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EXECUTIVE SUMMARY 

On October 18, 1989, the Committee on Ways and Means, U.S. House of 
Representatives, requested the U.S. International Trade Commission to conduct a 
two-part study to provide (1) a comprehensive review of Mexico's recent trade and 
invesunent reforms and (2) a summary of experts' views on prospects for future United 
States-Mexican trade relations. In response to the Committee's request, the Commission 
instituted investigation No. 332-282, under section 332(g) of the Tariff Act of 1930. 
Phase I, Recent Trade and Investment Reforms Undertaken by Mexico and Implications 
for the United States, was submitted to the Committee in April 1990. 

The current report covers the second phase of the Commission's investigation of the 
new direction Mexico is pursuing in its trade and investment regime. As requested by 
the House Ways and Means Committee, the Commission surveyed experts for their 
opinions on such proposals as a free trade area agreement (FT A), an enhanced dispute 
settlement mechanism, sectoral approaches, possibilities under the 19 8 7 U.S. -Mexican 
Framework Understanding and the 1989 Trade and Investment Facilitation Talks 
(TIFTs), and other options for enhanced United States-Mexican trade relations. Views 
were obtained by the Commission from U.S. and foreign trade negotiators and other 
government officials, U.S. and foreign private sector representatives active in business or 
trade between the United States and Mexico, academics with relevant expertise, and 
executives of industry associations, labor unions, and other nongovernmental 
organizations. 

Several themes emerged from the views put forth by the many representatives of 
governments, private industry, and academia who participated in the study. These 
observations are summarized as follows: 

• Although many experts advocated a cautious, "go-slow" approach in 
negotiations, the overwhelming majority 'lf experts' supported the concept of an 
FT A as the most appropriate option for the United States and Mexico to pursue 
for the purpose of enhancing their bilateral trade relationship. Only if an FTA is -
not possible, did the majority recommend that the two countries engage in 
sectoral negotiations-and then only as an interim measure to keep moving 
toward the establishment of an FT A. 

• Experts expressed a variety of opinions regarding what should be included in a 
United States-Mexican FT A but generally agreed that any agreement should be 
GATT-consistent and comprehensive, addressing not only general market access 
issues, but also such issues as investment, protection of intellectual property, 
certain service sectors, product standards and certification, transportation and 
other infrastructure issues, agriculture, and energy. 

• Most experts agreed that negotiation of an FT A could be made more difficult by 
inclusion of certain contentious or non-trade issues, including labor mobility, 
foreign participation in Mexican petroleum exploration and extraction, drug 
interdiction, human rights issues, environmental protection standards, and 
political reform in Mexico. A majority of participants expressed the opinion that 
these issues have rio place in trade negotiations. 

• The general U.S. perception was that market access in Mexico has improved 
dramatically since Mexico began undertaking economic reforms in 1985, but 
that many impediments to trade remain that could be appropriately addressed 
under the auspices of an FT A. The general Mexican perception about market 
access to the United States can be summed up with the words of one Mexican 
participant who said, "there has been a past pattern of the United States 
increasing trade barriers whenever Mexico becomes competitive in a particular 
industry." -

• Most experts noted that although the United States and Mexico have disparate 
leve~ o~ economic devel.opment, their economie~ are also complementary and 
thus mvite closer trade lles for the mutual benefit of both countries. For that 
reason, only a few participants said that an FT A between the United States and 
Mexico-a country that is significantly less economically advanced-would be 
inappropriate or inadvisable. 
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• Almost all of the experts, whether supporting or opposing the concept of a 
U.S.-Mexican FTA, acknowledged that any agreement would likely result in job 
losses in the United States as companies shift their production to lower-cost 
Mexico. Among those sectors cited as likely to be particularly affected were 
automobiles and auto parts, ai:parel, electronics, toys, fresh vegetables, and food 
processing. 

• Persons who were knowledgeable about the current U.S. negotiating approach 
with Mexico generally agreed that the 1987 Framework Understanding and the 
1989 TIFTs laid the groundwork for a United States-Mexican FTA by 
presenting a good forum for negotiations, improving trade relations, and 
changing some stereotypical attitudes on both sides of the border. Those few 
experts who preferred sector accords to an FT A, said the sector accords could 
be negotiated within the framework of the Understanding and the TIFTs. 

• Experts who commented on the implications of a United States-Mexican FTA 
for third countries generally agreed that such an arrangement could dilute the 
benefits of the United States-Canada FT A by making Mexican products more 
competitive than Canadian products in the U.S. market. The Canadian 
industries identified as being particularly adversely affected are 
telecommunications equipment, electronic equipment, and power generation 
equipment. Most participants believed that trade diversion from other Latin 
American countries and the Caribbean would be minimal, but that the newly 
industrializing economies of the Far East would probably lose investors to 
Mexico. 

• Most experts were confident that the Uruguay Round would conclude 
successfully and that potential United States-Mexican FTA negotiations would 
not frustrate or detract from the Round. The majority of U.S. participants 
indicated, however, that the United States should not enter into FTA 
negotiations until the Round is concluded, while the majority of Mexican 
participants said that negotiations should begin as soon as possible. 

United States-Mexico FrA Option 

Advantages 

The majority of experts said that a comprehensive FT A holds the best prospect for 
broadening the United States-Mexican trade relationship. Some of the major advantages 
for the United States of an agreement cited by participants were that it would: 

• enhance U.S. competitive advantage among a world of emerging trading blocs; 

• improve U.S. access to a growing Mexican market of 85 million consumers; 

• benefit specific U.S. industry and agriculture sectors; 

• help develop the U.S. border area; 

• create jobs in the United States; 

• give certainty and predictability to U.S. investors by making Mexican economic 
liberalization permanent; 

• · benefit U.S. consumers with lower prices for Mexican products; and 

• decrease the flow of illegal immigration into the United States. 

Major advantages for Mexico of a United States-Mexican FTA cited by participants 
were that it would: 

• provide "secure" access to the U.S. market; 

• increase employment; 

• increase Mexican productivity and competitiveness; 



• increase and accelerate capital and investment flows; 

• !lllow Mexico to earn foreign exchange to meet its foreign debt burden; and 

• lower inflation. 

Disadvantages 
The majority of participants said that they saw no long-term disadvantages to a 

United States-Mexican FT A. Those opposing the FT A option, however, were usually 
vociferous in their opposition. U.S. labor representatives, for example, were concerned 
about the negative effects that such an agreement might have on the U.S: labor force. A 
number of experts representing different segme~ts of the. U.S. agncultural sector, 
concerned about negative effects on U.S. domestic production, were also adame!ltlY 
opposed to an FT A. Some of the major disadvantages of an agreement for the Uruted 
States as cited by participants were that it would: 

• . adversely affect U.S. workers; 

• ·hurt certain segments of the U.S. agricultural sector; 

• hurt the economies of the U.S. border areas; 

• have a negative effect on the environment; 

• not necessarily improve the U.S. trade balance; and 

• enable Mexico to seek exemption from U.S. trade laws. 

Major disadvantages for Mexico of a United States-Mexico FTA as cited by 
participants were that it would: 

• provide few benefits for Mexican work~.-s; 

• hurt the small Mexican farmer; and 

• hurt certain segments of Mexican industry. 

Sector Accord Option 

The majority of participants did not favor the sectoral approach either as an 
alternative to an FT A or as a way of achieving broader trade liberalization objectives. 
They said that, although sector accords would be easier to negotiate than an FT A, they 
have the disadvantage of being too narrowly focused, thereby making it difficult to 
balance benefits. Some experts, however, preferred the sectoral approach. Labor 
representatives, for example, said that sector accords are easier to manage than a 
comprehensive FT A, thus affording more opportunities to protect workers who could be 
displaced as a result of increased competition. Others said that the best way to achieve 
an FT A is on a step-by-step basis, through a series of individual sector accord 
negotiations. 

Experts identified three general sector-specific advantages that are likely to result 
from freer trade rules: the potential for complementary production, which would allow 
each country to concentrate on areas of comparative advantage; the possible creation of 
a strong, synergistic trading bloc which could more effectively counter foreign 
competition; and an expanded Mexican market. The primary concern expressed by 
experts for all sectors in both Mexico and the United States was that freer trade has the 
potential to cost jobs. Other troubling issues. included the consequences of lack of 
intellectual property protection for U.S. products in Mexico; the possibility of foreign 
domination of Mexican natural resources; price pressure on U.S. products from Mexican 
imports; and the likelihood that Mexico might serve as a conduit to the U.S. market for 
other foreign pr()ducers. 

Following are th~: ad.vantages and disadvantages of freer trade on certain sectors for 
the United State~ and ~exico, as suggested by participants in the investigation. 

v 



vi 

Agriculture 

Advantages: 

Would encourage specialization in complementary agricultural production of the two 
countries. Current Mexican import licensing requirements could be eliminated or 
revised under an FT A or sector accord. The potential for increased investment in 
Mexico could reduce industry labor costs and increase the efficiency of the Mexican 
food processing industry. Mexico could enjoy lower U.S. tariffs and more transparent 
and equitable phytosanitary measures and marketing orders. 

Disadvantages: 

The current wage differential between Mexican and U.S. workers would lead to 
relocation of production and processing activities, thereby eliminating U.S. jobs. 
Agricultural employment in Mexico might also be adversely affected since more efficient 
U.S. firms would displace Mexican farmers and force reform of the Mexican ejido 
system. 

Computers, telecommunications equipment, electronics 

Advantages: 

Would greatly expand the market for computers and equipment and 
telecommunications equipment in Mexico. Mexico would gain acce~s to technology 
necessary to compete internationally and to update its telecommunications system. 

Disadvantages: 

Small Mexican-owned computer equipment :md software companies would not be 
able to compete if all tariffs and nontariff barriers were eliminated. · 

Energy 

Advantages: 

Could increase the possibilities for collaborative efforts between U.S. and Mexican 
firms in drilling or exploration activities; such efforts would also benefit ancillary U.S. 
suppliers. ·Mexican experts noted that an FT A could increase access to capital for 
needed expansion and improvement of facilities. 

Disadvantages: 

Many U.S. participants recognized the generally strong popular opposition in Mexico 
to foreign participation in natural resources, such as energy, and suggested that inclusion 
of the petroleum sector would be a source of conflict in negotiations. 

Motor vehicles and parts 

Advantages: 

Could increase the competitiveness of U.S. motor vehicle and auto parts companies 
through complementary production. In addition, such regional cooperation would 
provide a counterweight to other emerging trading groups in Europe and A~ia. 

Disadvantages: 

Represe~tatives of U.S. labor voiced strong concern about job protection. 
Rep~es~ntauves o~ U.S. manufacture~ expressed the view that unless rules of origin 
specifying domesuc content and enVll'onmental and safety regulations were carefully 
crafted, the benefits of a U.S.-Mexican FTA could accrue to other foreign 
manufacturers, particularly the Japanese. 



Petrochemicals 

Advantages: 
Would be advantageous for Mexican industry by lowering U.S. tariffs. Mexican and 

U.S. producers would benefit if certain consuming sectors of the Mexican domestic 
market were expanded as a result of the Fr A. In addition, a regional industry in North 
America is perceived as a necessary counterweight to competition from other countries. 

Disadvantages: 

Mexican industry officials were wary of import competition from U.S. producers and 
advocated a long transition period in order to allow time for adjustment. In addition, 
there was apprehension that liberalization of foreign investment under an Fr A might 
result in foreign ownership of Mexican feedstock inputs. · · 

Pharmaceuticals 

Advantages: 

Would allow increased access to the Mexican market for U.S. companies and 
facilitate technology transfer to Mexican companies. 

Disadvantages: 

U.S. industry spokesmen worry that FrA negotiations may slow the improvement of 
Mexico's patent law. As protection for intellectual property is seen as the primary 
sectoral barrier to U.S. investment in and trade with Mexico, any such slowdown is 
viewed as a significant disadvantage of Fr A negotiations. · 

Services 

Advantages: 

Would help expand and make the Mexican trucking fleet more efficient; could 
increase the quality and timeliness of shipping and lower the transportation costs to both 
Mexican and U.S. companies. An agreement that allows foreign participation in 
Mexican financial markets could provide access to lower-cost capital in Mexico. 
Opening the Mexican insurance industry would provide a lucrative market for U.S. 
insurance providers. · 

Disadvantages: 

U.S. trucking interests reported several possible disadvantages from too rapid an 
implementation of an FrA, including strong competition to U.S. trucking firms in both 
U.S. and Mexican markets because of the wage differential. Mexican service industry 
analysts also expressed concern about competition from U.S. firms in the financial 
services sector and concluded that many Mexican companies would not survive Fr A 
liberalization. 

Steel 

Advantages: 

Would help producers in both countries specialize, producing complementary 
products; demand for such "niche production" would be likely to increase in an 
expanded Mexican market. In addition, an increase in certain Mexican exports, such as 
slabs and directly reduced iron, may be beneficial to the United States indUStry. 

Disadvantages: 

Me~~an prod~cers voiced concern about increased unport penetration. by 
compettttve U.S. mills. Conversely, U.S. producers suggested that increased imports of 

vii 



viii 

Mexican steel products may adversely affect them by lowering prices. In addition, U.S. 
producers and consultants noted that Mexico may serve as a conduit to the U.S. market 
by other foreign suppliers such as Japan, if rules of origin are not strictly written and 
enforced. 

Textiles and Apparel 

Advantages: 

Would expand export markets for U.S. suppliers if, as suggested by certain U.S. 
industry spokesmen, there is a shift from production in the Far East to Mexico. Would 
also encourage national specialization and a more competitive North American industry 
vis-a-vis other trading blocs. From the Mexican perspective, the elimination or revision 
of U.S. textile quotas under an FTA agreement would stimulate foreign investment in 
Mexico's industry. 

Disadvantages: 

U.S. labor representatives voiced strong concern that inclusion of this sector in an 
FTA would result in job losses for U.S. workers and could also contribute to exploitation 
of Mexican workers. 



INTRODUCTION 

This report is the second and final phase of the Commission's investigation of the 
trade and investment reforms recently undertaken by Mexico. The bilateral trade and 
investment relationship between the United States and Mexico is a strategically important 
one for both countries. It is a relationship promoted, in large part, by a complex set of 
cultural and economic ties fostered by a common border more than 2,000 miles long. 
This interdependence means that neither country can avoid being affected by the other's 
economic, social, and political climate. The relationship is not, however, symmetrical. 
Mexico's economy is only about 4 percent as large as the U.S. economy. The United 
States is Mexico's primary export market and its largest supplier of imports, accounting 
for fully two-thirds of Mexico's trade with the world. Mexico is the United States' third 
largest trading partner after Canada and Japan, but with United States-Mexican bilateral 
trade valued at just over $50 billion in 1989, it is a distant third. Moreover, the United 
States-Mexican relationship has not always been cordial. In the recent past, there have 
been many disagreements over trade policy. United States officials generally have 
regarded Mexican policies as highly interventionist, characterized by trade protection, a 
restrictive investment environment, a large degree of state ownership and control of 
business, and an overly regulated business climate. In addition, differing foreign policy 
perspectives on such volatile issues as debt, immigration, and illicit drug trafficking 
served to complicate further the bilateral trade relationship. 

