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Introduction

On June 11, 1990, the President of Mexico, Carlos Salinas, approached  the Bush administration to start negotiations for a trade agreement between  the U.S. and Mexico. On September 25, 1990, Canada thought it would be to  their advantage to join the talks and make sure they were treated fairly  because of the Free Trade pact they signed with the U.S. in 1988. The Bush  administration looked to the opportunity with Mexico as very favorable.  Many nations around the world are coming together to fonm common markets  and trade blocks. Canada and Mexico are the first and third largest single  country markets for U.S. exports, seventy-nine billion to Canada and twentyfive billion to Mexico. The U.S. administration also believes that earnings  from increased exports of Mexico and Canada to the U.S. under free trade  conditions will largely come back to the U.S. in the form of increased  purchases of goods and services from U.S. companies. This is not true to  the same extent for U.S. imports of Japan and E.E.C. countries; what they  earn in the U.S. market gets spent elsewhere.


The trade talks between the U.S., Canada, and Mexioo would be called  the North American Free Trade Act, hereafter called the NAFTA. These talks  are in the form of a trilateral agreement between all three countries. A  trilateral free trade act will allow business throughout North America to  base marketing and production strategy on the oomparative advantages found  in all three countries. The NAFTA will be a logical approach because of  complementary Canadian and Mexican objectives versus the U.S.. Both Canada  and Mexico want greater secured access to the U.S. market and sovereignty  over sectors perceived to be domestically important to both. The NAFTA  will give greater integration of the North American market; it will manage  trade relations, settle disputes, and neutralize power disparities among  the three countries. The U.S. is interested in any agreement which would  deal with issues of immigration and give the U.S. a source for high quality  petroleum. The NAFTA will work from the existing Canada/U.S. Free Tradeagreement to include Mexico. The NAFTA will deal with problems of subsidies,  counterveiling anti-dumping duties, government procurement, supply management,  and intellectual property rights. They will also have to deal with the  technical difficulties as to rules of origin. In order for a NAFTA to be  reached, each country will have to show they can bring flexibility and  creativity to the negotiations and they must dem~nstrate their ability to  manage internal controversy and domestic opposition. 


Times have changed the way corporations view their environment.  Business throughout North America is developing a broader perspective that's  continental in scope and routed in the conviction that free trade offers  the brightest hope for the long term. Many of us in the U.S. have been  preoccupied with development across the Atlantic, diverting our attention  fram big opportunities at home. That's understandable, kmericans traditionally  have directed their vision east and west: toward Europe, the source of our  history and institutions: and westward across the plains to the future that  has shaped our national identity.


Now, however, more Americans are looking north and south. We know how  important it is to focus more closely on Canada and Mexico, the oountries  that share our continent and our economic destiny. At the same time, many  Canadians and Mexicans are also cultivating new attitudes toward Americans.  North America is extremely well balanced on terms of demographics, natural  resources, industrial infrastrueture, culture and politics. Demographically,  the U.S. and Canada with mature and aging populations are balanced by Mexico,  whose median age is only twenty and getting younger. In terms of the industrial  base, Canada and the U.S. are capital intensive and technically advanced.  They complement labor-abundant and capital scarce Mexico. With only three  nations in this common market, North America has only three languages, three  legal systems and three currencies to deal with oompared to the multiple  differences in the European community. All three NAFTA countries have strong democratic traditions and seem to share a liberal outlook toward trade and  commerce. This new mix is a recipe for growth.


