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                               Introduction

The apparent success of the  European Common Market and its subsequent Europe 1992 efforts has sent the other two sides of the Triad--East Asia and  North America-- to the drawing board to see what their regions can  likewise do.  The likelihood of a large, united, prosperous Europe means the United States will no longer have a power advantage over Europe.  This loss of power could have been the impetus for the rapid movement of the concept of the North American Trade Compact. It would certainly be a strategic advantage for the U.S. to have a North American Free Trade Area by 1993-94 as an important counterbalance against competition coming from Japan and Europe.


Free trade advocates claim that  continent-wide agreements would help North America  compete against rival trading blocs in Europe and Asia.
A number of factors exist which make the formation of a North American Common Market (NACM) a potent concept.  Four tests for a successful Trade Bloc exists: 1) Countries must have a similar per capita income; 2) They must be in geographic proximity; 3) They must have similar/compatible trading regimes; and 4) a political commitment to the regional organization must exist.  The NACM meets three of these criteria and the fourth point (number 1) is not out of reach.


 The collective population and GNP of a NACM would be far greater than that of the current EC.  A continental market encompassing North America’s three geographical partners  would have 355 million people with a combined gross national product of $6.4 trillion with well over 200 Billion Dollars of  trade between the nations: $167 billion (US-Canada), $52 billion (US-Mexico), and $2 billion (Canada-Mexico). Such an economic colossus would then become the world’s most powerful trading bloc.  (Under their 1992 economic union  the 12 Common Market countries will bring together 324 million people with an estimated GNP of $4 trillion). The U.S., Canada and Mexico are geographically well situated for such an idea to work well and already comprise a huge macroeconomy that leaves each country strongly dependent on one another (The United States already is the largest trading partner of both Mexico and Canada; upwards of eighty percent of Canada’s total international trade is with the U.S. with an almost equally high proportion for Mexico.)  Economists virtually are unanimous in their opinion that freer trade between all three countries will add nearly $30 billion a year to GDP (for the US alone, upwards of $15 Billion each for Mexico and Canada) once the treaty is fully implemented.  


In addition, much of the necessary preliminaries for economic integration have already taken place (i.e., 1989 U.S.-Canada Free Trade Agreement and the tentative August 1992 tripartite agreement between the U.S.-Canada-Mexico, with the  intensive U.S. participation in Mexico‘s Border Improvement Program).  All three countries are capitalist based democracies.  The U.S. and Canada have certainly made commitments and Mexico, with such recent sweeping changes, has indicated its interest and commitment as well. The only problem area is the gap between the US-Canadian per capita and the Mexican per capita, almost an order of magnitude.  However, we believe this gap will narrow in time as the North American Common Market becomes a viable entity and the double digit real economic growth for Mexico during the nineties take place.


 Some real threats exist, especially with the election of President Clinton and a protectionist oriented Democratic Congress.  American fears of losing blue collar manufacturing jobs, environmental concerns and Mexican phobias about becoming the 51st  American state remain large obstacles.  However, the continental shift under way is already etching a new commercial trademark for the world:  Made in North America.  Is this the start of a North American Economic Union, the North American Common Market (NACM)?  What are the prerequisites and requirements before such a common market can become a reality? Are the threats to such a NACM real and do they have a likelihood of undermining the entire agreement? What are the implications of such an economic union forming? This paper examines these issues.

North American Trade Pacts--  United States- Canada


The United States  entered into a Free Trade Agreement  (FTA) with Canada which will bring the two nations  (each other’s leading trading partners even before the agreement) even closer together economically on October 4, 1987, and implementation began on January 1, 1989.   The FTA encourages trade in goods, commercial services and investment practices by removing tariffs and other barriers between the two countries whose bilateral trade flow in goods and services is the world’s largest-estimated to be $200 billion annually. 


The FTA’s objectives include:  eliminating tariffs and  reducing federal and provincial non-tariff barriers to trade in goods and services (except cultural industries such as TV, publishing and radio) by 1999;  facilitate conditions of fair competition within the free-trade area: developing rules for regulating international trade in service industries;liberalize significantly conditions for investment within this free-trade areas; improving copyright protections; and achieving tighter control over subsidiaries;establish effective procedures for the joint administration of this Agreement and the resolution of disputes; and laying the foundation for future bilateral and multilateral cooperation to expand and enhance the benefits for this Agreement.  The two countries will maintain normal tariff restrictions toward third countries and only two types of goods are eligible for duty-free treatment:  those made in the U.S. or Canada or those that undergo significant value added treatment in either country.  The Canada-U.S. Trade commission will handle all disputes except those dealing with financial services, anti-dumping and countervailing duties.  The FTA can be ended at any time with six months notice. The agreement is designed to preserve each country’s independence in creating and enforcing industry related laws (such as pollution control or social service efforts), while affording companies and citizens of the other country equal status.  The FTA calls for a 10-year phase-in  of all tariffs, but traders in at least 50 specific items are trying to speed the process by calling for faster tariff cuts.  Some items-including computers, skis and vending machines-are already being traded tariff-free.


 Expected benefits from this are a one percent real GNP boost for the U.S. and a 3 percent boost for Canada; an increase of $44 billion in trade for the U.S. and $12 billion in trade for Canada; and thousands of new jobs for both. Both parties will certainly benefit, the Canadians by being able to access the U.S.’s 250 million consumer marketplace and the Americans by being able to tap into the rich bounty of  natural resources available in Canada. The U.S. receives 80 percent of Canada’s exports and itself sends 24 percent of its exports to Canada.  Canada-not Japan-is the U.S.’s largest trading partner.  Business investment in Canada is growing faster than any other OECD country. Thirty percent of Canada’s income comes from trade.   Ninety percent of Ontario’s exports go to the U.S.  Roughly 75 percent of trade between the U.S. and Canada is tariff-free today. Several major industries including automobiles, agriculture, and banking, should benefit from the reduction of trade restrictions. Canada’s trade surplus in 1990 was over $17 billion, up from $14 billion in 1988. Average capital spending in 1988-1990 time frame was up by more than 50% over the pre-agreement average in 1985-7. In some industries, it has doubled.