Today, however, the tenor of the United States-Mexican relationship has changed 
significantly. Since mid-1985, Mexico has undertaken substantial trade and investment 
reforms in an effort to move away from a policy of import substitution and dependence 
on oil exports for foreign exchange earnings to a policy of openness to competition, 
modernization, and export-led growth. As a . consequence of its reforms, some 
long-standing bilateral trade frictions have been reduced or eliminated. As U.S. Trade 
Representative Carla Hills recently remarked before the House Ways and Means 
Subcommittee on Trade, "At no time in recent memory have our trade relations been as 
harmonious as they are today." · 

Thus, as a result of a process undertaken unilaterally by Mexico for its own internal 
development, trade relations between the two countries have become increasingly more 
cooperative and productive. Many government officials, private sector analysts, and 
businessmen on both sides of the border now believe that Mexico's reforms have created 
an opportunity to forge closer bilateral ties to the mutual benefit of both countries. A 
free trade area agreement (FTA} is the option most of these trade experts favor. 

In the past, most Mexicans strongly opposed the concept of an FT A with the United 
States, citing as a .major reason the infeasibility of such an agreement between two 
trading partners of disparate levels of development. Underlying this objection was 
Mexico's development strategy emphasizing import substitution over expon promotion 
and a fear of domination by the much larger and highly competitive U.S. economy. As 
late as a year ago, many Mexican Government officials continued to assert that an FT A 
between the United States and Mexico was an impossibility or an option that might be 
considered only in the very long term. . 

Ensuing developments rapidly altered the prospects for an FT A, however. In early 
1990, Mexican President Carlos Salinas de Gortari traveled to Europe. Reportedly, the 
Europeans made it clear that, in spite of the Mexican Government's recent reforms, 
Eastern Europe was their priority interest in terms of investment. The capital that 
Mexico needed to fuel its economy and stimulate investment would not, the Europeans 
intimated, be forthcoming from Europe. 

On June 10, 1990, President Bush and President Salinas met in Washington to 
discuss bilateral relations. The stated purpose of the ~t was to explore ways to 
broaden economic relations between the two countries. The two leaders determined that 
a comprehensive free trade area agreement would be the best vehicle to achieve their 
objectives and, accordingly, directed U.S. Trade Representative Carla Hills and Dr. 
Jaime Serra Puche, Mexico's Minister of Commerce and Industrial Development, to 
undertake the consultations and preparatory work needed. to initiate such negotiations. 
On August 8th, Ambassador Hills and Minister Serra jointly recommended the formal 
initiation of ~egotiations on a comprehensive FT A. President Bush accepted the 
reco~e~datior;i and announced that he woul~ notify Congress of the United States' and 
Mexico s intention to embark on FT A negotiations. 
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The purpose of this report is to provide a summary of experts' views on options the 
United States and Mexico might pursue to further broaden their bilateral trade 
relationship. When this study was initiated in November 1989, an FTA was only one 
option among several considered feasible. However, the experts' opinions obtained in 
this phase of the study reflected the rapidity with which the often rejected, previously 
nebulous concept of a United States-Mexican FTA became widely accepted as a viable 
mechanism to enhance trade between the two countries. Most of those surveyed in this 
investigation were so confident that FT A negotiations would be initiated and successfully 
concluded, that they offered very few other options that the two countries could pursue 
to further their trade relationship. 

The House Ways and Means Committee Request 

On October 18, 1989, the Commission received a request from the/House Committee 
on Ways and Means to provide the Committee with a comprehensive review of Mexico's 
recent trade and investment refonns. 1 As part of this investigation, the Commission was 
also asked to explore experts' views on prospects for future United States-Mexican 
relations. In response to the Committee's request, on November 8, 1989, the 
Commission instituted investigation No. 332-282, under section 332(g) of the Tariff Act 
of 1930. The investigation was conducted in two parts. Phase I, Recent Trade and 
Investment Reforms Undertaken by Mexico and Implications for the United States,2 
reviewed the liberalization measures undertaken since 1985 and implications for the 
United States. The Phase I report was submitted to the Committee in April 1990. Phase 
II, Summary of Views on Prospects for Future United States-Mexican Relations, 
summarizes the opinions of trade experts on possibilities for the future direction of the 
bilateral relationship.3 

Methodology 

As directed by the Committee, the Commission sought the views of recognized 
authorities, knowledgeable officials, businesspeople, and labor representatives familiar 
with United States-Mexican relations. Persons whose views were obtained included: 
U.S. and foreign trade negotiators and government officials; U.S. and foreign private 
sector representatives active in United States-Mexican bilateral business or trade; 
academics with relevant expertise, and executives of industry, labor unions, and other 
nongovernmental associations. 

The Commission obtained views through interviews, formal submissions, and hearing 
testimony. Direct interviews, the primary research method, were conducted by the 
Commission with a total of 209 individuals in the United States and Mexico.• The 
Commission received 62 written submissions and conducted three regional hearings, at 
which a total of 63 witnesses presented their views.5 (See appendix C for a list of 
witnesses appearing at the hearings and for a list of submissions.8) In addition, on June 
14 and 28, the Subcommittee on Trade, House Committee on Ways and Means held 

1 A copy of the Committee's letter of request is contained in appendix A. 
1 U.S. International Trade Commission, Rnitw of Trade and /nvtStment Libtralization 

Measures by Muico and Prospects for Future Unittd Statts Muican Relations, Phase I,' April 1990, 
USITC Publication No. 2275. 

1 See appendix B for Federal Rtgisttr notices relating to the Phase II investigation. . 
'The breakdown of interviews by group includes: U.S. executive branch, 41; U.S. Congressional 

staff, 3; U.S. academics, 11; foreipi government officials, 12; U.S. private sector, 15; other 
non-governmental expens, 21; foreign academics, 8; U.S. Government officials overseas, 6; and 
foreign private sector, 32. (Several meetings with association officials were attended by their 
members. Since the members were generally like-minded in their responses, each of these meetings is 
counted as one interview. Accordingly, in Monterrey, a meeting with the American Chamber of 
Commerce had 20 participants but is counted in the interview statistics as one U.S. private sector 
meeting. Another meeting in Monterrey with the Business Roundtable was attended by 16 
participants and is also counted as one U.S. private sector meeting. rmally, a third meeting in 
Monterrey with two Mexican manufacturers' associations was attended by 10 participants, but is 
counted as one foreign private sector meeting.) 

11 The Commission held 3 regional bearings in connection with this phase of Its investigation. 
Hearings were held on May 5 in Las Cruces, New Mexico, on May 8 in Tucson Arizona and on 
July 16 in McAllen, Texas. ' ' 

• A number of participants provided the Commission with copies of published articles texts 
speeches, etc., to supplement either their written statements or information provided in the inte~ews. 



public hearings to obtain information on current issues affecting United States-Mexican 
relations, and on proposals for future United States-Mexican economic relations. 
Written statements submitted to the Committee in response to its hearings were also 
included in the Commission's summary of views. Individuals interviewed, submitting 
written statements to the Commission, testifying at the Commission hearings, or 
submitting written statements. to the House Committee on Ways and Means, are 
hereinafter collectively referred to as "participants" in the investigation. 

Participants interviewed by Commission staff were requested to provide frank and 
personal opinions rather than official or formal positions of the governments, agencies, 
associations, or firms by which they were employed. The Commission obtained views on 
the basis of nonattribution, recognizing that this would be the best method of obtaining · 
the candid views desired. The report therefore employs a minimal level of attribution to 
protect the confidentiality of participants. However, some identification of the group or 
background of individuals expressing a particular view has been provided when such 
delineations were possible and meaningful. 

A standard questionnaire was not used in this investigation. Generally, participants 
were asked to state the best action that the United States and Mexico should take in 
order to expand their trade relationship, to define their understanding of what a United 
States-Mexican FTA should entail, to state the advantages and disadvantages of an FTA, 
sector accords, or alternative options, and to discuss any other consideration they felt 
was relevant to the subject. The direction of staff questions and the answers provided in 
interviews generally depended on the particular expertise and experience of the 
individual respondent. Frequently recurring opinions and considerations identified by 
the Commission form the basis for the summary of views. 

Organization of the report 

This report consists of two major chapters. Chapter 1 summarizes the participants' 
views concerning the advisability of pursuing the free trade agreement option as a means 
toward achieving greater bilateral trade. Chapter 2 -summarizes participants' views 
concerning the advisability of pursuing sector accords or other alternatives to an Fr A as 
a way to broaden bilateral trade. Chapter 2 also contains individual industry digests 
summarizing views on the effects of freer trade on particular sectors important in the 
United States-Mexican trade relationship. Background information and data on the 
bilateral trade relationship is contained in appendix D. 

xi 





Chapter 1 
Summary of Views on a 

United States-Mexico 
Free Trade Agreement 

Overview 
The majority of participants supported the 

idea of an FT A as the most appropriate option 
for the United States and Mexico to pursue to 
further broaden their bilateral trade relationship. 
United States and Mexican officials, economists, 
trade· analysts, and businessmen agreed, however, 
that the potential impact of an FT A will depend 
on the scope and content of the agreement and 
the transitional rules contained therein. They 
emphasized the need for quantitative assessments 
to help accurately evaluate the macroeconomic 
and microeconomic effects for both countries. 
Nevertheless, they generally believed that an FT A 
would benefit both countries by more efficiently 
allocating resources, lowering prices, increasing 
investment flows and encouraging greater product 
diversity. 

Accordingly, a United States-Mexico FTA 
was viewed by a majority of participants as help­
ing Mexico achieve long-temi noninflationary 
growth by further enhancing Mexico's investment 
climate, providing better access to the U.S. mar­
ket and to international capital markets. The 
United States, they said, would become more 
globally competitive under a United States-Mexi­
can FT A with the creation of new market 
opportunities, new employment, and the develop­
ment of new manufacturing and supply 
relationships. They also noted that Mexico, as 
the smaller partner with a gross national product 
(GNP) that is only about 4 percent the size of the 
United States' GNP, would be expected to be 
more significantly affected by any agreement. 

Many of the participants mentioned that eco­
nomic incentives are but one part of the reason 
that the U.S. Government should pursue an FTA 
with Mexico; they believed that geopolitical con­
siderations also make a United States-Mexican 
FT A an attractive prospect. A number of partici­
pants said that the development of a prosperous 
and politically stable Mexico, aided by an FT A, is 
in the "enlightened self-interest" of the United 
States. 

This chapter summarizes participants' views 
on the option of using a free-trade area agree­
ment to broaden bilateral trade opportunities. 
The sections below on "Perceptions" contain 
general observations made by participants regard­
ing market access in both countries, political 
stability in Mexico, United States-Mexican eco­
nomic and cultural differences, the existing 
bilateral trade negotiating framework, and timing 
of possible bilateral negotiations. These percep-

tions were offered by many individuals in an 
effon to provide some context for their views and 
often formed the foundation for the reasons they 
believed an FT A would be the best option for en­
hancing the United States-Mexican trade 
relationship. The remainder of the chapter de­
scribes participants' views on what should or 
should not be included in a possible United 
States-Mexican FT A; advantages and disadvan­
tages of such. an agreement for the United States 
and Mexico; and implications of a United States­
Mexican FT A for third countries and for the 
multilateral trading system. 

Perceptions About Market Access 

United States' perceptions about access to 
the Mexican Market 

Most participants, especially academicians 
and government officials, praised the Mexican 
liberalization process, agreeing that access to the 
Mexican market has improved dramatically since 
1985. These participants acknowledged that 
since that time, Mexico has made significant tariff 
reductions, harmonized its tariff structure, abol­
ished official prices, removed most import 
licensing requirements, and improved protection 
of intellectual property. Some individuals pointed 
out that the privatization and deregulation of cer­
to'.n sectors of the Mexican economy-for 
example in the ·area of food imports-also facili­
tated access. 1 

According to a leading U.S. expert on trade 
with Mexico, access to the Mexican market as 
compared with other countries can now be de­
scribed as generally favorable. Nevertheless, 
many participants indicated that there are some . 
remaining problem areas that could be appropri­
ately addressed through an Fr A.2 

Participants generally agreed that Mexico is 
now more open to U.S. investment than before, 
especially following the May 1989 changes in the 
country's foreign investment regulations. How­
ever, some participants suggest that an FT A could 
help encourage additional changes in Mexican 
law to further liberalize investment in such areas 
as financial services, petroleum exploration, and 
transportation. 

Many participants said that regulatory uncer­
tainties still make foreign investment in Mexico a 
risky undertaking. These participants noted that 
liberalization of the foreign investment regime has 
been implemented through executive decrees 
while Mexico's restrictive 1973 foreign invest­
ment law remains intact, and expressed concern 

' Private companies are now permitted to Import food 
directly. Before the liberalization of food Imports, 
CONASUPO (the Mexican food monop<>ly) was the sole 
im~oner. See Phase 1 report for more information. 

These problem areas include import license require­
ments, domestic content quotas on certain products, 
discriminatory government procurement practices and 
other nontariff barriers. 
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that the successor to President Salinas could nar­
rowly interpret the restrictive 1973 law. As one 
attorney and trade consultant explained: 

... as long as the treatment of foreign invest­
ment remains based on regulations that are 
subject to change, the U.S. investor will feel 
that his long-term prospects are not assured. 

Some participants, especially those represent­
ing agricultural sectors, were particularly vocal in 
discussing restrictions impeding access to the 
Mexican market. Several participants pointed 
out that import licensing requirements still restrict 
about 59 percent of the value of U.S. agriculture 
exports to Mexico. Such licenses continue to af­
fect U .s. exports of grains, oilseeds, dairy 
products and numerous other horticultural prod­
ucts. According to one participant: 

In any given year, Mexico consistently ranks 
number one or two as a destination for U.S. 
sorghum exports and number five or six as a 
market for U.S. com. The Council has esti­
mated that current trade restrictions such as 
import licenses constrict the total [Mexican] 
import market by as much as 3 million met-
ric tons.3 · 

Other barriers to U.S. agriculture exports 
noted by participants included high tariffs for cer­
tain items (such as processed food, specialty 
crops), import quotas, and health regulations.4 A 
U.S. cattle exporter asserted that Mexican sani­
tary requirements are implemented in such a way 
as to impede trade. s 

United States com and sorghum suppliers 
stressed that regulatory uncertainties are a major 
problem since these make Mexico an unreliable 
market. For example, one participant related 
how Mexico lifted and then reimposed licensing 
restrictions on U.S. sorghum exports according to 
the availability of supplies from domestic 
sources.8 

The unreliability of the Mexican market for 
various reasons was mentioned by several non­
agricultural exporters as well. A spokesman for 
U.S. suppliers of petroleum equipment cited sev-

• Darwin E. Stolte, President of the U.S. Feed Grains 
Council, copy of his letter of Aug. 2. 1990 to Ambassa­
dor Carla Hills, U.S. Trade Representative, as submitted 
for the record. 

.. For example; at the Commission's Las Cruces 
bearln$, Edward Avalos of the New Mexico Department 
of Agriculture, cited apples, Christmas trees, cattle and 
sheep, as examples of U.S. expon Items whose access to 
the Mexican market Is impeded by various tariff and 
nontarilf barriers. 