In order for a free trade act to work correctly, the amount of trade  it creates must exceed the amount it diverts.  Suppose that America, Mexico, and Taiwan oompete  in the production of a certain good; further suppose that in this industry  Taiwan producers are the most efficient, America next and then Mexico. The  NAFTA between the U.S. and Mexico would enable American producers to expand  sales in Mexico. This is trade creation which is good; but what happens  next? Mexico's producers might start an anti-dumping case against Taiwan's  exporters aiming to offset America's grawing share of their market by  reducing Taiwan's. This would be trade diversion. In other industries,  American exporters might lose as a result of NAFTA and vent their anger  on third parties in the same way. To prevent free trade agreements from  turning sour, you need an outside agency to protect these forms of protectionists. In short, you need G.A.T.T., General Agreement on Tariffs and  Trade. If the Uruguay round fails and G.A.T.T.'s credibility is lost, the  very means by which free trade agreements can be rendered servants of the  common good will be lost. Free trade agreements are not alternatives to  G.A.T.T. A strong G.A.T.T. is necessary if they are to succeed.


Why is it time for NAFTA? What changes are occurring in the world in  which the U.S., Canada and Mexico would want to form a free trade agreement?  The U.S. shift from a bilateral to a regional concept can be traced to three  developments: first, the growth of regionalism in Europe, seoond, the  emergence of a persistent U.S. trade deficit, and third, the dissatisfaction,  justified or not, with the working of G.A.T.T. .


Historically, a strong economy in Mexico leads to high investment in  Mexico and higher trade surplus of the U.S. to Mexico. U.S. investments  in Mexico promote higher exports than does similar investments in othercountries because of close physical proximity, investment in Mexico  increases the likelihood that Mexican affiliates of U.S. companies will  use the U.S. as their principle source of materials, components and  equipment. The ratio of U.S. exports to majority owned affiliates to the  total sales of those affiliates is about 30% in Mexico, more than three  times the ratio in other areas of the world. A NAFTA will make it easier  for U.S. companies to compete in previously closed sectors of the Mexican  economy. Closer economic ties between the U.S. companies and Mexico will  make U.S. companies more competitive not only in Mexico but in other markets  around the world.


The U.S. is very concerned with the illegal immigration Coming from  Mexico. Mexico has slashed subsidies to its inefficient farmers and farmland  and has caused an upheaval among farmers and their families; this is believed  to have fueled a ten percent jump in illegal immigration to the U.S. Mexicans  are crossing the border at an increasing rate. In 1992, it is expected that 1.2 million will cross the border. A  farmer might make seven dollars a day in Mexico. If he crosses the border,  he can earn thirty dollars a day as a gardner or brick mason; over three  times his daily wages in his home country.


Just as it is in Europe's best interest to stop the flow of refugees  from Eastern Europe by helping to rebuild that region's economy, it is in  our best interest to take positive steps to reduce the exodus from Mexico  of its most ambitious people. Mexicans cross the border to the U.S.,  often illegally, because U.S. companies need them to work at jobs that many  American workers continue to shun and because at present, Mexican companies  cannot employ them. President Salinas recently said, "The key question is  where do you want Mexicans to work, in Mexico or the U.S.? I would rather  export goods than labor." Mexico is suffering from the loss of skilledworkers and the U.S. government is spending a fortune trying futiley to  keep them fram entering. The solution is not more border guards and more  red tape for business managers, but rather new jobs where Mexicans live  and the opportunity for upward mobility. The U.S. can reap the full benefits  of a dynamic Mexican economy. The opportunity can be ours if we choose to  seize it or someone else's if we do not.


Mexico's high growth rate in the fifties and sixties gave birth to  an educated middle class, but the country's trade barriers created a huge  pent-up demand for imports. Since Mexico joined G.A.T.T. in 1986, tariffs  have been lowered greatly and the middle class has been on a consumer binge  for U.S. products, sweeping in imports, everything fram Pampers to Miller  beer. Trade pact boosters claim this demand will spill over into larger  ticket purchases of cars, refrigerators and other appliances as the Mexicans'  economy surges. This will expand our exports to Mexico even if part of these  goods are made in Mexioo.


