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Foreword

In a matter of months, Congress will be asked to ratify or reject what is likely to be the
final round of debate over the proposed North American Free Trade Agreement (NAFTA).
One side in this debate argues that a NAFTA will mean increased prosperity for the United
States and Mexico. Others hold that it would lead to ruthless economic competition based on
low wages, and hence to stagnant productivity on both sides of the border. The most dismal
predictions see a wholesale movement of U.S. manufacturing to Mexico.

In this report, requested by the House Committee on Education and Labor and the Senate
Committee on Labor and Human Resources, OTA finds little likelihood that a NAFTA, by
itself, will lead to the most dismal scenarios. But OTA’s analysis also indicates that market
forces alone are not likely to produce the social and economic rewards the heads of both states
have promised from a free trade agreement.

For both countries, the key to success in managing the social and economic
transformations of the coming decades lies with the institutions that frame public and private
choices---decisions made by employers, by workers, by government officials. In the United
States, that framework still reflects the mass production era of the first half of the century,
when labor and management hammered out an uneasy accommodation and the Federal
Government in the New Deal years took on greater responsibilities for managing the
macroeconomy and providing a safety net for laid off workers and their families.

More recently, Washington has been backing away from these responsibilities, without
replacing them with new institutions and new policies suited to a ‘‘postindustrial’ U.S.
economy that is much more a part of the world economy than even a half-generation ago, The
NAFTA debate provides an occasion to reconsider U.S. institutions. Among the reasons for
doing so, perhaps the most pressing lies in the social strains that would be created by a future
of dead-end jobs for less educated workers in the lower half of the Nation’s income
distribution.

The subtitle of this report is intended to convey one of its central findings: labor,
management, and society at large must pull together in the United States, or the social strains
created by ‘ ‘globalization’ could pull the Nation apart. The subtitle also conveys a second
message: Mexico and the United States, neighbors sharing a 2000-mile border and
distinguished by a host of cultural and institutional differences, cannot negotiate a divorce.
Their economies are intertwined, and will become more so in the future. A NAFTA could
bring out the worst in each nation, or it could put them on the path to mutually supportive
high-wage, high-productivity strategies.
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