11 At the Commission's Las Cruces bearing, Roben A. 
Baesler of Diamond A Cattle Company described bow 
Mexican health regulations Increased the cost of shipping 
breeding cattle to Mexico, and caused delays In ship­
ments. 

11 Testimony of Jack Eberspacher, executive director of 
the National Sorghum Producers Association, McAllen 
hearing, tr., p. 171. 
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eral problems that are currently taking place at 
Petroleos Mexicanos (Pemex), the national oil 
company, on account of its frequent organiza­
tional changes. One such reported problem is 
that equipment suppliers are required to con­
stantly adjust to new, complicated purchasing 
procedures that invariably follow each new organ­
izational reform of the monopoly. 7 Others are 
the ongoing changes in ownership, the instability 
and daily devaluation of the peso, the uncertain­
ties of rules on profit repatriation, and several 
other factors that discourage U.S. suppliers and 
investors. In concurrence with many other par­
ticipants, this participant also mentioned the 
difficulties in maintaining patent protection and 
technological agreements in the Mexican legal 
system as an important access problem. 

Access to the Mexican market was also dis­
cussed by participants in broader terms than just 
Mexican trade and investment barriers. For ex­
ample, a few participants perceived that certain 
general economic measures such as Mexico's ex­
change rate policy, transportation regulations, 
and other infrastructure problems, were impedi­
ments to access. Several exporters noted that the 
overburdened U.S. infrastructure in the border 
area impeded their access to the Mexican mar­
ket. These participants and several individuals 
involved in the economic development of the bor­
di:,r area talked about the inadequacy of facilities, 
such as U.S. highways in the proximity of Mex­
ico; the approach to the port of Corpus Christi, 
Texas; and the limited railroad capacity on lines 
crossing into Mexico. Several witnesses at the 
Commission's regional hearings testified that the 
inadequacies of existing customs facilities result in 
congestion and considerable delays on the bor­
der. Participants suggested that access into. 
Mexico could be improved by upgrading both 
countries' customs' facilities, notably their com­
puter systems and coordinating customs' 
computer facilities with those of the railroads. 

Most participants perceived the relatively un­
derdeveloped state of Mexican infrastructure­
highways, railroads8 , bridges, utilities, ports, stor­
age facilities-the inadequate trucking services, 
and a poor education system as an even greater 
access problem for U.S. interests than the infra­
structure inadequacies in the U.S. border area. 
Many stated that the problems associated with the 
poor Mexican infrastructure should be made a 
high priority issue in the FT A negotiations, be­
cause an FT A will generate additional trade that 
must be accommodated. 

7 Testimony of Gary D. Nicholson, President of 
Petroleum Equipment Suppliers Association, McAllen 
bearing, tr .• p. 65. 

•See, for example, testimony at the McAllen Texas 
bearing by Juan Manuel Correa, on behalf of the Union 
Pacific Railroad Company. He recommended that U.S. 
private investment should be encouraged Into railroad 
modernization and additional capacity, and that Mexico 
should make legislative changes to open the railroads to 
private capital. 



Mexican perceptions about access to the 
U.S. market 

Although the majority of U.S. academics and 
Mexican participants noted that U.S. quotas for 
certain products and selected high tariffs were 
.. the most glaring" trade barriers for Mexican 
products entering the United States, a number of 
other impediments were cited. These included 
discriminatory border procedures, inadequate 
border infrastructure, seasonal tariffs and market­
ing orders for certain agricultural products, 
sanitary regulations which were unclear or were 
applied arbitrarily, and U.S. union work rules and 
content requirements for certain auto products. 
One Mexican industry representative suggested 
that "there has been a past pattern of the United 
States increasing trade barriers whenever Mexico 
becomes competitive iri a particular industry." 

The most egregious barrier cited by partici­
pants was the U.S. Customs procedures at the 
border. Mexican exporters, U.S. manufacturers 
of maquila products reentering the United States, 
and several U.S. Government officials in Mexico 
were unanimous in decrying procedural impedi­
ments to trade, including ambiguous, .. inefficient 
and capricious" import regulations, unskilled cus­
toms officials and paperwork requirements. 

Several Mexican businessmen recounted re­
ported delays of 1 year to 18 months in receiving 
written tariff classification from U.S. Customs 
headquarters in New York City for certain prod­
ucts, a procedure reportedly made necessary by 
the refusal of border inspectors to commit in writ­
ing verbal classifications made upon entry. 
Several U.S. participants with businesses located 
in Mexico noted that zealous drug interdiction ef­
forts often needlessly damage packaging and 
goods. A witness appearing at one of the Com­
mission's regional hearings noted: 

U.S. Customs evaluation procedures differ 
as you go from district to district or port to 
port. If you're looking at a maquila product 
on the border [and] you're in Laredo, 
Texas, U.S. Customs will value that item pri­
marily on the basis of transaction value. If 
you're in EI Paso, Texas, they're likely to 
value that product on the basis of con­
structed cost. Same product, two different 
valuations, and we think that this is a hin­
derance to trade.e 

Several U.S. Government officials suggested 
that such problems may be due, in part, to the 
poor training of Customs agents along the border. 
They complained that U.S. Customs stations are 
"staffed by GS-3s and GS-4s who seldom stay 
long and some of whom have a hostile attitude 
toward all Mexicans entering the United States-

•Tucson Hearing, tr., p. 86. 

whether businessmen, government officials or day 
shoppers." 

Echoing the view that the availability of infra­
structure "will ultimately be the litmus test"10 
determining the extent of U.S. investment in 
Mexico, a number of participants counseled that 
U.S. facilities are in need of major renovation if 
trade between the countries is to expand. Ship­
ment delays of several days were noted as 
common in some cases, with agricultural ship­
ments often spoiling when this occurs. 

Despite recent proposals for infrastructure 
improvements, 11 one hearing participant conjec­
tured: 

... there seems to be a lack of appreciation 
on the part of the Federal agencies involved 
on the need not only to construct new facili­
ties, but to revisit established border stations 
to determine better ways to improve the 
physical access of passenger and commercial 
vehicles. 12 

For· many Mexican agricultural producers, 
U.S. Department of Agriculture and U.S. Federal 
Drug Administration sanitary regulations are seen 
as "nontransparent, complex, [and] unevenly ap­
plied," thus constituting a major barrier to access 
to the U.S. market. Although by law some im­
p:"rts must meet U.S. grade and quality standards 
as regulated by marketing orders, U.S. Govern­
ment officials and Mexican representatives 
acknowledged that "problems arise when com­
modities come under new marketing orders or 
existing requirements are changed." One type of 
problem they mentioned was the aquisition of in­
formation on the reasons for the rejection of 
certain agricultural products. Specifically, they 
cited a Mexican exporter of a product not made 
in the United States who was forced to file a 
Freedom of Information Act request to obtain 
specific information on the reasons for rejection 
of a shipment of his. product. 

Several representatives of Mexican agriculture 
urged that while "sanitary conditions are not ne­
gotiable and Mexico realizes they must be met," 
animal and plant health considerations .. should 
be based on scientific fact and not used as a trade 
barrier." A further suggestion was made that 
both countries should establish standards and 
regulations on an international basis. 

Other Mexican agricultural products exported 
to the United States, (e.g., cotton, dairy prod­
ucts, sugar and sugar-containing products, and 
peanuts) are subject to quotas. Outside of the 

10 Tucson bearing, tr., p. SO. 
" One improvement plan calls for renovation and 

expansion of 18 border inspection stations and replace­
ment of an additional 10 antiquated stations. In 
addition, U.S. Customs are reevaluating the "truck 
processing strategy, " in some cases instituting "quick 
release truck booths." Las Cruces hearing, tr., p. SO. 

12 Tucson bearing, tr., p. 7S. 
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agricultural sector, certain steel mill products and 
textiles are also subject to quota regulations. 
From the Mexican perspective, such policies ef­
fectively block many commodities for which 
Mexico has a comparative advantage vis-a-vis the 
United States. This same argument was repeated 
in reference to such Mexican products currently 
subject to high U.S. tariffs, e.g., com brooms13 

and cut glassware. Quotas and certain high tariffs 
were perceived by many Mexican participants as 
evidence that the United States' market is more 
closed than that of Mexico; one participant char­
acterized the United States as "extremely 
protectionist" and several participants estimated 
effective U.S. tariffs as between 12 and 20 per­
cent. 

Spokesmen for the Mexican auto industry 
noted that work and content rules demanded by 
U.S. labor groups effectively limit the amount of 
production that can be shifted to Mexican plants. 
These requirements were characterized as "a limit 
on what we can do," given the competitive nature 
of Mexican production facilities. 

Perceptions About Political Stability 
in Mexico 

Several U.S. and Mexican participants said 
that although Mexico has undergone economic 
structural adjustments since joining the GA TI in 
1986, its political system has remained essentially 
the same and has been controlled by one political 
party for the past 60 years. Participants on both 
sides of the border stated that Mexico's political 
system needs to become more democratic. 

A few U.S. and Mexican participants stated 
that the United States should condition its entry 
into an FT A with Mexico on a promise by the 
Salinas Administration to quicken the pace of po­
litical reform in that country. Proponents holding 
this view believed that free and fair elections and 
reform of the long dominant political party, the 
Partido Revolucionario lnstitucional (PRI) , will 
not take place unless the United States applies 
pressure through FT A negotiations. These par­
ticipants said "the United States should not be 
entering into an FT A with a country which does 
not have a democracy." They further reasoned 
that Mexico's economic reforms will not be se­
cure without much needed political reforms. 

One U.S. political analyst said that the U.S. 
administration has focused too much attention on 
Mexico's economic reforms and not enough on 
its political reform. He asserted that the U.S. ad-

,, Broomcom brooms are a politically sensitive issue 
in the United States because disabled workers are 
involved in the U.S. production of these products. 
Brooms made of broomcom are subject to U.S. tariffs 
and quotas that limit imports and provide for tariffs as 
high as 32 percent to protect blind and handicapped 
workers in the United States. Mexican officials have 
rejected this argument, alleging instead that the restric­
tions are to protect certain U.S. companies. 
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ministration needs to push "the cause of democ­
racy," similar to what is being encouraged in 
Eastern Europe. A noted U.S. academician 
voiced strong support for a United States-Mexi­
can FT A but only if Mexico "can liberalize its 
political system and have open and fair elec­
tions." He did not believe the United States 
should enter into an FT A with an "authoritarian 
regime." 

Many of the participants who expressed con­
cern about the need for political reform in 
Mexico also stated that, without U.S. pressure in 
an FT A, the PRI will be reluctant to give up its 
control of the economy through its bureaucratic 
control of state-owned industries, the farming sec­
tor, customs, and the regulation of private and 
foreign business. Several representatives of U.S. 
labor groups stated that Mexican workers will 
"continue to be exploited by U.S. and Mexican 
companies until free elections provide them with 
the right to pass legislation to protect their rights." 

The majority of U.S. and Mexican partici­
pants, however, were adamantly opposed to any 
conditioning of any FT A on such a "free elec­
tion" promise. Many noted that the United 
States should not meddle in the internal affairs of 
another country, "jUst as we would not want an­
other country to me.ddle in our affairs." One 
U.S. analyst questioned the fairness of the re­
qu.!st by saying, "the linkage between political 
and economic reform does not exist in other 
FTAs (i.e. Canada) so why should it be included 
in the Mexico FTA?" He said that it would be 
counterproductive to any political reforms being 
contemplated in Mexico and concluded that the 
FTA itself would be "the best medicine" for en­
couraging political reform. As one U.S. trade 
negotiator stated: 

Mexico has the form of democracy hut not 
the substance .... Does the United States 
care? Yes, Mexico might not be a function­
ing democracy in the Western tradition, but 
it is not a brutal military country either. . . . 
We want to support Mexico because it is in 
our long term economic and political interest 
to do so. Political freedom and economic 
freedom go hand in hand. . Rising expecta­
tions [in Mexico] will create demands for 
change by creating a system that fosters 
change. 

Another U.S. participant stated: 

Mexico is extremely sensitive to the United 
States telling them what to do. Conditioning 
an FT A on political reform would be coun­
terproductive since it is in the United 
States's best interests economically, politi­
cally, and strategically to enter into an FTA. 

Nevertheless, many Mexican and U.S. partici­
pants expressed reservations and concerns over 
reports concerning Mexican electoral fraud and 



stated their desire that free and fair elections 
should be held. Other U.S. participants sug­
gested that it would be much more difficult for 
the U.S. Congress to approve an FfA if there is 
ongoing evidence of electoral fraud. 

Reversibility of reforms.-A number of U.S. 
participants expressed lingering concerns about 
the sustainability and furtherance of Mexico's 
economic reforms. Since the restrictive 1973 in­
vestment law remains intact, participants believed 
that a new Mexican president could reverse the 
nature of the implementing regulations. In par­
ticular, they noted that a significant break from 
the current direction of liberalization could 
worsen the business climate in Mexico, especially 
for foreign investors. It is for this reason, U.S. 
participants suggested, that potential investors 
continue to lack confidence in the stability and 
continuity of Mexico's trade and investment re­
forms. 

United States' participants from the private 
sector expressed varying degrees of concern 
about the possible reversibility of Mexico's eco­
nomic reforms. Some believed that the 
liberalization measures will continue, even if the 
opposition party candidate is elected. Others said 
that "concern about the longevity of Salinas' re­
forms is legitimate·; governments can change their 
minds." Still others found it difficult to imagine 
that an opposition candidate could win a presi­
dential election in Mexico. 

Some U.S. and Mexican participants specu­
lated that if the leading opposition party in 
Mexico, the Partido de la Revolucion 
Democratica (PRD), were to win the 1994 presi­
dential election, the thrust of many of the reforms 
instituted under the Salinas administration could 
be reversed. A few Mexican participants who 
supported the PRD's position, said that the PRD 
does not oppose a United States-Mexican FfA, 
but has cautioned that negotiations must proceed 
slowly. They also said some of the current eco­
nomic reforms were needed and would be 
maintained if an opposition candidate assumed 
the presidency, however, those reforms which 
"have not been beneficial to Mexico" would be 
reversed. 

Within Mexico, government and business par­
ticipants sympathized with the U.S. concerns 
regarding the permanence of the economic re­
forms, and downplayed the apprehension of 
reversibility by stating that any government, not 
just Mexico, can change its policies, especially in 
a democracy. Said one former Mexican Govern­
ment official "[The United States] is asking for 
democracy [in Mexico] and democracy has its 
risks." Many Mexican participants, particularly 
those in the private sector, did not believe an op­
position candidate would reverse any of Salinas' 
reforms. They insisted that "the Mexican people 

have confidence and faith in their government, 
and Salinas' [likely) successors believe in free 
trade, so the changes are irreversible." Many 
also noted that governments do not usually "jump 
from one thing to another quickly." 

