential avenue for
job creation, especially since the United States is currently running enormous chronic trade
deficits (our goods and services trade deficit was about $500 billion last year, and it is running
about 13 percent higher in the first seven months of this year). Each billion dollars’ worth of
improvement in our trade balance can potentially generate about 8,000 jobs, according to the
Commerce Department, so the potential for closing the trade deficit by increasing exports or
reducing imports is substantial.

Many politicians and business organizations have claimed that passing the three pending trade
agreements would generate tens of thousands, if not hundreds of thousands, of new jobs.
Unfortunately, most of these estimates are based on faulty premises and an ahistorical reading of
past trade agreements.

'Lawrence Mishel and Heidi Shierholz, “Sustained, High Joblessness Causes Lasting Damage to Wages, Benefits,
Income, and Wealth.” Economic Policy Institute Briefing Paper #324, August 31, 2011. John Irons, “Economic
scarring: The long-term impacts of the recession.” EPI, September 30, 2009.



First of all, in terms of basic economic theory, signing a free trade agreement would be expected
to increase efficiency, but not in general to generate net new jobs. Nobel laureate Paul Krugman
has stated unequivocally that free trade agreements are likely to increase both imports and exports
in roughly proportional amounts: “If you want a trade policy that helps employment, it has to be a
policy that induces other countries to run bigger deficits or smaller surpluses. A countervailing
duty on Chinese exports would be job-creating; a deal with South Korea, not. If you want the
Korea deal, fine; but don’t claim virtues for it that it doesn’t possess.”2

Second, the U.S. historical experience with so-called free trade agreements has been mixed at best.
Politicians and business lobbyists have long touted the tremendous job-generating potential of
virtually every trade agreement that has been proposed during the last couple of decades. Trade
barriers have come down dramatically, both through multilateral deals, such as the Uruguay
Round of the World Trade Organization (WTO), and a series of bilateral and regional deals, as
well as a proliferation of unilateral preference programs. During that same period, China joined
the WTO, and bilateral U.S.-China trade exploded.

Yet during this same period, we have run consistently high trade deficits; we have lost millions of
manufacturing jobs, many of them offshored by our former employers; inequality and poverty
have grown; and real wages have stagnated or fallen.

Our current generation of trade agreements has done more to secure rights, protections, and higher
profits for multinational corporations than to create good jobs and strong communities for
American workers and small businesses. The last thing we should do, as our economy struggles to
emerge from a deep recession, is to implement more flawed trade agreements that will jeopardize
more U.S. jobs.

The current debate over the pending trade agreements with S. Korea, Colombia, and Panama
echoes past debates over NAFTA, CAFTA, and permanent normal trade relations with China,
among others. In each case, the estimates of job creation by the U.S. International Trade
Commission (ITC) and other academic experts have been wildly inaccurate — often with the wrong
sign (i.e. predicting job gain or improvements in the trade balance, when the opposite occurred).

Gary Hufbauer and Jeffrey Schott of the Institute for International Economics, in one of the most
widely cited pro-NAFTA studies, predicted the United States would run a trade surplus with
Mexico of $7 billion to $9 billion by 1995, possibly rising to $12 billion annually by the following
decade. This surplus would “ensure the net creation of about 170,000 jobs in the U.S. economy,”
they wrote in 1993.° The Hufbauer-Schott job estimate was widely cited by the Clinton
administration, members of Congress, the business lobby, and most media outlets.

The actual outcome has been exactly the opposite. The small trade surplus the United States ran
with Mexico in 1993 shrank in 1994, months after NAFTA’s implementation, and then ballooned
into a large deficit in succeeding years.

2 Paul Krugman, “Trade Does Not Equal Jobs,” New York Times blog, Conscience of a Liberal, December 6, 2010.
3 Gary Hufbauer and Jeffrey Schott, NAFTA: An Assessment, 1993, p. 15.
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A few years later, Hutbauer told the Wall Street Journal, “The lesson for me is to stay away from
job forecasting.” Julius Katz, former deputy U.S. trade representative under the first Bush
Administration and one of NAFTA.s chief negotiators, admitted the Bush Administration used
“totally phony [job] numbers, only because NAFTA’s opponents were claiming that NAFTA
would be a job loser.”’

The ITC also has a terrible record with respect to predicting job outcomes associated with trade
deals. On NAFTA, an ITC study by Brown, Deardorff and Stern predicted that the two sectors
with the largest income gain from NAFTA (a proxy for jobs in that particular model) would be
apparel and consumer electronics. The rationale was that U.S. tariffs were much lower than
Mexican tariffs in those sectors, so removing the tariffs would lead to more U.S. net exports to
Mexico. As it turned out, apparel and electronics were the two sectors with the largest and fastest
job losses.