Multinational corporations and governments around the world are looking  at Mexico in a different perspective. Mexico has gone through a profound  change in its trade policy. When President Salinas took office, he developed  a five step strategy to economic growth: 1. Stabilization of domestic  conditions, 2. Internationalization of commerce and trade, 3. Deregulation  of industry, 4. Privatization of state run industries, 5. Attraction of  capital investment and acceleration of the capital formation process.


In 1986, Mexico entered into G.A.T.T. Mexico has changed its import  protection fram reliance on non tariff measures, primarily import licensing  to modest tariffs. The trade weighted average import data is currently about  ten percent higher than the average three to four percent of the U.S. , but  not very different from Canada's level of protection when it entered into  free trade negotiations with the U.S. With the lowering of tariffs, the  Mexican mix of exports has also changed. In 1982, petroleum accounted forseventy-eight percent of exports and manufacturing was fourteen percent.  By 1989, petroleum was down to thirty-five percent and maunfacturing was up  to fifty-five percent. Mexico's motivation of NAFTA is based on the desire  to obtain adequate investment, based on secure access to U.S. markets. More  than sixty percent of Mexico's exports of manufactured goods are produced  by subsidiaries of multinational corporations. Mexico's trade follows  investment and both are necessary to sustain Mexico's economic recovery.


In 1990, Mexico started one hundred percent foreign cwnership of  industrial parks called "Maquiladoras"; since then they crowd the border  from Tijuana on the Pacific to Reymosa and Matamaws, where the Rio Grande  flows into the Gulf of Mexico. Today, they employ 500,000 people. The  maquiladoras workers are now the most highly skilled laborers in Mexico.  They are one of the reasons for Mexico's rapid recovery. They have greatly  benefited the U.S.,too. Without them, many small and medium sized firms  would be driven out of business by foreign low wage oompetition. Having  their lower skilled jobs done across the border enables these companies to  preserve their higher skilled jobs in the U.S. Without the maquiladoras,  the 500,000 people employed and their paychecks who support 2.5 million  Mexicans might be north of the border as illegal immigrants.


Since the reorganization of Mexico's economic system, they have had  growth every year of approximately four percent. Inflation has dropped  from 160% to less than 20%. Tariffs are down from as high as 100% in the  eighties to an average of 10% and under NAFTA, they w~uld disappear over  the next several years. Since the 80's, three quarters of all state cwned  oompanies have been privatized and eighty one million consumers have more  to spend than they have had in a decade


One might relate the change in Mexioo's domestic policy to the educational  background of many of its leaders. Not south or north of us, but in the  U.S. today, Mexico graduates somewhat more engineers per capita than we do in`the U.S. Throughout Mexican industry, one can find well trained engineers  and managers, many who have studied in the U.S. The old stereotype of lanquid  work habits are no longer valid They look at U.S. television and  read U.S. newspapers. They are no more Latin American than the Canadians,  its just that they are south of us. They can be the doorway to Latin America  because they are looking north with open minds


Of course, with any trade agreement you have your opponents for and  against within all countries concerned. Many U.S people and manufacturing  firms are against NAFTA. Thay feel there will be a great loss of jobs in  the U.S. to Mexioo. Down state Illinois, there is a broom factory that  could go out of business and five hundred jobs could be lost if NAFTA passes.  The U.S. now has a 32% tariff on this product. If the tariff is lifted, the  ccmpany feels it could not compete because of the higher wages they pay  their employees. There are other manufacturers such as glass, athletic  shoes, auto parts, furniture, sugar, citrus, peanut and tobacco growers,  cucumber and tomato farmers, tuna and pepper canners, and a dozen others  who have come out against the trade agreement. They have joined with a  diverse anmy of "public interest" lobbyists and other groups including  Raplh Nader, the AFL&CIO, the Sierra Club, even the Methodist Church Board  On the up side, there are many groups for the trade agreement including  giant exporters: Caterpillar Inc., Pfiser, and business groups such as the  U.S. ChambPr of Commerce. U.S. proponents for NAFTA argue that the number  of jobs lost in the U.S. and Canada to Mexico is no greater than the number  we are losing to Asia. Moreover, they say that being allowed to operate on  a continental scale means they will be able to defend other jobs against  European and Asian competitors


In June of 1991, Congress gave Bush a fast track procedure so whatever  agreement he negotiates is subject to only a straight up or down vote in  Congress; it can't be amended. Lack of the fast track would most likely  kill the talks.