Stability and continuity of economic reforms 
dependent upon an FTA.-Both Mexican and 
United States private sector participants said that 
the stability and continuity of Mexico's economic 
reforms may depend, in part, upon the success of 
the Ff A negotiations to produce an agreement 
and that an Ff A, through "codification," would 
ensure the permanancy of the reforms. As one 
Mexican businessman remarked: 

According to the Constitution of the United 
States of Mexico, an international treaty, 
executed by the President of Mexico, rati­
fied by the Mexican Senate, and not 
contrary to the Mexican Constitution, be­
comes a supreme law of Mexico, having the 
same force and effect as all Mexican federal 
laws. Therefore, a Free Trade Agreement 
would adequately address the concerns of 
those who fear that the recent changes im­
plemented by the Government of Mexico 

. could be reversed by other administrative ac­
tions.14 

United States Government officials and political 
an.ilysts also believed that an Fr A "constitutes an 
international commitment which could lock in the 
domestic reforms instituted over the past five 
years." 

Several businesspeople asserted that "if 
Salinas' reforms do bear fruit and the economy 
grows in the next few years, the reforms should 
remain. However, there is a possibility of reversal 
if the economy doesn't grow." Several U.S. and 
Mexican officials cautioned that if the U.S. Con­
gress does not approve the IT A, this rejection 
could "spark a reversal of the reforms." Said one 
Mexican participant, "if the Ff A does not go 
through, Salinas and the PRI are finished." 
These participants believed that if the U.S. Con­
gress were to reject an Ff A, it would be a 
"colossal mistake," a "political misstep," and "a 
security disaster for the United States." 

Perceptions About U.S.-Mexican 
Diversity 

A number of participants discussed various 
differences between the United States and Mex­
ico that could possibly complicate any Ff A 
negotiations. These differences included the 
asymmetrical levels of economic development, di­
verse· traditions and languages, and different 
levels of experience in conducting Fr A negotia­
tions. 

1• Written submission of Lie. Raul Rangel Hinojosa, 
Vitro, Sociedad Anonima of Monterrey, Nuevo Leon, 
Mexico, to the Commission. 

1-5 



Disparity in economic developmen~.-The m~­
jority of participants who expressed VIews on this 
subject believed that differences in the level of 
economic development between the United States 
and Mexico could make FT A negotiations diffi­
cult, but said that this was not an insurmountable 
problem. Two general pos.itions wer~ arti~1:11ated. 
One view emphasized the inherent dispanues be­
tween developed and developing economies. 
According to panicipants holding this view, an 
FTA between the United States and a country 
that is significantly less economically advanced 
could not fully achieve free trade among the part­
ners for both economic and political reasons. 
Many noted that the vast wage differential would 
further complicate the negotiations, with a few 
participants even suggesting that a United States­
Mexican FTA would be "inappropriate and 
inadvisable." 

This disparity in income was cited as "a strong 
inducement for illegal migration to the United 
States while the political climate and economic 
uncertainty in Mexico continue to limit the south­
ward investment flow that could create new job 
opportunities. "15 Another worry was that the 
present asymmetry between the economies would 
lock each country into its current comparative ad­
vantage niches and never really allow Mexico to 
develop. 

The other view, held by the majority of par­
ticipants, was that although the Mexican and U.S. 
economies have disparate levels of development, 
they are also complementary and thus invite 
closer economic ties for the mutual benefit of 
both countries. Some participants even suggested 
that FT A negotiations with Mexico could be eas­
ier than those with Canada. In general, 
participants believed that, if both sides are sensi­
tive to the concerns of those industries and labor 
o_rganizations that are likely to be most affected 
by the trade concessions, an equitable agreement 
can be formed. 

Cultural dif/erences.-The majority of partici­
pants said that, because of the close proximity 
and cultural integration that exist between the 
United States and Mexico, cultural differences 
should not hinder development of a United 
States-Mexican FTA. Many people regarded the 
impact of different languages, traditions, history, 
and customs of the neighbors as negligible on 
FT A negotiations. A few participants noted that 
during the United States-Canadian FTA talks, 
Canada, being so similar to the United States, was 
perhaps rightly concerned about U.S. cultural 
domination on its society, but since Mexico's 
"culture is so strong and distinctive," its fear of 
U.S. domination should be minimal. As one 

111 Clark W. Reynolds, "The economic outlook for the 
United States in the 1990s with implications for Mex­
ico-U.S. relations," presented at conference on 
U.S./Mexico Industrial Integration, Woodlands, Texas, 
Dec. 7-10, 1989. 
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U.S. Government official asserted, "Mexico is 
much more self-confident culturally than Can­
ada." 

Disparity in negotiating experience.-There 
were mixed views on the resources both countries 
have available to conduct negotiations. A few 
panicipants worried that Mexican trade officials 
are inexperienced in negotiating FT As, whereas 
the United States has concluded agreements with 
Canada and Israel. These panicipants suggested 
that the disparity could result in "missed commu­
nications" and "crossed signals," making FTA 
negotiations very difficult. Other participants 
mentioned that the Mexican Government re­
cently created a special unit for the sole purpose 
of working on United States-Mexican FTA nego­
tiations. They said that, while the Mexican 
negotiators may need "a lot of learning" relative 
to the U.S. negotiators, they will be "fast learn­
ers." Another perception was related by a few 
Mexican businessmen who believed that the 
United States has many more resources to devote 
to the microeconomic analysis of the probable ef­
fects of an FT A and, therefore, will be able to 
identify areas of concern and benefit more readily 
than the Mexicans. 

Perceptions About the Current 
Negotiating Approach 

In 1987, the United States and Mexico signed 
a bilateral understanding which established princi­
ples for their trade and investment relations and 
established a consultation mechanism for the 
resolution of trade disputes.HI In 1989, the two 
Governments signed an understanding committing 
them to undertake Trade and Investment Facili­
tation Talks (TIFTs) for possible negotiations in 
specific product areas or cross'."sectoral issues. 17 

The majority of those participants who were 
knowledgeable about these arrangements gener­
ally agreed that they laid the groundwork for a 
United States-Mexican FT A. Several participants 
said that the 1987 Framework Understanding 
presented a good forum for negotiations, pro­
moted more interest in trade, changed some 
stereotypical attitudes on both sides of the bor­
der, and made some progress in improving trade 
relations. Moreover, they agreed that consulta­
tions and negotiations conducted under the 
auspices of the arrangements allowed the United 
States and Mexican trade officials to establish a 
dialogue, develop mechanisms for resolving dis­
putes, and obtain information on the other 

11 Cunently, 10 working groups provide a forum for 
discussin~ issues in the following areas: agriculture, 
industry electronics, automobiles, steel, textiles), 
services transportation, insurance), investment and 
intellectual property rights, and tariffs. 

17 The two areas the Governments have agreed to 
negotiate on are petrochemicals, and standards, regula­
tions, and certification. Details on the 1987 Framework 
of Understanding and the 1989 TIFTs are in ch. 2, 
Phase I report. 



country's people and institutions involved in 
trade. Most panicipants believed that these 
benefits helped move the United States and Mex­
ico towards freer trade. A noted Mexican critic 
of the FT A felt that the TIFTs, by moving ahead 
in such problem areas as taxes, intellectual prop­
erty, ·and investment, were sufficient and should 
be allowed to continue "to see where the United 
States and Mexico relations are going." Only 
then, he said, should we move forward with an 
FTA. A few panicipants, however, were skepti­
cal of the arrangements, describing them as 
"more cosmetic than substantive" or "agreements 
to agree." Many businesspeople, from the 
United States and Mexico, were not familiar 
enough with the arrangements to comment on 
their effectiveness. 

Perceptions About Timing of an FTA 
Panicipants' comments concerning the timing 

of a potential FT A generally revolved around 
three major themes: 1) the speed of the negotia­
tions, 2) the relationship to Uruguay Round talks, 
and 3) phase-in requirements for concessions. 

Speed of the negotiations.-The majority of 
Mexican panicipants said that United States­
Mexican FT A negotiations should begin as soon 
as possible and conclude quickly. Many Mexican 
panicipants were unfamiliar with, and skeptical 
of, the "fast track" FTA negotiating procedures 
and legal requirements in the United States. One 
PRI spokesperson, in declaring that there should 
be a special effort on both sides to complete the 
negotiations by the end of 1990, asked, "If Presi­
dent Bush has the authority to push the button 
that could destroy the world, why doesn't he have 
the authority to conclude an FT A quickly if he 
wants to?" 

A number of United States and Mexican par­
ticipants believed that United States-Mexican 
negotiations could conclude in considerably less 
time than it took to conclude the Canadian agree­
ment. These panicipants cited prior negotiations 
under the 1987 Framework Understanding and 
the 1989 TIFTs talks as having "paved the way" 
for an FT A, by already addressing and eliminat­
ing some trade barriers. They pointed out that a 
United States-Mexican FTA will also have the ad­
vantage of building on whatever results come 
from the Uruguay Round negotiations. A former 
USTR negotiator opined that the FT A negotia­
tions "could be formally initiated and completed 
in six months." Assuming a mid-summer of 1991 
beginning, he believed that negotiations could be 
compl_eted by the beginning of 1992, with first re­
sults implemented as early as January 1, 1993. 

The majority of Mexican panicipants stressed 
the urgency for starting and completing the . bar­
gaining sessions quickly, as the "window of 
opportunity" would not be open indefinitely. 
They pointed out that Mexico needs to move rap-

idly on an agreement for a variety of economic 
reasons, including the need to increase invest­
ment, improve standards of living, and encourage 
the return of flight capital. Additionally, a num­
ber of panicipants also asserted that for political 
reasons, the Salinas Administration will want to 
conclude negotiations quickly. Others said that 
the immense strategic benefit to the United States 
of a stronger Mexico was another incentive for 
completing the trade discussions "as soon as pos­
sible." A few panicipants said it is preferable for 
both countries to conclude an agreement now, 
and resolve any problems later. 

Another view was presented by other panici­
pants who noted that the United States-Canadian 
Ff A negotiations took several years to complete 
even· though the two. neighbors have similar 
economies. They stated that Mexico and the 
United States should study carefully the possible . 
impact of an Ff A before embarking on negotia­
tions and then proceed slowly to phase in the 
concessions. Citing the asymmetry of economies 
between the United States and Mexico, many 
U.S. panicipants expressed sentiments similar to 
the assessment by one participant that "it will 
take more than a magic wand to initiate and con­
clude a comprehensive trade agreement with 
Mexico." 1a Many believed, for example, that the 
disparity in wage levels will make the negotiations 
m~!Ch more difficult. Others anticipated that the 
U.S. Congress needs to be "sold on the idea" of 
an FfA with Mexico. Many U.S. businessmen 
and a few Mexican businessmen urged that the 
talks not be "rushed" since companies will need 
to rationalize their manufacturing processes. Sev­
eral businesspeople supported a gradual 
implementation of an FT A, "as opposed to an 
immediate, shocking, and probably unnecessarily 
disruptive implementation for the agreement." 19 

A few Mexican and United States business­
men and academicians recommended that 
negotiations should not begin for at least 4 or S 
years. They were concerned about Mexico's ex­
ternal debt situation and the pressures that would 
be placed on many of the Mexican companies 
unable to compete with U.S. firms. 

A number of panicipants said that upcoming 
national elections in both countries could also in­
fluence the timing of an FT A. Several experts 
recommended that the negotiations be completed 
before the 1992 presidential election in the 
United States. A common sentiment expressed 
was that" [negotiators) would hate for the FTA to 
drag into the 1992 elections which would make a 
mess of it." A few panicipants intimated that, if 

1• Statement of John E. Avery, Company Group 
Chairman, Johnson &. Johnson, to the Subcommittee on 
Trade, House Committee on Ways and Means, June 14, 
1990. 

111 Statement of Gerard J. Van Heuven, Executive 
Vice-President U.S.-Mexico Chamber of Commerce to 
the Subcommittee on Trade, House Committee on Ways 
and Means, June 28, 1990 .. 
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FTA negotiations are not completed by 1992, 
U.S. negotiators would be reluctant to conclude it 
until after the Mexican presidential election in 
1994. They reasoned that the uncertainty of who 
will succeed President Salinas could stonewall any 
further negotiations for free trade between the · 
two countries. 

Relationship with Uruguay Round.-A general 
consensus emerged, particularly among U.S. par­
ticipants, that formal negotiations should not 
begin prior to the conclusion of the Uruguay 
Round. However, a few participants contended 
that because the bilateral talks would not conflict 
with the multilateral talks, the two could take 
place simultaneously. Some participants who 
shared this view noted that the Uruguay Round 
could possibly be extended beyond December 
1990 and that FTA negotiations should not be 
held up because of that fact.20 

Phase-in period for FTA concessions.-Many 
participants stated that a tariff phase-in period for 
certain industries and products likely to be ad­
versely affected in both countries will be 
necessary in order to provide a "soft landing. "21 

In particular, many experts suggested that a ten­
year phase-in period such as that provided by the 
United States-Canadian FTA would be an appro­
priate adjustment period to allow both Mexican 
and U.S. companies to adjust to increased com­
petition. However, a number of U.S. interests 
opposed to an FTA (e.g., labor, certain agricul­
ture sectors, and certain industries) assened that 
an FTA should include, at a minimum, a lengthy 
phase-in period (20 to 25 years) to permit such 
adjustments as relocation and retraining.22 

Some Mexican and U.S. business representa­
tives proposed that Mexico receive a .. jump stan" 
reduction in certain U.S. tariff and non-tariff bar­
riers, even before the completion of negotiations 
for an FT A. They reasoned the Mexican econ-

ao Statement of Rep. Jim Kolbe before Subcommittee 
on Trade, House Committee on Ways and Means, 
June 14, 1990. 

• 1 The General Agreement does not require the 
immediate removal of all duties and other restrictive 
regulations as soon as a free trade agreement is Imple­
mented. In fact, OATT an. XXIV:S permits an "interim 
agreement" consisting of a "plan and schedule for the 
formation of such a customs union or such a free trade 
area with a reasonable length of time." Trade experts 
indicate that this provision would allow a phasing in of 
the reduction and removal of barriers between parties. 
Moreover, the elimination of tariffs and other trade 
impediments need not occur at the same pace for all 
products or for both parties. A gradual approach, 
reducing tariffs over a period of years, would help deal 
with the political and economic problems that will 
inevitably arise. "Interim agreements" with phasing-in 
features are found in nearly all customs unions and free 
trade areas. 

n Certain lar'e U.S. manufacturers who have had 
facilities in Mexico for decades argue that there should 
be transitional tariff and rules of origin protection for 
their existing investment. They claimed that because they 
were in Mexico during the "tough" years of crisis, they 
deserve some safeguard protection from other U.S. and 
foreign manufacturers to get ready for an open market. 
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omy needs the immediate benefits in preparation 
for the dislocation which an FT A would otherwise 
immediately create. Further, such a move could 
provide an important stimulus to investment in 
Mexico.23 Proponents of this view thought the 
special treatment would also be justified by 
Mexico's large unilateral tariff reduction since 
joining the GATI in 1986. 

Most U.S. participants did not agree with the 
"jump stan" idea. They noted that the United 
States-Canadian FT A has symmetrical tariff re­
ductions and believed that an agreement with 
Mexico should be similarly constructed. They 
also stated that current U.S. tariffs are already 
low for most products and that a further reduc­
tion, even on a preferential basis, would not 
make much difference. In addition, participants 
holding this view believed that the U.S. Congress 
would not deem it politically feasible to permit 
such a "jump stan" for Mexico. 