What the ITC missed in that particular instance was the dynamic of investment patterns that had
the potential to overwhelm small tariff changes. U.S. companies had no intention of exporting
more apparel and electronics products to Mexico, even with lower tariffs. But they were interested
in moving factories. The model also missed the peso devaluation, which was easy to foresee. It is
not clear that the ITC has been able to incorporate any of these changes into its current economic
forecasting models.

The ITC was just as far off the mark with respect to China’s entry into the WTO. The ITC
predicted in 1999 that after WTO accession, the U.S. trade deficit with China would grow very
slightly — by $586 million, but that our overall trade imbalance would improve somewhat. Instead,
our trade deficit with China grew from about $84 billion prior to WTO accession to about $273
billion last year. And of course, our overall trade deficit grew as well.

Of course, the world is a complicated place, and trade flows and job creation are impacted by
many more factors than trade agreements — like relative growth and inflation and productivity
rates, and investment strategy, and currency movements. But that is our point precisely.

As the Congress prepares to take an important vote on the trade agreements with South Korea,
Colombia, and Panama, it is crucial that we all understand just how little we know about the likely
job impacts of these deals. We certainly should not treat the economic models as providing
factual predictions of a relatively certain future outcome. The track record of these models does
not generate any confidence, and should be treated with healthy skepticism, not reverence.

In the case of South Korea, it is our judgment that the proposed FTA puts at risk tens of thousands
of U.S. jobs, mainly in the manufacturing sector. The trade agreement lowers trade barriers in both
countries, but in our view, Korean companies and the Korean government are more likely to take
advantage of the lower tariffs to increase Korean market share in the United States than are U.S.
companies to do the same in Korea. Our negotiators have never been able to successfully address
the myriad of non-tariff barriers blocking U.S. access to the Korean domestic market, and it is not

4 “Free Trade is Headed for More Debate,” WSJ, 4/17/95.
5 “NAFTA is Key to Mexico’s Rescue of Peso,” WSJ, 1/4/95.



clear that this agreement changes that basic reality. Furthermore, our negotiators did not build in
any safeguards with respect to currency manipulation, even though this has been a problem in
U.S.-Korean trade in the past. And the agreement contains unacceptably weak rule of origin
provisions and does too little to protect core workers’ rights in both countries.

We certainly appreciate the improvements in auto market access that the Obama Administration
was able to secure in the recent renegotiation, but there are many other industrial sectors that are
not impacted by these changes.

The Colombia and Panama agreements raise other serious issues, namely with respect to grave
human rights violations and violence in Colombia, and workers’ rights and tax haven issues in
Panama. The likely net job impact of these two agreements is quite small in any case.

The AFL-CIO respectfully disagrees that the three pending trade agreements will generate net new
jobs in the United States, and we strongly oppose the ratification of all three of them.

However, we do believe that reforming our trade policy in other ways could potentially contribute
positively to job creation, both in the short and long run.

Going forward, we hope that Congress and the Administration will take a close look at the trade
agreement “template” and revise the content of future trade agreements to strengthen labor and
environmental protections; and reform the investment, services, government procurement, and
intellectual property provisions. We need to take more care with the rule of origin to ensure that
the benefits of the trade deals go directly to the partners in the deal, not third countries. We also
need a different set of criteria in choosing trade agreement partners.

The single most important job-supporting trade measure that the Congress and the Administration
can take is to address the Chinese government’s manipulation of its currency. We support the
bipartisan Currency Exchange Rate Oversight Reform Act of 2011, recently introduced by
Senators Sherrod Brown (D-OH), Charles Schumer (D-NY), Lindsey Graham (R-SC), Olympia
Snowe (R-ME), Debbie Stabenow (D-MI), Jeff Sessions (R-AL), Robert Casey (D-PA), and
Richard Burr (R-NC). This bill will ensure that the United States government has the legal tools it
needs to counter illegal and job-destroying currency misalignment. Leveling the playing field by
enforcing our trade laws is a quick bipartisan remedy that will create jobs at no cost to taxpayers.

We support efforts to promote and support both domestic manufacturing and exports, along the
lines of the bill that Congressman Berman has put forward. Much more needs to be done, though,
to reform our tax policy to remove incentives to offshore production, and to better enforce our
trade laws to protect domestic workers and businesses against unfair trade practices.

And if the United States is going to succeed in global markets in the 21% century, we cannot
continue to scrimp on infrastructure, training, and education. We need to get beyond the short-
sighted obsession with the budget deficit and invest in our future, if we want to be successful in
global markets going forward.

I thank you for your attention, and I look forward to your questions.



United States Honse of Representatives
Committee on Foreign Affairs

“TRUTH IN TESTIMONY” DISCLOSURE FORM

Clause 2(g) of rule XI of the Rules of the House of Representatives and the Rules of the Committee
require the disclosure of the following information. A copy of this form should be attached to your
written testimony and will be made publicly available in electronic format, per House Rules.





<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