Critics of NAFTA argue that pollution intensive U.S. firms might  relocate to Mexico to take advantage of laxer enforcement of environmental  legislation. More people, more cars, mDre industrial activity, more everything  to an already stressed environment. Today, there are mDre than 27 million  gallons of raw sewage dumped into the Rio Grande. On the flip side, economic  opportunity arising from free trade could offer an unprecedented chance to  improve environmental protection, not just along the border but throughout  Mexico. An invigorated econamy able to provide eighty million people with  a better standard of living will in turn include a much higher measure of  protection for their health and environment Both administrations are  doing what they can to disfuse these critical areas. Fernando Mexendez, chief  air pollution monitor for Mexico City, announced in southern California that  any campany seeking to relocate to Mexico would have to comply with the  emissions standards at least as strict as where they came fram and possibly  m~re so. Thus, any new development spurred by free trade is likely to raise  Mexican environmental quality standards.


President Bush unveiled an integrated border plan to clean up the  polluted 1600 mile frontier with Mexico. The U.S. will put in $380 million  and Mexico $480 million to clean up the mess. Considering the size of both  countries' economies, Mexico is making a great effort in which many of the  plants in Mexico are subsidiaries of U.S. companies. Even though Mexico seems to have the most to gain, there is opposition  too. Many Mexicans fear foreign domination of their industry and natural  resources, specifically oil. Mexico has held firm on control over their  country-owned oil; they have a strong link between oil and nationalism. The  Mexicans critics have tried to put pressure on the U.S. to require that in  1994, Mexican elections be supervised by international observers, a condition  that Mexican President Salinas would not agree with.


How does Canada figure into NAFTA? Prime Minister Brian Mulroney and  most business organizations have worked toward or in favor of the Free  Trade Act. However, recent polls indicate mDre than half the Canadians  oppose NAFTA. Canadians are worried that U.S. owned mutinationals will  close their Canadian subsidiaries after free trade. The argument is that  many U.S. multinationals originally came to Canada to jump its tariff  wall, but the post-war liberalization of trade in GATT's seventh round  and the U.S./Canada trade act has reduced the tariffs and there is still  a large number of U.S. subsidiaries in Canada. This could be due to  millions of dollars in sunk costs of having established factories and  businesses that would be difficult to liquidate. Large numbers of  people and investments are leaving Canada because of lower prices in  the U.S. They feel that the Free Trade Act of 1988 is the cause of this  and if they sign on to NAFTA, more people and businesses will leave.  Floods of weekend shoppers are ccmlng south of the border because of  cheaper prices on gasoline, beer, clothing, and other items. Factories,  jobs, and even company headquarters are moving from Canada to the U.S.


An example of this is Mr. Henry Jelinek. He and his family have  operated a cork company for over forty years in Oakville. He says he  will keep his headquarters in Canada. He is expanding into Lockport, New  York, not for market access, but because land is one tenth the price,  taxes are lower, and wages are about five dollars an hour compared to ten  in Ontario. The quality of labor is higher in western New York, he believes.