Definition of a United States­
Mexico FfA 

Participants expressed a number of different 
views regarding the content of a United States­
Mexican FT A. There was a general consensus, 
however, that any agreement should be GA TI­
consistent, eliminating "substantially all" tariff 
and nontariff barriers to trade. Most participants 
agreed that the agreement should be comprehen­
sive and address not only general market access 
issues, but also investment regulation, protection 
of intellectual propeny, certain service sectors, 
product standards and certification, agriculture, 
infrastructure, environmental protection, energy, 
rules of origin, safeguard or emergency actions, 
and dispute settlement procedures.2• Or, as a 
number of participants said, "everything should 
be on the table." 

m Written statement by Juan Gallardo, chairman of 
the Mexican Section of the U.S.-Mexico business 
committee to the the Subcommittee on trade, House 
Committee on Ways and Means, June 14, 1990. 

u Article XXIV:S(b) of the GATT, permits parties to 
enter into FI'As under certain circumstances. It states: 

A free-trade area shall be understood to mean a 
group of two or more customs territories in which 
the duties and other restrictive regulations of 
commerce (except where necessary, those per­
mitted under Articles XI, XII, XIII, XIV, XV 
AND XX) are eliminated on substantially all the 
trade between the constituent territories in prod­
ucts originating in such territories. 

FI'As, like the OATT, once may have been interpreted 
as addressing mainly tariffs or other border measures 
between countries, but even tbe GATT, by including 
•other restrictive regulations" in its description of FI' As, 
leaves the door open to broader interpretations. Today, 
both multilateral agreements (e.g., the Tokyo Round 
Codes) and bilateral agreements, including the United 
States' FI'As with Israel and Canada, address a wide 
range of nontariff measures that restrict trade and can 
involve countries' domestic regulatory affairs. Existing 
bilateral FI' As extend to services, investment, and 
intellectual property rights protection, subjects that 
Uruguay Round negotiators are also seeking to bring 
under GA TT coverage. 



In anticipation of an eventual trilateral agree­
ment that would include the United States, 
Mexico, and Canada, a number of participants 
said that it would be advantageous to model a 
United States-Mexican agreement after the 
United States-Canada FTA. However, a few par­
ticipants warned that Mexico's economic 
situation, internal policies, and legislative frame­
work are sufficiently different from those of 
Canada as to warrant development of a new, 
unique agreement. 

Most participants suggested that negotiations 
of an FT A could be made more difficult by the 
inclusion of certain contentious or nontrade is­
sues, including labor mobility, drug interdiction, 
human rights issues, environmental protection, 
and political reform in Mexico. A majority of 
participants expressed the opinion that nontrade 
issues have no place in trade negotiations; others 
thought that FT A negotiations would provide an 
ideal opportunity to address issues outside of the 
trade arena that are important to both countries. 
The nontrade issues cited most often by partici­
pants for inclusion in a United States-Mexican 
FT A are described below. 

Mobility of Labor.-One of the most conten­
tious non-trade issues suggested by participants 
for inclusion in a United States-Mexican FT A is 
the free movement of workers across borders. A 
majority of Mexican participants and a few U.S. 
participants expressed the view that, because 
massive illegal immigration from Mexico to the 
United States has been a major source of bilateral 
friction, it would be "hypocritical" not to address 
labor mobility issues in an FTA. One U.S. busi­
nessman said, "like it or not, free movement of 
labor from Mexico to the United States is a real­
ity." Wrote one Mexican academician: 

[Labor mobility] is the single most attractive 
benefit for Mexico of any integration agree­
ment, and it is the one item that would make 
it truly palatable to Mexican public opinion. 
To exclude the issue from negotiations at the 
outset would simply confirm the suspicion of 
one-sidedness the entire affair has been gen­
erating.25 

A number of participants argued that labor is 
a main export of Mexico; Mexican workers in the 
United States reportedly send home up to $2.S 
billion annually. Other Mexican participants dis­
agreed, noting that President Salinas has 
emphasized that "in Mexico we seek to export 
goods, not labor." In addition, some Mexican 
participants were wary of an initial "brain drain" 
to the United States before positive effects (e.g., 
improved standards of living) of an FT A could 
take hold in Mexico. 

211 Jorf.e G. Castaneda, "The Mexican free-trade 
express, 'International Economy, June/July 1990, 
p. 31. . 

The majority of U.S. participants stated em­
phatically that the free movement of labor should 
not be pan of an FT A. Most termed the issue 
"explosive," as typified by one high-level U.S. 
Government official who said that "nothing could 
derail the negotiations faster than the Mexicans 
insisting that their workers be permitted free ac­
cess to work in the United States." Others 
commented that labor mobility might be appropri­
ate if the two countries were forming a common 
market, but not an FT A. 

One U.S. economist wrote that "given the 
large disparity in national wage levels and labor 
productivity, it will be difficult for the United 
States to include this issue in an FT A-even 
though it is a high priority for Mexico."26 A U.S. 
businessman from the border region stated that 
free movement of Mexican labor into the United 
States "would be a disaster which would eliminate 
blue-collar employment of U.S. citizens in border 
towns." One U.S. Government official said that 
labor mobility is really an immigration issue and 
should be dealt with in that context. He and sev­
eral other participants suggested that immigration 
issues be addressed on a parallel track in the fu­
ture .27 

However, many participants pointed out that 
the free movement of Mexican labor into the 
United States is a de facto reality. They claimed 
that Mexican immigrants engage in many of the 
low-wage, unskilled jobs in the United States 
which U.S. citizens refuse to perform. They also 
insisted that U.S. border patrols and immigration 
officials are unable to stem the flow of illegal 
Mexican workers through the porous 2000 mile 
common border. In addition, these participants 
suggested that given the bilateral demographic 
disparity-Le., the fact that the United States' 
population is aging rapidly while more than half of 
Mexico's population is below the age of 20, the 
United States will need to rely on Mexican labor 
in the near future and should include some son of 
labor mobility provisions in an FT A. 

Several participants suggested that labor mo­
bility could be addressed in an FT A by permitting 
limited work in particular "service" areas, such as 
cleaning and sanitation, or on a seasonal basis in 

• Jeffrey Schott, "The Mexican free-trade illusion," 
The International Economy, June/ 1990, p. 33. 

n A former U.S. trade negotiator noted the lack of a 
historical basis for a free movement of labor in trade 
negotiations. He said: 

Few trade agreements have ever contained provi­
sions on free movement of labor. The current 
GA TT negotiations are a first major effort to 
address the issue in a trade forum, but little 
progress is expected in this GA TT round. The 
European Community, which is an institutional 
arrangement which consciously calls for more 
integration than envisaged in an FTA, is still 
working on the issue of the free internal move­
ment .of lab~r. The l!·~.-Canadian FTA merely 
contains mmor provtStons to further facilitate 
business travel. It is unreasonable to expect the 
U.S.-Mexico FTA 10 do more. 
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agriculture. One U.S. bank representative said 
such a system could be referred to as a "con­
trolled guest labor program." A Mexican 
journalist stated that: 

(Mexican workers] should be allowed tem­
porary entry-perhaps 3-6 months during 
the growing season-into the United States 
so they have no incentive to stay. Even if 
this were not pan of the agreement, some­
thing should be done on the issue of labor. 
Perhaps it could be added later. 

United States agricultural interests asserted that 
such limited programs would provide the United 
States with the benefit of the less expensive labor 
needed to lower its domestic production costs. 
According to one U.S. farmer: 

Will U.S. farmers have access to Mexican 
labor for labor-intensive crops produced in 
the United States? If not, we will continue 

·to lose production and jobs to Mexico. We 
have seen this happen in the vegetable pro­
duction during the last several years.28 

Several U.S. industry representatives stated 
that if there is any concession from the United 
States on the issue of Mexican labor mobility, 
Mexico will have to reciprocate and permit U.S. 
workers, particularly skilled professional workers, 
to work freely in Mexico. A few U.S. immigra­
tion experts suggested that the FT A could include 
provisions for professional and business move­
ment in much the same manner as the United 
States-Canadian FTA.29 

U.S. Participation in Extraction of Mexican 
Petroleum.-Several U.S. participants proposed 
that an FTA should include the right of U.S. in­
vestors to invest in the state-owned oil monopoly, 
Pemex or to enter into joint ventures with Pemex 
to extract oil. The Mexican Constitution prohib­
its foreign interests . from engaging in the 
extraction of oil or ownership of oil rights in Mex­
ico. Certain U.S. participants suggested, however, 
that, because of declining U.S. oil reserves, rising 
petroleum production costs, and increasing U.S. 
dependence on foreign oil imports, the United 
States should press for some supply access guar­
antee to Mexican oil. Several representatives 

• Testimony of Carl L. King, Executive Director, 
Texas Com Producers Board, McAllen bearing, tr., 
p. 166. 

111 The U.S.-Canadian FTA covers four groups of 
nonimmigrants: (1) Business visitors engaging in a variety 
of business activities; (2) Traders and Investors may 
obtain an E-l/E-2 visa status which cunently is not 
available for Mexican nationals; (3) lntracompany 
transferees who have worked for the U.S. company's 
foreign subsidiary for one year transferred to work in 
executive, management or other specialized knowledge 
activity; and (4) Professionals in a series of occupations, 
however, excluding some professional categories such as 
geologist, food scientists, physical therapists. Written 
submission of Nancy Fuller-Jacobs, Attorney, to the 
Commission, Jul. 17, 1990. 
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of U.S. petroleum interests and others claimed 
that Pemex does not have sufficient capital to ex­
plore and exploit Mexico's oil reserves.30 They 
insisted that U.S. capital combined with Mexican 
resources would lead to benefits for both coun­
tries. 

However, numerous participants emphasized 
that the issue of oil in Mexico is a "sacred cow," 
which involves a number of highly sensitive sover­
eignty issues ·that have simmered - since the 
Mexican revolution of 1914. Many participants 
said that the United States must be sensitive to 
the political backlash likely to be created if it 
presses to include the issue of oil in FT A negotia­
tions. The better approach, they asserted, is for 
Mexico to decide when and if such privatization 
of Pemex or joint ventures and investments by 
foreign interests are warranted. As one Mexican 
trade expert said: 

Every sector should be on the negotiating ta­
ble, including energy. But not Pemex. 
There is a difference, and the issue is en­
ergy, not Pemex. Mexico may be obliged to 
sell the United States energy as are the Ca­
nadians under their agreement, but the FT A 
has nothing to do with whether Pemex is a 
public entity or not. 

Infrastructure Development.-Many partici­
p'1nts noted that the infrastructure linking the 
United States and Mexican border areas (ports, 
bridges, roads, and customs facilities) is currently 
inadequate and would not be capable of handling 
the increased trade that would result from an 
FT A. The effectiveness of the agreement would 
therefore be limited. The majority of United 
States and Mexican participants from the border 
region agreed that an FT A should include a 
pledge by both countries to improve the infra­
structure along the border. 

Several participants noted that infrastructure 
repair and development in Mexico has been ne­
glected for the last decade because of the 
country's budget constraints and has thus deterio­
rated badly. A few participants mentioned that 
the private sector is now being permitted to invest 
in infrastructure projects in Mexico, but some 
were skeptical that such private initiatives would 
occur. The majority of participants who com­
mented on the infrastructure along the border 
suggested that an FT A address the issue to ensure 
that both countries make the necessary commit­
ment in funds. 

Drug lnterdiction.-During hearings before 
the Trade Subcommittee of the House Committee 

30 Mexico is believed to have the resource potential to 
increase oil production from the current 2. S million 
barrels per day to 3 million barrels per day, provided the 
necessary additional funds can be made available. 
Without additional funds, U.S. participants suggested 
that Mexico's role in the international oil market will 
diminish as declining production and rising domestic 
consumption combine to reduce oil exports. 



on Ways and Means on June 14, 1990, several 
U.S. Congressmen suggested to U.S. Trade Rep­
resentative Carla Hills that a commitment to drug 
interdiction effons be made ·part of any United 
States-Mexican FT A negotiations. Alniost all of 
the panicipants questioned about this suggestion, 
while acknowledging the ·seriousness of the illicit 
drug issue, were vehemently opposed to its inclu­
sion in an FTA .. 

Many Mexican and United States participants 
commented that the problem is predominantly 
one of U.S. demand and should be tack.led from 
that direction. Other participants stated that it is 

· inappropriate to link effons "to reduce the formal 
barriers to trade in goods and services and invest­
ment with the enforcement problem related to 
illegal goods." They asserted that the issue of il­
legal drugs is not appropriate for trade 
negotiations. One trade expert asked rhetori­
cally: "What will [USTR) Carla Hills offer the 
Mexicans if they prevent drugs from coming into 
the U.S.? Lower tariffs for lower drugs?" A 
number of participants suggested that a coordi­
nated, bilateral effort to address the drug problem 
could be carried out on a parallel track separate 
from FT A negotiations. 

.. Environmental Protection.-A number of par­
uc1pants commented that an FT A should include 
provisions requiring Mexico to adopt stricter envi­
ronmental regulations and provide effective 
enforcement regarding water, air, toxic wastes, 
and sewage control, particularly near the border 
areas. The maquiladora industry was often cited 
as a major cause of environmental concern. One 
U.S. environmental group commented that even 
without an FT A. the expanding maquiladora in­
dustry has damaged the environment: 

Polluting industries are flocking to border ar­
eas where they take advantage of cheap 
labor and weak environmental enforcement. 
Under a free trade agreement, these prob­
lems may worsen.31 

Several U.S. Government officials and environ­
mental protection advocates stated that while 
there have been recent improvements in the envi­
r~nment,. significant problems remain, including 
air polluuon from Juarez, Mexico spilling over to 
El Paso, Texas, and water pollution caused by un­
treated sewage from Mexico in many locations 
along the border: 

An example of this is the New River, which 
flows from Mexicali, Mexico to Calexico 
California. What was once a pure river tull 
of life, has deteriorated into an open sewer 
carrying the wastes of millions of people. 
The New River has become a health hazard 

11 ' Written submission by Andrea Durbin Conserva­
tion Representative, Friends of the Earth t~ the 
Commission. ' 

to the border cornmuruues as it is full of­
water-bome diseases such as typhoid, 
hepatitis, and diphtheria.32 

Further, 

The problems the maquiladora industries 
pose are detrimental to the environment and 
the local communities surrounding them. 
They illustrate the. environmental costs of 
trade based on years of regulatory laxity and 
point to a situation which might be aggra­
vated by a free trade agreement. ... Any free 
trade agreement between the two countries 
must control and regulate the pollution from 
these industries along the U.S. and Mexican 
border. Indeed, resolution of these environ­
mental problems should be a prerequisite for 
funher discussions of a free trade agree­
ment. 33 

Moreover, U.S. labor and environmental 
groups claim that any FT A should require Mexico 
to adopt the same stringent environmental laws 
and enforcement that companies operating in the 
United States must face. They stated that U.S. 
companies move to Mexico to avoid the environ­
mental "costs" of doing business in the United 
States. They asserted that requiring Mexico to 
enact and enforce environmental laws is one way 
to create a "level playing field" and discourage 
U.S. companies from uprooting their operations 
from the United States to take advantage of lower 
cost Mexican labor. 