The expected benefits of this Agreement for Canada include:

 1. Canadian real income should rise by at least 2.5% in the long term or about $450 


per person in Canada on a permanent basis.

 2. Providing of secure access to the U.S. market.

 3. Canadian output should rise by 10.6% in manufacturing, 2.1% in the primary sector 

and 1% in services.

 4. By 1993, about 120,000 new jobs should be created in Canada.

 5.  Lower consumer prices and greater choice for Canadian consumers.

 6.  Canadian-made products should be lower in price.

 7. The cost-of-living for all Canadian households should decline 2% to 3% across all 


socioeconomic groups.

  8. Increased employment opportunities for women should occur.

  9. Expanded financial foundation for social programs should occur.

10.  Specific regional benefits should accrue such as British Columbia being able to settle 
trade disputes with the U.S. more quickly, Manitoba’s clothing manufacturers 

having more access to the huge U.S. markets, the Ontario auto assemblers should have increased sales to third countries, the Quebec forest industry should sell more 
to the U.S., and the Atlantic provinces  should be able to process more fish before exporting to the U.S. and thereby create more Canadian jobs.


Canada is particularly interested in encouraging U.S. manufacturing such as  biotechnology, software and advanced materials efforts-generally research-oriented, all highly skilled and job-creating enterprises that can take advantage of an educated population and augment Canada’s important natural-resource processing industries.  

Because the U.S. and Canadian economies are similar and have labor costs that are roughly alike, only a modest shift in production has resulted so far, as such giants as GE, RJR Nabisco, Goodyear, and others have mainly streamlined their U.S. -Canadian operations. Western New York state has already seen benefits from the free-trade treaty with Canada.  Property prices in Buffalo are rising, and firms from outside the area are said to be opening new facilities there to take advantage of the easier conditions for exporting to Canada. 



While Canada continues  to maintain a significant international position in raw materials, industrial production has not increased to adequately supply the domestic market let alone meet the challenges of the new world economy.  In general, productivity is lower across most industries in contrast with the United States and the rest of the major industrial nations.  Low productivity is attributed to the following factors: small market size; limited opportunity to exploit economies of scale; poor industrial nation; and the failure to employ high-level technology. All of these factors could benefit through the Free Trade Act with the United States.


The manufacturing sector is particularly vulnerable to  competition, not so much because of the fact that its performance has deteriorated, but because it has not kept pace with the rapidly changing world situation.  Unfortunately, Canadian firms have not been able to take advantage of a relatively low currency in terms of the U.S. dollar and extend their activities into the growth markets of the third world.  Government policies which should have encouraged Canadian firms to expand their operations have not been effective.  Because Canada’s tariff barriers are among the highest in the western industrialized bloc of nations, Canadian firms have not been subjected to the discipline of competition. Therefore, much of its business community has not developed the aggressive stance needed for the current world market.
Overall Canadian performance over the past decade can be characterized by continuing loss of world market share in manufactured goods, export dependency on primary products, an almost exclusive reliance on the U.S. market as a source for exports, and importation of a high level of finished manufacturing goods compared to other industrialized countries. By joining a common market venture, Canadians would feel the effects of competitive pressures,  a very painful experience.  Not to do so, however, would cause even greater pain in the long run. 


Commercial imperatives will bring about free movement of all goods back and forth across the long border; and when that occurs it should become unmistakably clear that countries with economies so inextricably intertwined must also have free movement of the other vital factors of production - capital, services and labor.  The result should be substantial economic integration, which will require for its full realization a progressively expanding area of common political decision. On one hand, Canadians gain materially and psychologically from the United States, but, on the other hand, fear it.  Underlying much of the anti-common market feeling in Canada is the concern that economic integration may eventually lead to political union.  More and more economic activity on any level between the United States and Canada will require for its full realization a progressively expanding area of common political decision-making. The dominance of the U.S. as a trading partner has always been a major influence in setting Canada’s economic strategy; these concerns have been dominant in the over 100 years of Canadian policy making and have consequently led to policies which have their major emphasis on achieving and preserving national and economic sovereignty in the face of an overwhelming dependence on the US. “Canadianization,” has been the result-- a government policy aimed at obtaining as much Canadian ownership as possible. 


The United States and Canada constitute major trading partners for each other, so much so that many Canadians look upon Canada as an American economic colony (through Canadian investment  in the United States is also relatively considerable).  Economic integration of the United States and Canada is a long-standing dream of some Americans; back in the 1930s, the Technocratic movement spoke of creating a  “Technate of North American”. This prospect is totally unacceptable to a good number of Canadians.  Anti-Americanism has been a rallying point for many groups and has served as a basis for Canadian nationalism.   A more cooperative economic relationship (with the United States) may result in a reduction in the independence of political and economic decisions by Canada.  This might not be desirable since it would mean a lessening of the national identity because political and economic independence are synonymous with nationhood.