Canada's problem in part could be associated to the recession that  has plagued the country and the abundant social services financed by high  taxation. A recent study by the Royal Bank of Canada concluded that high  labor oost, taxes, interest rates and a strong Canadian dollar are the  main reasons for the flow of shoppers and investments across the border.  Some analysts predict that the current recession will bring Canadian costs  back in line


Canada and the U.S. have had their share of disagreements since the  Free Trade Act of 1988. U.S. customs service ruled on February 12, 1992,  that Honda must pay duties on cars shipped to the U.S. from Canada in 1989-90. The customs service said they failed to meet the 50% north American  content requirement. This ruling could have far reaching implications.  Canadians fear that customs' tough interpretation of the local oontent rule  will crimp Canadian ex£orts to the U.S. and frighten away future investment  in Canada. The levy imposed amDunted to nineteen million dollars. Washington  officials said their target was Japan, not Canada. They accuse Honda of  being in Canada for political reasons, not eoonomic ones. Viewed from  Canada, the U.S. trade actions look like a series of mDves against Canadian  export. In NAFTA talks, the U.S. is pushing to boost North Pmerican content  requirements above fifty percent. Canada may reject this agreement. More  serious is the likelihood that ongoing tensions will wipe out the already  slim re-election chances next year for Mulroney, a free trade advocate who  values close ties with the U.S. 


 The series of talks started in mid-l990  and now it is mid-1992. The three countries have tentative agreements on  many issues, the three nations have agreed to a sixty percent North American  origin requirement on automobiles. Any car assembled in North America would  have to have sixty percent regional parts and labor content to qualify for  duty free treatment. Mexico and Canada, both eager for continual Japanese  investment, initially had resisted the strict origin requirements.


In the Financial Services Area, Mexico has agreed to open up its  banking, insurance and securities industry, at first on a limited basis but  with nearly all curbs lifted by the year 2000. U.S. and Canadian companies  would be able initially to acquire or start banks and can control up to  eight percent of the Mexican banking market. That share oould grow up to  fifteen percent by 2000. After that the limits would be generally removed.


The Mexican government retains the right to turn down acquisitions of the  largest Mexican banks. It could also impose a three year moratorium on  foreign investment if the U.S. and Canadian companies control more than  twenty five percent of the Mexican market by 2003. U.S. and Canadian firms  also would have a phased entry into the securities business. In contrast to  the situation in the U.S., banks and security firms in Mexico would not  face rules limiting competition in each other's business. A bank holding  company in Mexico could own a bank, a security firm and an insurance company.


They have agreed to domestic content provisions in the textile and  apparel industries. To get duty free status, textiles must be woven and  processed and manufactured within one of the three countries. Only raw  fiber could be imported from outside North America. Importers of duty  free textiles would be required to certify that the garments and textiles  come from North American factories. Again in the auto area, the U.S. and Mexico have agreed to eliminate  over ten years the requirements that Mexican parts be used to produce cars  in Mexico. This phase out is cal;hrated to protect the Mexican auto parts  business as well as U.S. auto makers that have inefficient factories in  Mexico. 


They have reached agreement on provisions that would allow any country  or state to block imports that don't comply with the environmental regulations  of that state or country. Under this provision, one can challenge the  restrictions before a resolution panel. The country or state would have  to demonstrate that the regulation on blocking the import is based on  credible science and designed to protect against a genuine risk.


There are still a few areas which will need compromise. California  avocado growers to Louisana sugar kings want long phase outs of tariffs,  Mexico wants quick access, but they want protection for its corn farmers.The U.S. and Canada want free investment in petrochemicals and an end  to Mexican gas and electricity subsidiaries. Mexican law bars a foreign  role in oil production.


The tentative agreement would presumably expand and strengthen the  North American market to the benefit of all three countries. It would help  the poor in Mexico and eventually discourage illegal immigration into  the U.S. It will create a set of rules whereby the three countries  combine to help some of their own multinational companies at the expense  of others. Instead of complete free trade, you might consider it as  managed trade.


It will certainly help the three countries meet the economic challenges  of the future. It would be the start of a hemispheric free trade zone.  Latin American nations are anxious to piggyback onto NAFTA once it is  ratified, and a free trade zone might stretch from the Arctic to Tierra  del Fuego by 2010.