Participants representing U.S. industry 
sources with locations in Mexico insisted that 
Mexican environmental laws are "essentially what 
our EPA rules are, although they're administered 
a bit differently." 34 U.S. maquiladora operators 
stated that Mexican authorities are vigilant in re­
quiring them to transport back to the United 
States any toxic wastes produced in maquiladora 
operations.35 Further, they claim that their Mexi­
can operations are conducted pursuant to the 
same standards as those followed by their U.S. 
operations. . These industry participants and the 
majority of Mexican participants oppose inclusion 
of envir~nmental standards in an FT A, noting 
that Mexico w9uld probably lose investment if the 
environmental regulation and corresponding costs 

• Ibid. 
.. Ibid. 
.. Statement of Donald Hagans before the Business 

Wed: and SECOFI Conference, uMexico the New 
Opening," pp. 23-24. 

:io One U.S. industry consultant familiar with environ­
mental regulation at the border assens that there are over 
a dozen regulatory bodies on both sides of the border that 
the maquiladora industry alone answers to. He assens 
~at this overlapping regulation has led to ugreat confu­
sion and, consequently, non-compliance." Market 
Strategies International submission, p. 12. He suggests 
that one coordinating binational agency be empowered to 
enforce regulations and act as a clearinghouse for 
paperwork. A streamlined system would result in better 
com~lia~ce, considerably less expense, and improved 
morutonng and enforcement. Ibid. 
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become too high. As one Mexican Government 
official noted, "protecting the environment is a 
luxury activity; it has a price." Another said: 
"Mexico does not want industries that pollute, 
but we must remain competitive, that's why we 
don't push environmental enforcement." 

Improvement of Mexican Workers' Standards 
and Rights.-Some representatives of U.S. labor 
and agricultural interests and certain Mexican 
participants argued that an FT A should include 
the commitment by Mexico to make substantial 
improvement in the rights and conditions of its 
workers, including adoption of U.S. Occupation, 
Safety, and Health Administration (OSHA) re­
quirements, worker compensation and health 
benefits, environmental safety controls, the right 
of labor to organize (particularly in the ma­
quiladoras), and increased wages. These 
participants did not state that Mexican laws 
should be exactly like those in the United States, 
recognizing that U.S. minimum wage levels could 
not be mandated in Mexico. However, they did 
suggest that U.S. companies which relocate to 
Mexico should face similar costs, which reflect 
the "humane" values institutionalized in the U.S. 
law.38 Several participants indicated that requir­
ing Mexico to enact similar provisions is the only 
way to create this "humane level playing field." 

Almost all U.S. industry representatives were 
opposed to the issue of Mexican workers' rights 
being included in an FT A. They argued that pro­
tection of Mexican workers is the concern of 
Mexico's domestic policy, and not the prerogative 
of U.S. negotiators. They also pointed out that 
Mexican constitutional law and other law provide 
considerable protection for Mexican workers' 
rights, including very liberal severance pay (up to 
one year's salary depending on length of employ­
ment). 

U.S. industry representatives also stated that 
Mexico is a developing country that needs invest­
ment and jobs, and could become noncompetitive 
if higher costs were imposed on businesses in 
te~ of wages and benefits. Finally, a number 
of U.S. industry representatives, particularly 
those with maquiladora operations, insisted that 
they treat their workers well, providing them with 
meals, transportation, health care, child care and 
a clean working environment at least compatible 
with U.S. standards. 

Advantages of a United States­
Mexican FrA 

The following section summarizes the major 
advantages of a United States-Mexico FT A as de­
scribed by participants. In addition to views 

• AFL-CIO representatives suggest that an FT A 
should make it the responsibility of U.S. employers in 
Mexico to use U.S. worker environment standards, not 
those of Mexico. 
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obtained from participant interviews, Commission 
Hearings, and submissions to the Trade Subcom­
mittee of the Committee on Ways and Means of 
the U.S. House of Representatives, the Commis­
sion received as number of submissions 
advocating a United States-Mexican FTA. A 
summary of the major cited advantages for the 
United States and Mexico is detailed below. 

Advantages for the United States 

Would enhance U.S. competitive advantage in 
a world of emerging trading blocs 

Many participants stated that a ·major advan­
tage of a United States-Mexico FTA is that, in 
combination with the United States-Canadian 
FT A, it will help the United States compete more 
effectively in world markets. These participants 
asserted that the trade and investment liberaliza­
tion resulting from an FT A would lead to new 
manufacturing and supply relationships that 
would contribute to the competitiveness of U.S. 
industries.37 As stated by one U.S. trade expert: 

A FTA with Mexico Will offer United States 
industry competitive advantages vis-a-vis the 
other major trading blocks developing in the 
Far East and Europe. It will allow U.S. 
manufacturers to more thoroughly globalize 
their operations, thus making the manufac­
ture of their products more cost effective 
and hence, more competitive.38 

In a recent speech, President Salinas also noted 
that: 

We must stress the significance of [an FTA] 
in raising the international competitiveness 
and well-being of our countries within the 
context of world change and particularly 
with regard to the formation of the European 
bloc and the economic cooperation of the 
Pacific Basin countries.39 

SJ Testimony of Michael Habig, President of the 
Maqulladora Association of Reynosa, Mexico, Commis­
sion Hearing in McAllen hearing, tr., p. 63. Mr. Habig 
stated the need for the low cost Mexican labor as 
follows: 

When you stan looking at Europe and you loot 
at what those people are going to be able to 
accomplish when they can put factories in Hun­
gary and Poland and so on, and live off of 
substantially the same cost of labor as what we 
are having in Mexico for a period of time, I think 
that we have to consider that that competitive 
force is going to be brought against us and move 
to respond to it. 

•Written submission of P.A. Jacobs, Market Strate­
gies International, July 9, 1990, to the Commission, 
p. s. 

• Address of Mexican President Carlos Salinas de 
Gortari, before the Business Roundtable, Washington, 
D.C., June 11, 1990, pp. 6-7. 



Further, 

The complementarity of our two economies 
is of strategic importance. Japan's success 
has been owed in pan to its incorporation of 
its neighbors into production processes in a 
way that goes beyond mere trade relations. 
This has ensured their strong international 
competitiveness. For the European Commu­
nity, the countries of Eastern Europe serve 
as a reserve of markets and skilled labor to 

' substantially increase its relative advantages. 
For Mexico and the United States, a free­
trade agreement between our countries 
could be the answer to this extraordinary 
challenge.40 

Many participants agreed that the com­
plementarity of the United States and Mexican 
economies is a principal reason why an Ff A 
would be advantageous. They cited the benefits 
to be derived by U.S. industries from performing 
some stages of their productive process in Mex­
ico. Increased U.S. industry access to the 
low-cost Mexican labor was asserted by a number 
of U.S. industry representatives to be necessary to 
secure higher paying U.S. jobs: 

The key to an abundance of high-wage jobs 
is to maintain technological leadership, de­
velop the best-educated workforce, and 
invest worldwide to stay competitive. The 
trUe source of job security is a profit-making 
firm. A firm that's making profits can accu­
mulate capital and make the investments 
needed to sustain the more productive, bet­
ter paying, high-skill jobs that yield a rising 
standard of living. Such investments must · 
yield an adequate return that can only be 
sustained by being cost and quality competi­
tive in the marketplace.41 

Increased access to Mexico's large, relatively 
young work force was also seen by some partici­
pants as an additional long term advantage to the 
United States. Some participants suggested that 
by the year 2000, the aging U.S. population will 
need the younger Mexican work force to provide 
services and manpower for U.S. capital invest­
ments. These participants stated that an FT A, 
that provides for some measure of labor mobility, 
will provide the basis for the movement of this 
younger workforce into the United States when it 
is needed sometime in the future. 42 

.cl Ibid. 
~1 Written statement of Charles A. VanJk, Counsel for 

North American Trade and Investment, to the Subcom­
mittee on Trade, House Committee on Ways and 
Means, June 28, 1990, p. 2. 

a Testimony of Joseph McKinney, Professor of 
Economics, Baylor University, Waco, Texas, McAllen 
hearing, July 16, 1990, tr., pp. 142-43. 

Would improve United States access to grow­
ing Mexican market of 85 million consumers 

Most participants identified the elimination of 
tariff and non-tariff barriers to U.S. access to the 
Mexican consumer market as a principal advan­
tage of an FT A. Many noted that since Mexico 
recently began reducing its tariffs and liberalizing 
its impon regime, U.S. exports to Mexico have 
increased significantly. They envisioned U.S. 
sales increasing even more dramatically under an 
FfA. However, there was a considerable range 
of opinion among U.S. participants regarding the 
extent and speed at which the potential of the 
Mexican market could be realized by U.S. ex­
poners. Certain participants stated that there 
would be immediate gains for U.S. producers of 
capital equipment as Mexico's modernization 
drive continues and the development of its indus­
trial base is accelerated~· Some participants stated 
that there would be significant iinmediate sales of 
U.S. consumer goods such as clothing, electronic 
goods, and appliances from "pent up" Mexican 
demand. For example, one .-participant stated 
that at present "approximately 15 percent of the 
income of the average Mexican worker is spent 
on U.S. products and services and in border 
transactions. "43 He said that "this figure will un­
doubtedly increase under an FT A, providing 
greater revenues for U.S. companies. "44 

Other participants stated that while there may 
be some consumer demand for smaller, low­
priced U.S. goods, it will be a number of years 
before the majority of the Mexican population 
can afford "big ticket" U.S. items, such as auto­
mobiles and large appliances. Many noted that 
although Mexico may have a population of 85 
million, in reality, the number of people who 
have the resources to purchase significant quanti­
ties of U.S. goods is less than 8 million. 

Several participants stated that it will be at 
least 20 years before per capita income rises to a 
level where the majority of Mexican workers can 
purchase significant quantities of U.S. goods, 
services, and agricultural products. Thus, one 
U.S. economist stated: 

U.S. advantages in an FTA with Mexico are 
dynamic, long term. The big gains will come 
from a future, well-developed United States­
Mexican economy, with high wage and 
productivity levels which will jointly consti­
tute a large, powerful market. 

A more optimistic view of the benefits of 
opening the Mexican economy is offered by an 
association of U.S. businesses: · 

A growing Mexican economy offers signifi­
cant opportunities for increased U.S. exports 
of manufactured goods and services. Mex-

'°Written statement of Gerald J. Van Heuven, 
op.cit., p. 6. 

"Ibid. 
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ico will have 100 million consumers before 
the year 2000. As Mexico's economy devel­
ops, its citizens will prosper, resulting in 
ever-increasing demand for consumer goods. 
U.S. companies have a unique advantage in 
the Mexican market because of proximity 
and Mexican familiarity with capital goods to 
support rebuilding and modernization of its 
infrastructure. As Mexico's industries de­
velop, they will require materials, compo­
nents, and inputs.45 

Another commonly expressed advantage of an 
FT A was that U.S. firms will "get in on the 
ground floor" of the Mexican market. According 
to this view, years of advertising and close prox­
imity to the United States has created a strong 
demand for U.S. product5 and a wide U.S. prod­
uct recognition in Mexico. A few participants 
mentioned that, by entering into an FTA, U.S. 
industry can take better advantage of this product 
recognition. Certain U.S. trade analysts asserted 
that this U.S. product recognition will be increas­
ingly valuable to U.S. exporters as Mexican 
incomes, employment, and wages increase as a 
result of .an FTA. 

Would benefit specific U.S. industry and agri­
culture sectors 

' Many participants stated that a number of 
U.S. industries and service sectors could stand to 
benefit from an FT A with Mexico. These include 
computers and software, certain steel products, 
automobiles, pharmaceuticals, alcoholic bever­
ages, · telecommunications, · processed foods, 
furniture, household appliances, paper, transpor­
tation services, and metalworking equipment. If 
investment in areas currently restricted by the 
Mexican Constitution are also made part of the 
agreement, the U.S. financial services and petro­
leum/petrochemical sectors could also benefit.48 
Many of these sectors currently face some invest­
ment restrictions in Mexico. Others have had 
their ability to export to Mexico severely curtailed 
because of tariffs and nontariff barriers, such as 
licenses and quotas. · 

Many participants stated that the United 
States currently has a comparative advantage in 
certain capital-intensive agricultural sectors that 
could benef1: from a United States-Mexican· 
FTA. Significant export advantages to U.S. pro­
ducers of dairy, livestock and poultry, deciduous 

.a The Business Roundtable, "Building a Comprehen· 
sive U.S.-Mexico Economic Relationship: Looking . 
Towards the Future," June 1990, p. 4. 

•Testimony of Ambassador Carla A. Hills, United 
States Trade Representative, before the Subcommittee on 
Trade, Committee on Ways and Means, U.S. House of 
Representatives, June 14, 1990, p. 9. Testimony of Gary 
D. Nicholson, LTV Energy Products Company, Garland, 
Texas, on behaH of Petroleum Equipment Suppliers 
Association, McAllen hearing, tr., pp. 69-70. 
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tree fruits, oilseeds, grain and feed, and forest 
products could be provided under an agreement. 
Currently, Mexican tariffs, quotas, licenses and 
other nontarif f barriers prevent free trade in these 
areas. 

Would help develop the U.S. border area 
A majority of witnesses at the Commission's 

three regional hearings in the Southwest and 
other participants from the United States-Mexi­
can border regions expressed strong support for ' 
an Ff A because, they stated, it would benefit the 
economically depressed border areas currently 
faced with high unemployment. The following 
statements are illustrative: 

Along the South Texas Border with Mexico, 
an Fr A could provide opportunities for both 
countries to expand commerce, create jobs, 
reduce unemployment, and increase income 
and retail trade. Such an agreement would 
certainly attract new types of industry to the 
region. This could help it retain many of the 
best and brightest of its young people, who 
now look elsewhere for employment. The 
opportunity to live and work in an area that 
is experiencing progressive growth should 
prove attractive to many, including educators 
and those in service industries. · It should 
also make the region more attractive for 
travel and tourism and could well attract the 
attention of many national companies.47 

Another witness confirmed the benefits arising 
from an Fr A to the state of Texas: 

The state of Texas should especially benefit 
from a FrA with Mexico. Much of U.S. 
trade with Mexico passes through the state 
of Texas, and economic interaction between 
the state and Mexico is extensive. Prospects 
for increased exports from the state are par­
ticularly good for oil and gas field machinery 
and equipment, telecommunications equip..: 
ment, computer systems and peripherals, 
computer software and services, and certain 
agricultural products.48 

Many participants from the border region ex­
pressed the hope that an Fr A would result in 
substantial capital infrastructure expenditures by 
the United States and Mexican Governments 
along the border crossings. These participants re­
garded the existing infrastructure (particularly 
customs facilities, highways, and bridges) as out­
dated and overburdened and believed that an 
Fr A could improve the situation by the encour­
agement of further infrastructure development 
programs. 

• 7 Written submission of Michael J. Blum, President, 
First City Bancorporation of Texas, to the Commission, 
p. 5. 

.. Submission of Joseph A. McKinney, op. cit. 