  The separation of Quebec  from Canada would certainly cause upheaval among the provincial states in Canada. Public interest in social security benefits, such as government paid health care, lower university tuition, and generous unemployment benefits which are more favorable in Canada than in the Untied States, may produce a strong wall of Canadian opposition to any type of political union with the United States.  Also, Canadian federally elected representatives and civil servants, fearful of what position they might hold in any larger entity may prevent discussions from proceeding very far.  Alternatively, U.S. authorities may prefer to try to extract the economic benefits they desire from Canada without having any responsibility for the long-run welfare of the populace itself and without  having to accept free immigration of Canadians, which political union would imply.


Canada can look to Ireland as an example of such an one sided relationship which has succeeded over the long run without losing one’s sovereignty. The way that Ireland has been able to maintain its independence in spite of heavy trade with the United Kingdom, a common language, a currency tied to sterling, substantial migration of Irish to the United Kingdom, the fact that 70 percent of the transnational companies in Ireland are of U.K. origin, and free trade between them though the EEC has been cited as a good reason to expect that closer integration of the Canadian and U.S. economies may never result in political union of any sort. 


Canada would clearly benefit from membership in a North American common Market.  Canadian industry would have immediate access to a large, diversified market and the flow of unrestricted investment and new technology from the United States would be advantageous.  While there would be some costs as Canadian firms acclimated themselves to competition in an open market, the net long-term benefits would tend to be positive.

North American Trade Pacts--United States-Mexico

For most of its existence, Mexico had one overriding political objective-to put the greatest possible distance between itself and those big, restless, pushy gringos up north.  “If only,” an old Mexican saying goes,  “the Rio Grande were as wide and as deep as the Atlantic Ocean.”  Benito Juarez, the president who first created a unified Mexico, tried, at the time of the U.S. Civil War, to keep out the gringos by building a nation of self-contained Indian peasant-farmers.  His successor, Porfirio Diaz, hoped to accomplish the same objective by bringing in European bankers and industrialists as a countervailing force. Ever since the Mexican Revolution of 1910, the Latin American giant has been a bastion of nationalist economic policies and protectionism.  In an abrupt reversal of that tradition, however, President Carlos Salinas de  Gortari has begun to tear down that country’s tariff barriers in an effort to increase trade and investment. In June 1990, President Salina indicated that free trade is not just a symbol of the continued modernization of Mexico but a necessity if it were to continue. 


The opening up of the Mexican economy has had dramatic results. In the past, there was  an aversion to foreign investment in Mexico.  Not anymore.  Since 1988, global corporations have invested some $80.8 billion in Mexico and are now investing at a rate 25% higher than just two years before; the biggest year in foreign investment in Mexico’s history was  $25 billion   in 1989.  The U.S. share of this investment has held steady at about 64%.   In 1982, 78 percent of export earnings came from oil and only 30 percent from non-oil.   By 1989, oil amounted to only 35% while manufacturing had risen to 55% with further increases seen in the coming decade. Though Mexico is still a net exporter of oil, two-thirds of its exports by 1991 were manufactured products for primarily the North American and Western European markets. 


In 1980 Mexico was a country full of empty trucks and empty containers because of regulations.  Deregulations made a tremendous difference in decreasing the cost of transportation in Mexico.  Also deregulated has been the petrochemicals, telecommunications and packing industries. 
The Mexican government has also made substantial progress privatizing its holdings in all but a few sectors.  About 1000 state enterprises have been sold, merged, or transferred to the private sector or to local governments since 1982; the banking and telephone industries were the latest to be privatized.  Only about 400 state-owned companies are now left. The government is privatizing numerous firms (some 7090 since 1986) in order to facilitate free trade although there are critics who suggest major Mexican industries (such as finance, telephones, and steel) are still much too inefficient due to ownership and control by the federal government. Foreign investors are now allowed to own 100 percent of a venture (capitalized at under $100 million) without obtaining prior approval. Bureaucratic red tape involving approvals for foreign investment ventures in Mexico has been curtailed.  


Aided by this surge in foreign investment and generally more attractive economic conditions, Mexico’s growth rate reached over 5% in 1991 compared to under 4% in 1990.  Inflation has been slashed from nearly 160% in 1987 to under 20% by September 1991 and by 1992 to less than 10%. Instead of a huge government deficit which amounted to 16% of GDP in 1987, by 1991 Mexico had a $3 billion surplus. Clearly Mexico is on the rise.   The growing trade gap (from a surplus of $7 Billion in 1987 to a deficit of $21 billion in 1992 (a majority of which was with the US) has led many to worry. But in reality,  trade deficits for quickly growing newly developing countries are normal and should not alarm; this is especially true when the country has a budget surplus such as Mexico has.


Local investors are financing many of the new plants and capital by repatriating some of the billions of dollars they have moved abroad during the early eighties, when oil prices collapsed. In 1990, Mexico took in $8.4 billion in new capital--through bond issues, equity investments, and other sources-- compared with just $700 million in 1989.  About half of that capital inflow was money previously held abroad by Mexicans.  That inflow is accelerating.  In 1991 Mexico’s currency reserves total a near record $14 billion.


Two-way trade between the United States and Mexico already totals $60 billion,  having nearly tripled in the previous four years; Mexico imports nearly as much from the United States as does Japan. Agricultural exports to Mexico have tripled in the last five years. High growth in the 1950s and 1960s gave birth to an educated middle class and the country’s trade barriers created a huge pent-up demand for imports, especially those of American goods. Since Mexico signed GATT in 1986,  the Mexican middle class has been on a consumer binge for U.S. products. 


In 1982, every single import that came into Mexico was subject to a quota, and the maximum tariff was as high as 100 percent. Since joining the GATT in 1987, Mexico’s average tariff on imports has dropped from 45% to 9%.   Today, only 20 percent of the value of GDP, and only 4 percent of total importable items, can be restricted by a quota, which affects mostly agricultural goods.  In 1982, 100%  of the goods imported into Mexico required licenses, by 1991, the number was down to 1.7%.   Mexico’s almost 90 million increasingly motivated  people are seeking the same living standards and individual opportunities as exists north. Its work force has one of the highest literacy rates in Latin America-87%. Mexico’s automobile assembly facilities are better than the world average; their plants have also proven near the world average for productivity.


A major concern for American and Canadian investment in Mexico is recognition of corporate Intellectual Property Rights.  During Luis Echeverria’s presidency in the early 1970’s, a number of restrictive laws were passed.  These laws, including the Technology Transfer Law and the Intellectual Property Law,  were aimed at increasing Mexican control over foreign investment and technology. The result of such laws was the inhibition of foreign firms to invest.  Mexico in 1991 passed revisions in the two older laws which will make the basic protections offered by Mexico in line with those in the rest of the industrialized countries.


 A natural affinity between Mexico and the United States does indeed exist.  What distinguishes Mexico from alternative sites for investment are proximity and security of access to the American market. Mexicans tend to seek education in the U.S., entertainment from the U.S., vacation in the U.S., shop in the U.S.,  read U.S. newspapers.     Mexico is the U.S.’  doorway to Latin America. The expansion of the market that would result from closer integration with the U.S. would galvanize both Mexican and foreign investors.


The United States and Mexico have a common border and  common problems.  Mexico is the U.S.’ third largest trading partner and its largest supplier of petroleum.  A natural trade back and forth in agricultural products exists.  Mexico supplies the U.S. with many  food products during the winter months that can’t be produced during the cold United States’ winters.  The U.S., in turn, supplies Mexico with  grain and  livestock and considerable number of other food products.  The interdependence between the two countries will continue to grow.  Mexico is the U.S.’s  largest supplier of labor. A North  American trade alliance is  driven by the strength of the Mexican hierarchy and of the Hispanic population in the U.S.   The three largest states in the U.S., California, Texas and Florida,  all  have a large Hispanic population.


Benefits  to the United States of a Free Trade Pact between the U.S. and Mexico include:  Better access to cheaper labor and parts, better access to a growing export market, 100% ownership of Mexican subsidiaries and stakes in Mexican assets, access to financial and service-sectors, more reliable source of petroleum, and enhanced Mexican political stability.  However, many projected costs of such a Pact also potentially exist.  These include:   American jobs lost in certain  industries,   restructuring of  agriculture and textiles, downward pressure on U.S. wages,  potential new competition from Mexican companies, and an uneven impact among states (i.e, Texas may benefit more than Illinois).


Nearly 65 percent of Americans want to see the FTA extended to Mexico.  Incredibly, 85 percent of Americans want the U.S. to do more business with Mexico and Canada to offset a united Europe in 1992.  Perhaps most important for Mexico, 60 percent of Americans approve of Mexico becoming the second largest trading partner of the U.S.-ahead of Japan, ahead of Germany. A richer Mexico will make for a more stable North America. 


North American Trade Pacts:  United States, Canada, and Mexico

  Canada’s investments in, or trade with, Mexico’s is small  (less than $2 billion a year both ways) not because of lack of opportunities, but because Canada’s opportunities in the U.S. have been so much greater.  It’s a question of expanding  Canadian horizons.   Mexico is a more populous country than Canada and being poorer, it stands to grow more rapidly.   The three countries need each other just to be a player on the world economic stage. 

 Governors from Sonora to British Columbia are cutting deals with their U.S., counterparts to spur cross-boarder trade, investment, and transportation links.  The governors of California, Arizona, New Mexico and Texas take part in a regular Border Governors’ conference with their six Mexican counterparts.  The governors of Washington and British Columbia launched a Pacific Northwest Economic Partnership which  now includes Oregon, Idaho, and Alberta.  They have nicknamed their region “Cascadia.” .  Vancouver and Seattle are ideally situated to profit from increased trade with the Pacific Rim, and  have coined the term “Pacifica” for their regional trading area.  The Texas/Mexico Authority has responsibility for the study of the border economy and for advice and input to the Texas Department of Commerce and the Texas Governor. 


 Companies already are making specialized products and some high-tech items in Canada and producing big-volume items of many different technology levels in the U.S.  At the same time, they are concentrating mostly on labor-intensive operations in Mexico.  Such products as economy cars and appliances may be assembled in Mexico because these products are where margins are tightest and competition fiercest.  With Mexico as part of a Free Trade Pact, production of entire commodities may be reorganized to take advantage of cheap  Mexican labor. By concentrating the manufacturing of certain products in one location, companies can then generate economies of scale that would result  in world-class competitive power.


The United States also stands to gain more than merely resources and low cost labor.    The Mexican market  of nearly 100 million  and its growth potential as the 90’s NIC can not be ignored.  Since the United States is the  dominant foreign supplier to both countries, the earnings from increased exports to the United States  will largely come back to the United States in the form of increased purchases of U.S. goods and services.  This is simply not true for U.S. imports from Europe or East Asia, what they earn in the U.S. market mostly gets spent at home or elsewhere.

Prerequisites for a North American Common Market-- 

Lessons to be learned from Europe


 What were the factors that contributed to the success of the European Common Market and will likely carry over as well to  its successor organization, Europe 1992, Europe’s single market?  Even though the European single market is very young, the Common market has had 35 years of success, enough of a track record to make several generalizations about those factors inherent in its success.  