Another cited advantage to an FT A was that 
it could eliminate administrative paperwork, 
transportation delays and extra costs, and admin­
istrative irregularities that create bottlenecks 
along both sides of the border. Moreover, many 
U.S. industry representatives stat~d that an FTA 
that permits U.S. trucks to move freely in Mexico 
without changing drivers and cabs would be .a sig­
nificant benefit to trade. 

Would create jobs in the United States 

A number of participants stated that an FT A 
has the potential to create many new U.S. jobs.49 

They said that, although ail FT A will likely en­
courage many U.S. manufacturers to move pan 
of their production process to lower cost Mexico, 
most of the equipment and components they use 
will be sourced from the United States. As de­
mand for these products increases, more jobs will 
be created in the United States to supply them. 
In addition, some participants said that Japanese, 
Taiwanese, and Korean companies will likely in­
crease their manufacturing processes in Mexico to 
gain access to the U.S. market and will likely pur­
chase parts and components from the nearby 
United States.so 

Other participants stated that the U.S. jobs 
that would otherwise be lost to the Far East or 
other areas of lower co.st labor could be saved by 
a United States-Mexico FTA. They believed that 
U.S. industries that are forced to leave the United 
States in order to remain competitive would be 
encouraged to relocate the labor intensive aspect 
of their operation to Mexico instead of to the Far 
East. When the operations are moved to Mexico, 
U.S. jobs are saved, they asserted, because U.S. 
components are used and most administrative, 
sales, warehousing and managerial jobs are re­
tained in the United States. In contrast, if 
operations are moved to the Far East, these par­
ticipants stated that components and other factors 
of production are normally sourced in the Far 
East arid thus would result in the loss of U.S. jobs 
in the production of components as well as in the 
assembly.51 One U.S. economist describes the ef­
fect on U.S. jobs as follows: 

•Written submission of Kenneth 0. Ulley, President, 
Association of Maquiladoras of Sonora, to the Commis­
sion, p. 1. 

80 Testimony of James Ebersole, Chairman, Border 
Trade Alliance, Commission Hearing in Las CNces. 

111 This belief was stated by one U.S. economist: 
True, jobs would go south. But they would go 
south rather than going off to Asia as they have 
in the past. The choice is not to keep jobs here 
or lose them to Mexico. Competition from low 
wage countries bas been on for more than a 
decade. Much better to lose jobs to Mexico than 
to Korea or Thailand. If Mexico grows, much of 
their extra income is spent on our goods, not 
those of Korea or Japan. But when we lose jobs 
to Asia, we cannot even count on second round 
recouping by extra exports [because the Koreans 
are not buying U.S. products] . 

The process of rationalization in a wider 
market will in itself create new jobs in U.S. 
export industries to Mexico. Besides, trade 
integration with Mexico is essential to sup­
port a more cost competitive U.S. 
manufacturing sector. Drawing low-wage 
Mexican labor into our· operations helps re­
duce costs and creates room to pay high 
U.S. wages for the remaining tasks.52 

Another benefit identified by some partici­
pants is that an FT A will create an increased 
demand for skilled U.S. labor. Thus, if an FTA 
eliminates current Mexican Government restric­
tions or prohibitions on U.S. direct investment in 
the areas of banking, securities, insurance, legal, 
accounting, and computers, there is the potential 
for employment of skilled U.S. workers in these 
sectors. 

Some participants stated that they believed 
that additional U.S. jobs would be created in an 
FTA because U.S. products could be marketed 
through Mexico to other parts of Latin America. 
For example, one U.S. trade analyst stated: 

The FTA will also offer U.S. industry in­
creased access to a large developing market 
and a "jumping off" point into the rest of 
·Latin America. The market in Latin Amer­
ica holds over 300 million people. While 
there is. substantial income disparity both in 
the various countries and between these 
countries and the United States, it is a young 
and growirig market that the United States 
cannot afford to ignore. 53 

112 Written statement of Rudiger Dornbusch to the 
subcommittee an trade, House Committee an Ways and 
Means, June 14, 1990, p.5. One U.S. electronics 
manufacturing company president stated that bis compa­
ny's use of maquiladora operations permitted it to 
maintain an $8 million annual salary for 300•sales, 
administrative, marketing, and warehousing operation 
jobs in the U.S. He stated that without being able to go 
to Mexico to assemble the electronic components, bis 
co~any would have gone out of business. 

Written submission of P.A. Jacobs, Market Strate­
gies International, to the Commission pp. 5-6. In 
addition, the U.S.-Mexican Chamber of Commerce also 
agrees with this theor)': 

For instance, ALADI, the Asociacion Latin 
Americana De lntegracion, provides favorable 
trade conditions for Mexican-origin exports. 
This means that intermediate exports from the 
U.S. to Mexico, that are subject to erocessing or 
manufacture in Mexico may be eligible for pref­
erential treatment in other South American 
markets. Consequently, Mexico bas the potential 
to provide access to markets much greater than 
its own. Because Mexican-origin goods will be 
entitled to preferential treatment in these mar­
kets, the combined effect of an FTA with the 
U.S. will be an incentive for value added opera­
tions in Mexico, a significant benefit for U.S. 
companies. 

Van Heuven Statement, op.cit., p. 6. 
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Would make Mexican economic liberalization 
permanent, providing greater certainty and 
predictability to U.S. investors 

Many Mexican and U.S. participan~ note~ 
that an important advantage of an Ff A lS that 1t 
would make permanent the recent Mexican for­
eign investment regulations liberalizing trade. 
Many U.S. business representatives in a variety of 
sectors stated that they would consider investing 
or increasing their investments in Mexico if they 
had some assurance that the executive regulations 
were permanent, and could not simply be easily 
changed by the next Mexican administration. 
Both Mexican and United States participants pre­
dicted that an Ff A that incorporated these 
regulations-and hence become the· law of Mex­
ico-would increase foreign investment and the 
return of Mexican flight capital. One U.S. trade 
expert expressed the benefits as follows: 

International commitments such as an Ff A, 
as well as prospective GA IT accords, would 
help lock in domestic reforms instituted over 
the past five years that have substantially re­
duced Mexican trade barriers and liberalized 
regulations . regarding foreign investment, 
technology transfer and intellectual property 
rights. Investors would be encouraged by 
the added security of knowing that the cur­
rent favorable climate toward trade and 
investment is unlikely to be reversed. This 
added boost of confidence should help en­
courage continued inflows of foreign direct 
investment, repatriation of flight capital and 
new lending from international financial in­
stitutions, all needed to finance Mexican 
economic development and especially im­
portant given the sharp deterioration in 
Mexico's current account in the past two 
years.54 

A further benefit of an FfA for U.S. investors 
is the establishment of Mexican statutes and pro­
cedures protecting U.S. intellectual property 
rights. At present, many of the patent and U.S. 
trademark rights are not recognized or protected 
in Mexico. Participants representing the U.S. 
computer, software, and pharmaceutical sectors 
said that U.S. investment to Mexico would be 
likely to increase if an Ff A provides patent and 
copyright protection for their products. More­
over, an Ff A providing trade secret protection in 
Mexico would, according to certain U.S. industry 
representatives, increase their willingness to invest 
in joint ventures with Mexicans .. 

tM Jeffrey Schott, "The Mexican free-trade illusion," 
op. cit., p. 32. 
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Would benefit U.S. consumers with lower 
prices for Mexican products 

Some Mexican and United States participants 
stated that an Ff A would provide benefits to 
U.S. consumers in the form of lower prices. Fre­
quently mentioned items were fruits and 
vegetables, as well as certain steel products and 
apparel. These participants insisted that the sav­
ings for U.S. consumers would be substantial for 
these products, even factoring in the costs of dis­
placement of U .S workers (social welfare and 
relocation costs}. United States labor and fruit 
and vegetable representatives strongly disputed 
these assertions, claiming that the social displace­
ment costs in the United States would far 
outweigh any minimal reduction in prices for im­
ported Mexican products. 

Would decrease flow of illegal immigration 
into the United States 

Many participants said that, as an Ff A in­
creases economic opportunities and jobs in 
Mexico, illegal immigration from Mexico to the 
United States would decrease. A representative 
of a large Mexican company said: 

We would like to emphasize that Mexico's 
objective is to export goods and services, not 
workers . . . . A strong and stable Mexican 
economy will greatly diminish the crossings 
of Mexican workers to the United States, 
consequently diminishing many of the prob­
lems experienced due to illegal migration.55 

Numerous participants stated that the average 
Mexican immigrant does not want . to live in the 
United States, but goes there seeking work. 
Many U.S. participants stated that the problem of 
illegal immigration will always exist unless the 
United States moves to stimulate and invest in the 
Mexican economy to provide employment oppor­
tunities. Several U.S. labor representatives 
agreed that more Mexican jobs are also the an­
swer to illegal immigration, but, they believed, 
those jobs should be created by U.S. and other 
foreign assistance, and not through an Ff A which 
they stated would eliminate low-skilled jobs for 
U.S. workers. 

Advantages of an FIA to Mexico 

Would provide "secure" access to U.S. Market 
Most participants stated that a major advan­

tage of an Fr A to Mexico is that it would provide 
Mexico with greater security of access to U.S. 
markets and reduce its chances of being the tar­
get of U.S. unfair trade actions. In addition, 
many Mexican participants stated that elimination 
or standardization of U.S. nontariff customs, 
health, sanitary, and antidumping regulations 

1111 Written submission of Lie. Raul Rangel Hinojosa, 
op. cit., p. 2. 



would provide secure access to the U.S. market 
in a number of sectors. Stable and complete ac­
cess to the U.S. market was viewed as "an 
important consideration for this country, which is 
now basing much of its growth on exports and 
which sends two-thirds of its exports to the 
United States. "58 

Many panicipants stated that an FT A could 
provide Mexico with advantages of access to U.S. 
markets, which currently are limited by tariffs and 
quotas, including textiles and apparel, steel, and 
certain agricultural products regulated by seasonal 
tariffs and U.S. nontariff health restrictions. Ac­
cording to Congressman Jim Kolbe of Arizona, 
guaranteed access to the U.S. market will "pro­
tect Mexico from harmful economic policy shifts 
in the United States and allow more efficient eco­
nomic planning. "57 

Would increase employment 

The benefit of an Ff A to Mexico identified 
by almost all panicipants was the creation of jobs 
in Mexico resulting from the anticipated increase 
in investment and the opening of the U.S. mar­
ket. Given Mexico's high unemployment 
(officially 18 percent) and underemployment 
rates, many panicipants stated that an FT A is 
"critical" because it would help Mexico create 
many of the almost one million new jobs needed 
each year just to keep pace with population 
growth. The United States-Mexico Chamber of 
Commerce describes the Mexican job gain poten­
tial as follows: 

The gains from trade under an FT A will pro­
duce new jobs and new opportunities in 
Mexico. As exports increase and specializa­
tion occurs, higher employment levels will 
follow that will reduce and prevent labor mo­
bility. The resulting pattern of trade will be 
more stable and provide greater security and 
long term benefits.58 

Other panicipants stated that a vibrant, grow­
ing Mexican economy would prevent the flight of 
higher skilled Mexican labor to the United States. 
An Ff A would also encourage the highly moti­
vated, but low-skilled Mexicans who seek 
employment in the United States to remain in 
Mexico. One Mexican Bank official concurred 
with this view, stating that "the United States is 
taking our best men because anyone who really 
wants to work hard immigrates to the United 
States-illegally or legally." In addition, many 

• B. Timothy Bennett, "Thoughts about the 
U.S.-Mexico free trade agreement," unpublished re­
marks, June 1990, p. 5. 

fI1 Written statement of Rep. Jim Kolbe, before the 
Subcommittee on Trade, House Committee on Ways and 
Means, June 14, 1990, p. 4. 

•Written statement of Gerald J. Van Heuven, op. 
cit., p. 4. 

panicipants believed that an FT A would help dis- · 
perse the employment opportunities offered by 
the maquiladora program-now located almost 
exclusively near the U .S border-to the central 
and southern parts of Mexico.59 

In addition to creating jobs, a few panicipants 
said that an FT A might increase wages and the 
general standard of living in Mexico. Some par­
ticipants believed that the wages would rise 
somewhat, citing the increase in wages in some 
maquiladora areas where labor is in short supply. 
The effects of such rising wages. is described by 
one U.S. economist: 

Greater economic integration must be 
viewed more in terms of dynamic than static 
effects. . . . If new linkages were to lead to 
any significant convergence in per capita in­
come levels, the consequences for North 
American production and productivity could 
be monumental. The gains would be due as 
much to the upward shift in output per 
worker in Mexico, and the ability of the 
United States to benefit from a restructuring 
of its production from lower to higher pro­
ductivity activities, as to sector-specific 
productivity growth.so 

However, most other panicipants stated that, be­
cause of the enormous supply of labor in Mexico, 
it would take years before sufficient economic ac­
tivity exists to increase wages substantially. 

Would increase Mexican productivity and 
competitiveness 

Some panicipants stated that an Ff A would 
benefit Mexico by increasing its productivity and 
competitiveness in the world market. Specifi­
cally, they stated that by encouraging production 
sharing and joint ventures, an FT A would permit 
Mexican companies to gain access to U.S. tech­
nology. Mexican panicipants stressed that joint 
ventures with U.S. companies will also allow 
Mexico to develop expenise in international mar­
keting and industrial techniques. Other Mexican 
industrialists stated that elimination of the Mexi­
can domestic content requirements would render 
their industries more competitive worldwide by 
permitting them to source strategic components 
from the United States and other foreign sources. 
In addition, some panicipants stated that an FT A 
would result in the adoption by Mexican compa­
nies of U.S. industrial methods and work ethics, 
similar to the skills learned by Mexican managers 
in maquiladora operations. The need for and im­
pact of such productivity increases have been 
described by one U.S. economist: 

• However, other participants did not believe that the 
maquiladora type plants were liltely to locate far from the 
U.S. border due to logistic problems, and the ease which 
U.S. plant managers can live with the United States and 
wort m Mexico. 

80 Clark Reynolds. "The economic outlook for the 
United States in the 1990s with implications for Mex­
ico-U. S. relations," op. cit., p. 8. 
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Mexico does not seek sustained export suc­
cess through low wages; this would be a 
formula · for permanent underdevelopment. 
What is wanted is an increase in Mexican 
productivity because this is the only way to 
raise wages in a non-inflationary manner. 
What Mexico wants from free trade is invest­
ment in plants of sufficient scale and 
advanced sophistication to permit raising real 
wages.81 

A few participants stated that Mexican productiv­
ity and competitiveness will increase from the 
FT A as a result of infrastructure improvements by 
the Mexican Government and private investors. 