 First, the success of the European Common Market, and its successor state, Europe 1992, is in many ways a result of NATO.  The Post War (WWII) Soviet threat forced  Western Europe to bind together.  Nations that had been fighting for centuries (particularly France and Germany--which had fought four  long hard wars against each other in the previous hundred and fifty years) now not only had the incentive and impetus to work together but the sheer necessity of a life or death crisis.  The experiences gained from  working together  in a defense related posture later proved invaluable to assist in cooperation in the economic sphere.


Second was their proximity.  Being located together on a small (relatively) land mass meant  economic trade between the units  was natural and intense.   Economic borders do not follow political lines. Belgium and France share common culture, language, and religion;  the Benelux countries go well together;  Netherlands and Germany are next to each other; trading between nations becomes second nature.  


Third,  the European Community is a balanced market. England, France, Germany, and Italy are all about the same size, population, and GNP.  Germany, even with the addition of East Germany, although numerically superior, is not overwhelmingly so. 


Fourth, the capital of the European community is not located in London, Bonn or Berlin, Paris or Rome but in Brussels, a strategically located central locale in one of the smaller members.  This further enumerates the balance and Europeanness of the Common Market.


Fifth, the European Community countries share many similarities: Western culture, similar religion (Christianity versus Moslem for example), are all democracies, developed and industrialized nations. The economic distance from strongest to weakest (Germany to Spain) although significant is not overwhelming (as for example the distance would be from Japan to Bangladesh).  The EFTA countries would probably fit right in, as many analysts expect to happen before the end of this decade. 


Sixth, it is an economic union only.  No attempts have been made nor intend to be made to dominate culturally, politically, or socially one nation over another.   Discussions concerning a central bank and a common currency  may yet succeed within the next few years; yet national sovereignty between member states will not be violated.    


Seventh, a willingness  exists to eliminate all tariff barriers, provide uniform trade and economic regulations which existed between the nations.  The member states agreed it was necessary.  Unhappiness and displeasure  may exist at what this means but all member countries (as well as any future members) recognize the necessity and are complying.

Prerequisites towards  the North American Common Market


 Any pact must provide legal protection for U.S. and Canadian patents and technology in Mexico.  Any remaining constitutional restrictions on foreign investment in Mexico must be abolished. Pemex has to go on the market in some form or another.  For the U.S. industry, this would bring exploration and development contracts. Mexicans, meanwhile, are eager to tear down U.S. quotas on textile and steel and to open U.S. markets to currently prohibited fruits and vegetables.  Mexico grows more avocados than any country in the world, but sells none in the U.S., thanks to protective rules favoring California growers. The United States want guarantees that Asian and European rivals in textiles, steel, and computers, for example, won’t  bombard the U.S. market from bases in Mexico.  The agreed upon 62.5% local content requirements should have this effect.   Products enjoying Mexico’s easy access would have to be made largely of North American parts,  Those with high Asian or European content would face high U.S. import duties.  


Mexico, in order to gain these benefits from the NACM, must continue to privatize its heavily government owned industries.  A compromise which  would allow Mexico to retain local control of the oil industry and yet receive badly needed North American capital so as to modernize, make more efficient  and expand its oil and gas production and refining capabilities, must come about.  If North America actually could manage to fill all of its own energy needs, today’s American hemorrhage of dollars to OPEC would be permanently stopped.  Mexico must also allow North American (U.S. and Canadian) financial service firms to enter into the country and compete on a level playing field.  


Mexico must also pursue a more democratic political form of government with free elections and allowing opposition. 
In addition to electoral irregularities, government corruption remains, if not rampant, at least obvious.  PRI officials continue to purchase and/or renovate million-dollar houses in the wealthy  area of Mexico City on “salaries” that  barely approach middle-class levels.  The heavy burden of corruption that exists must be eradicated. A Mexican policeman gladly waves a driver on after taking a $50 mordita (bribe) from the car’ s owner, who has misplaced his registration. However, says free-market Mexican economist Luis Pazos,  “Corruption is not a national characteristic in Mexico; it’s a result of excessive regulation and laws.  As the economy becomes less regulated and more open, corruption will naturally decrease” .


To Canada and Mexico, the political implications of a continental union look even more hazardous than the economic ones.  That’s because a North American common market unlike, the European Community-could never be a confederation of  economic equals.  After all, North America is not Western Europe, where no single country is big enough and strong  enough to have its way on every decision.  The U.S. would inevitably dominate a North American common market no matter how carefully its rules might be drawn, how softly its diplomats might tread, or how well the other members’ economies might perform.  If a North American common market were to follow the example of the European Community, each member country would retain sovereign control over its own resources, the rates of production, and even its choice of customers. 


A number of prescriptive steps to achieve a NACM have been advocated:  (1) unify the economic apparatus so that the factor endowments of the three nations are used efficiently; (2) establish a single set of legal/regulatory requirements; (3) abolish national borders insofar as they inhibit the free flow of people, capital, and goods; (4) select a single currency for the union; (5) adopt a single standard on weights and measures; (6) speak with one voice on trade issues and work to abolish trade barriers; (7) revitalize each nation’s infrastructure with  regard to economic factors and not national ones; (8) consolidate some defense systems and expenditures; (9) integrate the best components of each country’ s educational system; and (10) establish a joint direction for research and development.

What would a NACM most likely look like?


 It is no accident, that calls for a common market have usually come from the United States, not Mexico or Canada.  Most Canadians and Mexicans alike do not want their nations to become economic colonies  of the United States, and most leaders of these countries would undoubtedly prefer if possible to build balanced economies on a national basis rather than allow their regions to become peripheries to American metropoles in a continentally balanced economy. These issues must be resolved satisfactorily before the NACM can approach a reality.


What then should a North American Common Market look like?  It must necessarily be economic only and not a political union.  The Mexicans and Canadians both fear the American economic dynamo and do not wish to surrender any more of their national heritage.  However, with or without the free trade agreement, the American economy dominates.  At least with such an agreement, some control will be exercised by the lesser members of the markets.  The dollar, although tainted American, would more than likely be the common currency.  Since the dollar is the accepted denomination of the world, it will be accepted by all three nations (and to be truthful is already the de facto currency).  


Three, not two languages, will be the official languages of the NACM:  English (more correctly American), Spanish, and French.  This is in recognition of the probable breakaway of Quebec from the Canadian Confederation and the resulting further impetus for free trade between Quebec, the remainder of Canada and the United States. 


One major compromise that the United States must make is to convert to the Metric system.  The rest of the world uses metric, including Canada and Mexico.  The NACM and the need for international competitiveness would probably be the impetus required for the metric conversion of the United States to take place.


 The NACM   will probably be economic and not a defense pact since no common enemy is foreseen in the Western Hemisphere anytime soon.  A consolidation of the defense forces, although not required, may occur due to efficiencies of economies of scale gained, and the geographic commonality of   interests.  Mexico’s admittance to NATO in the early 21st would appear to be an inevitable result.


A single set of regulatory/ legal issues may also be required if a true NACM is to be created.  With the liberal welfare state of Canada, the American system, and the Mexican system of laws, this will require no small effort.  The United States and Canada  utilize the Anglo-Saxon codes while Mexico’s jurisprudence system is based upon the Napoleonic code. Since it took Europe thirty years of initial common market and another 6 years of intense effort for this to be achieved (a fact not predestined yet), several decades or more may be required for the NACM.  But this too appears to be an inevitable result of any consolidation.  


No common capital should be necessary with just three nation states.  However, if the NACM becomes a success than the rest of Central America and the Caribbean states may wish to join.  This   could well change the concept from a common market of North America to one of the entire Americas.  An Americas capital, if centrally located, could well be Caracas.


Any Common Market must recognize its limitations.  The NACM would be a economic union with no aims towards cultural or political integration into a United  States of the Western Hemisphere. Canadians have long fought to preserve a special cultural identity, and while such an identity might survive in a larger cultural sphere the way Southern-or even Western-regional culture has in the United States, most might prefer a political shell for what strength it might lend to cultural security.  Mexicans already have a rich cultural heritage-through many of there intellectuals are ambivalent about its aspects-and would resist “Northamericanization.”  So, too, of course, would Quebec cultural nationalists.

Problems and Pitfalls


Both American and Canadian labor unions fear that if a NACM were to occur, as a result of  the lowering of tariffs and barriers of all types, plants would close in the expensive north and reopen in Mexico with its inexpensive labor.  What’s left of Canada’s industrial base could then disappear in the face of Mexico’s wage rates, which average 60 cents per hour. However, free trade with Mexico will almost certainly benefit white-collar and technical jobs at the expense of blue-collar ones and will shift some economic activity not only to Mexico but to the Southwest Sunbelt as well. In reality, those low Mexican wages are not the bargain they appear to be.  Employee turnover in the maquiladoras run as high as 20% a month and including the costs of replacing and retraining these job-hopping locals can raise the total cost of employment to nearly $10 a hour.


Actually the fears are unfounded. American manufacturers are bound to seek low-labor-cost sources somewhere.  In principle, it is better that they seek it in Mexico than in Southeast Asia.  When  Mexico grows, something like 15% of each additional dollar of income is spent on American goods and services, producing new export opportunities for American firms.  The average Mexican in 1992 consumed $380 worth of US products, twice as much per capita  as the average Korean whose income is twice as high. Plants that would relocate for cheaper labor would have moved anyway and instead of Mexico would have probably moved to the Far East. The number of jobs in the U.S. and Canada that may be lost to Mexico is no greater than the number of jobs that would have otherwise been lost to Asia.  Moreover, being allowed to operate on a continental scale means they will be able to defend other jobs against European and Asian competition.  One recent study indicates NAFTA will create 316,000 new U.S. jobs which is far more than the 145,000 jobs estimated to be lost to Mexico. U.S. exports to Mexico has nearly doubled since 1988 to $76 billion and is growing at double digit rates; if the usual rule of thumb is applied at 20,000 jobs per $1 billion of exports, this would seem to imply 760,000 jobs owe their existence to increased trade with Mexico. Nonetheless, as a political expedient, U.S. workers who lose their jobs because of imports or plant relocations may more than likely receive retraining or extended unemployment benefits.


 In the world trade battle (primarily with Japan and East Asia), Mexico is an ally of the United States. By concentrating the high labor content jobs in the low cost  labor areas of the North American Common Market  (namely Mexico and Central America),  many Americans and Canadians would retain their jobs who would have lost theirs if this option was not available. Mexican proximity to the U.S. means transportation costs are lower than to the Far East and travel time is much shorter. America’s high wages in most industries are maintained not because of trade protection but because American workers are much more productive than workers in Mexico. NAFTA’s rules of origin should be a boon to many auto suppliers as it should gradually encourage some movement back from East Asia to North America.


Having their unskilled jobs done just across the border in Maquiladoras enabled many companies to preserve in the United States the jobs of their skilled and knowledgeable workers.  In addition, it would provide badly needed jobs for Mexicans in a country where unemployment is critically high.  This would increase the standard of living for that country and very possibly reverse the labor flow (and in the process minimize or even eliminate all together the illegal alien problem).  If it were not for the maquiladoras today then the half a million Mexicans employed by them and the five times as many directly dependent upon them-- three million in all-- might very well all be north of the border.  The result of the maquiladoras is to have provided the necessary training--technical and management of its population-- to make Mexico the most likely Latin American country to become a NIC in the nineties. An even more critical benefit  is  the increased international competition by the North American firms in an already tough, and going to get even tougher, world. 


California fruit-growers fear the pact may give Mexican farmers, whose labor costs are lower, a price advantage.  Significant increase in imports of Mexican fruits and vegetables are probable if a U.S.-Mexico Free Trade Act were implemented.  The U.S. canned tuna industry and sugar industry, both currently protected, would clearly suffer.  But other U.S. farmers who grow grain and oilseeds, such as soybeans and corn would more than likely see a surge in exports to Mexico. The apparel and textile industries are also likely losers, being currently protected by tariffs or quotas.   U.S. exports most likely to benefit include electronics, communications, computers, machine tools, household appliances, and especially service firms.  To provide time for adaptation to the new competitive marketplace,  the phase in of new rules or tariffs will occur over a 15 year timeframe  to eliminate  sudden surges in imports of fruits, vegetables, textiles, cement and other goods from Mexico. 


Environmentalists are upset, warning that American companies are likely to move to Mexico to escape tougher U.S. anti-pollution standards. Mexico has committed  to stronger enforcement of existing environmental regulations along the border; U.S. companies in Mexico might have to submit environmental assessments of their plants in Mexico.  The two governments will  work together to combat air and water pollution and hazardous waste disposal violations.  As a result of increased Mexican environmental standards, in April 1991, the chief air pollution monitor of Mexico City, announced in Southern California that any company seeking to relocate to Mexico would have to comply with emission standards at least as strict as where it came from and possibly more so.  Since 1989, under a strong  “growing clean” commitment from President Salinas, the government has increased its environmental budget almost eightfold, issued 3000 sanctions (in a six-month time frame) and shut down 1,062 polluting plants--82 permanently including a state owned refinery in Mexico City that had employed 5,000 people.  Replacing Mexico’s antiquated factories would also tend to create a vast market for U.S. capital goods let alone the environmental technology (also from the U.S.) to correct older factories. To counter complaints from domestic farmers, the U.S. will  step up inspection of Mexican produce for pesticide residue. Another concern: Consumer groups say the pact could undercut the United States’ more stringent health and safety laws.
However, to be fair, Mexico has been bending over backwards to attempt to reconciliate environmental and safety concerns so as to move the pact forward.



The reasons many Canadians give as to why Canada is not ready for a North American common market role include the shock of free trade, economic nationalism and political nationalism. In addition, the growth of Mexican exports of manufactured goods to the United States brings Mexican businesses into direct competition with their Canadian counterparts.  Canada, however, will also gain from a tripartite agreement with Mexico.  Canadian officials see Mexico as a potentially big buyer of Canadian goods, such as newsprint, mining products, mass transit and telecommunications equipment. 


Canadians are fearful of the flow of labor and capital that has crossed the American border since the Free Trade Act was enacted.  Companies are staying in Canada but expanding in the U.S. where  land is less expensive, taxes lower, wages lower, and the quality of labor higher.   A flood of Canadian shoppers fill American retail shops across the border, realizing most items are considerably cheaper south of the Canadian border. A study by the  Royal Bank of Canada concluded that it is  high labor costs, taxes, interest rates, and a strong Canadian dollar which are the main reasons for the cross-border flow, not the Free Trade Act. The latter ranked eighth and last  among the reasons  the study cited.  The same bank also has concluded that the Free Trade Act actually has softened the recession’s effects. Trade volume between the U.S. and Canada has actually increased 8% since the recession began.


The proponents of the FTA indicate that this will provide incentive for Canada to get its own house in order, to force the Canadian government to deal with its economic difficulties.  The number of U.S. subsidiaries in Canada is not likely to fall due to the sunk costs of having established factories and businesses which would difficult to liquidate. They also indicate that  since international competition is going to come sooner or later, it is better to be sooner and in concert with a large and attractive dance partner, one can compete better. In both the United States and Canada, 35 percent say that a Mexico-U.S. free trade agreement is a good idea.  But 35 percent in the United States, 30 per cent in Canada oppose it.  Another 24 per cent of Americans and 30 per cent of Canadians express neutrality.


 The North American Common Market will not appear overnight.  Sufficient time must be included to work out the details.  This means the phase in period of 15 years will be necessary, and in a difficult sector like agriculture, perhaps longer.

Management Implications

General Electric was one of the first to restructure its U.S. and Canadian industrial strategy to take advantage of impending free trade.  In June 1990, GE  opened a gas-range factory in San Luis Potosi in central Mexico with an eye to supplying not only the U.S. but also Mexico and Canada.  In GE’s unfolding North American strategy, the largest mass-production facilities will be in the U.S., more specialized and flexible lines will be in Canada, and certain less sophisticated products such as gas ranges will be made in Mexico.  In 1992 GE Businesses based in the U.S. tripled its 1988 sales to Mexico ($750 Million) and sold more than all GE Mexican based operations sold to the US ($500 Million) thus contributing to the favorable balance of trade. Zenith announced in the fall of 1991 that it would move an assembly operation from the current Far East plant  to Mexico, the first of many to do so.


As new jobs crop up Mexico’s huge and growing work force, illegal immigration to the U.S. will slow and possibly even reverse.  A richer Mexico would make for a more stable North America, with less risk of political upheaval south of the border, and provide a booming market for U.S. exports.  And faster flows of Mexican crude could lessen dependence on Mid-east suppliers. A U.S.-Mexico free-trade agreement would create jobs for American workers and would lead to new business and infrastructure development for U.S. suppliers and transportation. A reinvigorated, dynamic Mexico would generate an increased standard of living for its workers.


In Western Europe and Asia, economies that are rich in capital and technology are successfully combining with economies that offer abundant labor.  By working together, the U.S., Mexico,  and Canada can achieve the same results in North America.  The industrial restructuring that would result is necessary because world business competition, already difficult, will become even tougher.  Joining forces with its neighbors to the north and south would give the U.S. economy the strength and flexibility to meet that competition-and keep American workers on the job. Restructuring doesn’t happen over-night.  As with the U.S.-Canada free-trade agreement, a transition period would provide a smooth adjustment for U.S. workers and businesses alike.  The agreement  would tend to promote mutual economic growth and improve the global competitiveness of North American industries.


A  free-trading Mexico, bordering the world’s largest and richest market, will divert the river of money and technology that now is flowing into low-cost havens in Asia and Eastern Europe. The pact’s implications could limit access to North America for firms in Southeast Asia,  a decrease in the finished goods flow of exports from Southeast Asia into North America,  A possible diminishing of the flow of assemblies and partially manufactured items being exported form Southeast Asia into North American,  investment funds from the U.S. and Canada will go to Mexico instead of to Southeast Asia, and that the resulting more competitive internal North American market will lower cost, hence selling prices within North America  thereby providing a competitive advantage for those North American competitors vis-a-vis their Southeast Asian competitors . 


 Asian firms are rightly wary of the competitive threat posed by Mexico, a rapidly developing NIC of its own.  South Korea and Taiwan see themselves a decade ago in Mexico today. In other words, Mexico’s gains may well come at the expense of East Asian nations; the Zenith move might well be just the beginning of a flood of similar transfers.  Asian products likely to be affected immediately include cars, electrical goods and garments.  But in the long term, all mass-produced consumer products that Asia sells to the U.S. in huge numbers could face Mexican competition.  Mexico may also gain by attracting Asian factories who by setting up factories in Mexico may try to overcome the disadvantage of selling in the U.S. from outside the North American bloc.  Stringent rules of origin are the  American response.


Once “CommonMarketitis” is unleashed with the North American Common Market, it may generate sufficient momentum to extend the concept clear to the Straits of Magellan.  In announcing his “Enterprise for Americas” initiative in June 1990, former President Bush anticipated the day when “all countries of the Western Hemisphere  are equal partners in a free-trade zone stretching from the port of Anchorage to the Tierra del Fuego.” By September of 1990, several countries in South America had publicly expressed support for a tree-trade zone.  The Argentine Minister of Economy spoke of a ‘southern cone’ by 1994 to include Argentina, Brazil, and others to ‘integrate’ with North America. This Mercosur pact between Argentina, Brazil, Uruguay, and Paraguay (with Bolivia likely to join soon) was formalized in early 1991. The Andean Group consisting of  Bolivia, Columbia, Ecuador, Peru and Venezuela  aims towards economic and social integration. By 1980 tariff reduction between members was almost complete.  In the ten years between 1970 and 1980, trade multiplied 15 times as much between members, but was still only a relatively minuscule 1.5 billion.  


The thirteen English-speaking Caribbean countries of CARICOM, the Caribbean Common market and   CARIFTA, the  Caribbean Free Trade Association, are working towards completely free trade among themselves. The Central American Common Market includes  Costa Rica, Guatemala, El Salvador, Honduras, and Nicaragua and has  common external tariffs. Bilateral and trilateral free-trade agreements are forming between the Central American Common Market and Mexico, and among Venezuela, Columbia, Mexico and Chile. Nearly every country in Latin America has signed an agreement to negotiate freer trade with the U.S. under President Bush’s “Enterprise for the America Initiative.” U.S. free-trade agreements are likely with Chile, Columbia, Costa Rica, Ecuador, El Salvador, Honduras, Nicaragua, Panama, Peru and Venezuela  as well as Mexico. Tariffs are falling, barriers to foreign investment are disappearing, and trade is booming in the Western Hemisphere.




Summary

The three great nations which comprise North America have common characteristics.  All three are large continental powers which face both of the world’s major oceans.  Except  for borders with Belize and Guatemala, in the case of Mexico, they have land borders only with each other.  While the size and degree of the respective economies differ and while their successes in part are influenced by their position on the north-south axis, all three have diversified economies with important agricultural, manufacturing, and service sectors.  They are rich in resources though they differ from each other in their ability to exploit them. Furthermore, they have the potential to become energy self-sufficient. Extensive commercial and financial interchange exists among them with, of course, the United States dominating such activities.  Finally, all three share a democratic tradition expressed through free elections  in a federal structure in which power is shared between central and provincial or state governments.


Unlike prior attempts at common markets in the Americas (notably the LAFTA--the Latin American Free Trade Area),  the NACM has many reasons why it should succeed where others have failed.  1) It has Europe Common Market and the subsequent Europe 1992 upon which to model, to learn from its failures (and avoid them), while patterning after its successes; 2) With the cold war permanently on ice, economic and not security factors take precedence, international competitiveness makes the NACM almost mandatory if economic well being is to be maintained, and 3) the receptivity of all potential member states is high with ideological differences between the three nations at near historic lows. Momentum is in its favor and although a few cries are being heard about the costs, the majority realize that the benefits will far outweigh isolated costs to particular segments. 


In essence, the North American Common Market, although not here yet, is on a path to its formation before the end of the decade with a Common Market of all of the Americas a high likelihood in the 21st century.  Those who say the 21st century will be the Pacific Century or the Revived European Century may have to look not to the old country, not to the Far East, but to the Western Hemisphere to find where the action really may be!