Would increase and accelerate capital and in­
vestment flows 

In addition to a direct increase in economic 
activity, many participants stated that an FT A 
would create an economic climate making Mex­
ico more attractive to both domestic and foreign 
investors. As stated by orie U.S. trade expert: 

In particular, by cutting tariffs and non-tariff 
barriers, protecting intellectUal property and 
promoting foreign investment, Mexico will 
attract new flows of capital and, in turn, new 
technologies, modem enterprises and new 
jobs. Mexican enterprises will improve their 
access to international capital and debt mar­
kets· and reduce their costs. These 
developments produce additional export op­
portunities and increase the international 
competitiveness of Mexican industries.82 

According to many participants, an FT A will 
stimulate a considerable amount of direct invest­
ment from the United States in infrastructure, 
manufacturing, agriculture, computers, automo­
biles, and such service industry areas as banking, 
insurance, and securities. Direct investment in 
the form of joint ventures will, in the opinion of 
Mexican industry representatives, make it possi­
ble for the larger Mexican export-oriented firms 
to compete internationally; However, a few par­
ticipants noted that smaller and medium sized 
Mexican firms may have more difficulty attracting 
such direct investment or may not be in a position 
to enter into joint ventures. 

Some Mexican and United States participants 
believed that just the announcement that the two 
countries intend to negotiate an FT A has begun 
to increase investment in Mexico. In addition, an 
FT A is expected by many participants to stimu­
late direct investment from Europe, Japan, and 

81 Written statement of Sidney Weintraub, before the 
Subcommittee on Trade, House Committee on Ways and 
Means, June 14, 1990, p. 8. 

112 Submission of Robert Herzstein, Co Chairman of 
the Trade Subcommittee, Mexico-U.S. Business Com­
mittee, to the Commission, p. 3. 
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other Far Eastern countries seeking access to the 
U.S. consumer market. 

Finally, some Mexican and United States par­
ticipants said that an FT A would encourage 
repatriation of some of the estimated $50 billion 
in Mexican flight capital. One United States­
Mexico joint business group estimated that "a 
significant portion of this capital would be at­
tracted back to Mexico with the initiation of 
negotiations, and even more with the establish­
ment of an FT A. "83 As stated by one 
participant, "the effect of the return of some or 
all of this capital, when combined with the new 
investment that would result from the FT A, 
would produce a valuable source of private fi­
nance for development of the Mexican 
economy. "84 

Would allow Mexico to earn foreign exchange 
to meet foreign debt burden 

Many participants stated that an FT A will in­
crease Mexican economic activity sufficiently to 
allow it tc:i generate more foreign exchange. This, 
in turn, will help Mexico reduce its enormous for­
eign debt. This effect was described by one U.S. 
economist: 

A trade agreement, to the extent that it 
works as a lever for the reflow of flight capi­
tal, will most certainly benefit the 
commercial banks. Mexico has always been 
willing to service her debts, although the 
ability to do so was impaired by the crisis in 
the early 1980's and the subsequent decline 
in oil prices. With reflows of flight capital 
there would be enough resources both to fi­
nance imports required for growth and 
interest payments on the external debt.86 

However, U.S. labor is skeptical that an FTA will 
do anything to alleviate Mexico's foreign debt: 

That the total new dollars flowing into Mex­
ico due to the incentives of a free trade 
regime will come anywhere close to solving 
that country's debt problem we find com­
pletely ·unrealistic. To ask thousands of 
Americans to lose their jobs for some vain 
hope of Mexican debt resolution is cruel. 88 

Some Mexican participants and U.S. bank offi­
cials state that continued payments on the debt 
could increase the possibility that Mexico could 
begin receiving new financing from foreign banks. 

m Van Heuven Statement, op. cit., p. S. 
M Jbjd. 
• Written statement of Rudiger Dornbusch op. cit., 

p. 13. 
• Written statement of Jack Sheinkman, President of 

Amalgamated Clothing and Textile Workers Union, to 
the Subcommittee on Trade, House Committee on Ways 
and Means, June 28, 1990, p. 2. 



Would lower inflation 

Another benefit identified by some partici­
pants is that the rate of inflation in Mexico could 
decline as a result of price competition by im-

. ports. Under the previous policy of protected 
import substitution, many domestic home goods 
produced exclusively for the Mexican market 
were higher priced than foreign goods subject to 
import restrictions. President Salinas recently 
noted the beneficial effect of a more open econ­
omy: 

Up to now, the opening of the economy has 
meant lower prices for Mexicans. So now 
they know that by opening the economy, we 
literally have forced domestic producers with 
tradable goods to have prices equivalent to 
international prices. This along with the 
macroeconomic changes we have installed 
has helped us very much to reduce inflation 
from almost 200 percent in 1987 to less than 
20 percent last year. 87 

Disadvantages of a U.S.-Mexican FfA · 
The majority of participants said that they saw 

no long-term disadvantages to the United States 
pursuing an Fr A with Mexico, provided such an 
agreement was comprehensive and stringently en­
forced. Those opposing the Fr A option, 
however, were usually vociferous in their opposi­
tion. Some labor representatives, for example, 
were uncomfortable with what they perceived as 
U.S. businesses' chief motivation for favoring an 
FT A: access to an inexpensive supply of labor af 
the expense of U.S. workers. These participants 
expressed the view that U.S. industrial competi­
tiveness. could be better enhanced via investment 
in higher t~chnology, rationalization for greater 
efficiency, and better education of the U.S. 
workforce rather than via investment in off-shore 
produc~on facilities. Several participants com­
mented that the ~arities in levels of 
development between the two countries do not 
bode well for U.S. workers. Accordfug to one 
participant: 

... Canada at least, has wage levels, living 
standards, and regulatory structures similar, 
if not superior to the United States. A free . 
trade agreement with Mexico, a country 
where wages and social protections are al­
most nonexistent when compared to our 
own, simply invites disaster for U.S. work­
ers.88 

87 David Asman, "President Salinas on Mexieo's 
eeonomy," Wall Str11t Journal, Apr. 4, 1990, p. 3. 

• Written statement of Mark Anderson, Eeonomist, 
AFL-CJO to House Committee on Ways and Means, 
June 29, 1990, p. 2. 

A number of participants representing differ­
ent segments of the U.S. agricultural sector also 
adamantly opposed a United States-Mexico FT A. 
Although noting that Mexico also produces fruits 
and vegetables during the United States' "off sea­
son," U.S. fruit and vegetable producers in 
particular, believe that an FrA would have a 
negative effect domestic production. They re­
jected the argument that Mexican agricultural 
trade is complementary and not competitive 
trade.89 

Virtually every participant said that the estab­
lishment of a United States-Mexican FrA would 
require some economic adjustments in both coun­
tries. They noted that some Mexican industries, 
unable to compete with their larger, more effi­
cient U.S. counterparts, would be forced to 
contract. Likewise, some of the more labor-in­
tensive and lower wage industries in the United 
States would have trouble competing with their 
Mexican counterparts and would also have to 
contract. Most participants agreed that Mexico, 
as the smaller partner in the arrangement, would 
gain more from an Fr A in the long run than 
would the United States but, conversely, would 
suffer more in terms of adjustment costs. A mi­
nority opinion expressed by one much-published 
critic of the Fr A option suggested, however, that 
the United States should refrain from entering 
into an FT A because it is already benefitting from 
the unilateral reforms Mexico has undertaken 
and has nothing else to gain. 

The. following section summarizes the major 
disadvantages of a United States-Mexico FrA as 
described by participants in the study. In addi­
tion to information obtained from interviews and 
hearing testimony, the Commission received a 
number of submissions opposed to, or containing 
reservations about, a United States-Mexico FT A. 

Disadvantages for the United States 

Would adversely affect U.S. workers 
The disadvantage cited most frequently 

among participants was that a United States­
Mexican FT A is likely to result in job losses in 
the United States as companies shift their produc­
tion to lower cost Mexico. Almost all of the 
participants, whether supporting or opposing the 
concept of a United States-Mexican FT A, ac­
knowledged that any agreement would likely 
accelerate the process of eliminating low-paying 
jobs in the United States. Many believed that 
production sharing would be a logical conse­
quence of any agreement, with the labor-intensive 
aspects of U.S. production carried out in Mexico, 
while Mexican firms would rely on the United 
States for the more capital- or technology-inten­
sive aspects of their production processes. As 

• Written Statement submitted on behalf of the 
Florida Fruit and Vegetable Assoeiation before the 
Subeommittee on Trade, House Committee on Ways and 
Means, June 28, 1990. 
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a result, labor-intensive industries in the United 
States were viewed as being particularly vulner­
able to displacement, with unskilled and 
semi-skilled workers suffering disproportionately. 
Those sectors cited as likely to be particularly af­
fected were autos and auto parts, apparel, 
electronics, toys, fresh vegetables, and food proc­
essing sectors. 

A few participants also expressed concerns 
that the net effect of an Fr A with Mexico or any 
other developing country will contribute to the 
unequal distribution of income in the United 
States and would ultimately cause U.S. wages to 
fall. A U.S. academician writes: 

Although free trade between the United 
States and Mexico would increase total in.:. 
comes in this country, it would also 
redistribute income away from unskilled and 
semi-skilled labor and toward professional 
and technical labor and capital. Because the 
"winners" would be people whose incomes 
are already above average, while the "los­
ers" would start with below average incomes, 
this arrangement would make the distribu­
tion of U.S. incomes more unequal.70 

Representatives of the United Automobile, 
Aerospace, and Agricultural Implement Workers 
of America (UAW) and the American Federa­
tion of Labor and Congress of Industrial 
Organizations (AFL-CIO) argued that the poten­
tial to create new jobs in the United States under 
an FrA is "vastly overrated" and that the net ef­
fect will be lost jobs and benefits. In their view, 
the "much-ballyhooed mutual benefits of an FI'A 
will accrue mostly to the business interests and 
financial institutions on both sides of the border; 
consumers and workers will receive little." More­
over, they suggested that U.S. companies will use 
the threat of moving operations to lower cost 
Mexico to compel labor to make concessions dur­
ing labor negotiations: 

As the dollar value of real wages in Mexico 
fell below those in Korea, Singapore, Brazil, 
and other developing countries, U.S. firms 
moved production to Mexico, or threatened 
to do so unless American workers lowered 
their wages and benefits, weakened 
workplace protections or made other conces­
sions. Some workers have been forced to 
accept these conditions to save jobs. 

A representative of a large textile and apparel 
workers union said that the social consequences 
of large scale job losses, even if only in the short 
term, could be enormous: 

Nobody in the United States has given seri­
ous thought to what we are going to do with 

10 Roben M. Dunn, "Low-paid workers would lose 
even more in a free-trade pact with Mexico," Washing­
ton Post, Aug. l, 1990, p. F3. 
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the tens of millions of Americans who repre­
sent 30 percent of the workforce and are 
semi-illiterate and basically unskilled. There 
will be enormous social costs-welfare, nutri­
tion, unemployment, crime; the United 
States should not encourage the loss of addi­
tional low-skilled jobs. 

An executive of a large U.S. apparel company 
asked the question: 

Are we going to move all U.S. production to 
a place where there are no employee rights 
or benefits? Is it right to lay off the U.S. 
employee who has been with the company 
for 20 years and go down to Mexico and hire 
a 16 year old? 

Many participants, including those who 
strongly supported a United States-Mexican Fl'A, 
expressed concern about the potential loss of jobs 
in the United States. Most noted, however, that 
there is a structural long-term problem (i.e., edu­
cation and training inadequacies) that exists in 
the United States even without Mexico's inexpen­
sive supply of labor. They suggested that these 
inadequacies are what makes the United States 
less competitive in world inarkets and must be ad".' 
dressed. 

One well-known trade expert who supports 
th"! concept of a United States-Mexican FI'A said 
that while there is truth to labor's complaints 
about job losses, the United States, in the long­
term, will have more and better jobs in a more 
competitive society. He commented that "labor, 
farmers, and small industry do have legitimate 
complaints about dislocation but there should be 
ways to mitigate complaints through trade assis­
tance programs." For the dislocation of jobs that . 
will occur, he suggested that the United States 
"devise some type of safety net to cushion the 
blow." Trade adjustment programs that provide 
training, education, and relocation expenses were 
viewed by a number of participants as viable 
safety precautions from job losses. However, one 
academician cautioned against seeing such pro­
grams as a panacea: 

Retraining laid-off workers, with the goal of 
making them high-income skilled workers, is 
often seen as the answer, but experience 
with such programs has been very disap­
pointing. Most affected workers have 
limited educational backgrounds, and many 
are not young. Despite training efforts, they 
generally have lower incomes than in the 
jobs they lost. 11 

Other participants said that the displacement 
of low wage earners is going to happen in any 
event-either production will shift to Mexico or to 
countries in the Far East. In the former scenario, 
they expressed the view that the United States at 

71 Roben Dunn, op. cit. 



least retains some of the jobs and gives the Mexi­
can5 money to buy U.S. goods. One former U.S. 
trade negotiator, for example, stated that, al­
though he saw no disadvantages to an Fr A with 
Mexico, he did believe that a "shift" in sectors 
from one site of production to another would re­
sult. In particular, he said that auto parts, glass, 
fruits and vegetables, and food processing opera­
tions would likely shift to Mexico. He said, 
however, that this is a process which cannot be 
avoided: 

Regardless of whether or not an Fr A is com­
pleted, the movement of low-skilled 
manufacturing jobs will be out of the United 
States to low cost production areas. If not to 
Mexico, then to the Far East. It is certainly 
better for these jobs to go to Mexico. If the 
jobs are in Mexico,· the Mexicans will pur­
chase U.S. products with their wages and 
companies in Mexico will buy U.S. parts for 
their production. In both scenarios, U.S. 
jobs are created. 

Several high-level U.S. Government officials 
said they did not believe a United States-Mexican 
Fr A would trigger a mass exodus of U.S. jobs to 
Mexico because labor cost is only one factor of 
production. They asserted that other factors are 
just as important in an investment decision, in­
cluding industrial infrastructure, availability of 
services (such as engineering services), raw mate­
rials, and supplier networks. These participants 
said it was unlikely that Mexico's inexJ)ensive la­
bor by itself would result in an avalanche of 
redirected U.S. investment. A few participants 
did note, however, that Mexico's combination of 
low wages and slacker environmental and worker 
safety requirements might be a sufficient induce­
ment to encourage U.S. industrial relocation to 
Mexico. 

Would hurt certain segments or the U.S 
agricultural sector 

The Commission heard testimony and re­
ceived written submissions representing a variety 
of agricultural sectors that believed domestic pro­
duction would be at risk or could even be vinually 
eliminated under an Fr A. These sectors in­
cluded citrus, tomatoes, asparagus, mushrooms, 
avocadoes, and processors of cauliflower and 
broccoli.72 Several representatives of these sec­
tors said that their industries have already been · 
bun by massive increases in imports of vegetables 
from Mexico because the low-wage Mexican field 
laborer has made U.S. products noncompetitive. 
Several participants suggested that agriculture be 
exempted from any Fr A with Mexico. Said a 
representative of a growers and processors asso­
ciation: 

72 For additional opinions regarding the agricultural 
sector, see ch. 2 later in this report. 

By eliminating or modifying the existing tar­
iff, or developing a free trade agreement 
with Mexico, we as a nation make it our pol­
icy to export jobs, increase our dependence 
on imported food and reject our social re­
sponsibility to our citizens who work to 
supply the domestic processing industry. 73 

Several participants referred to the shifts in 
production that would occur under an Fr A as 
growers sought to take advantage of each coun­
try's comparative advantage. It was suggested, 
for example, that farms in the California Salinas 
Valley would not be able to compete with Mexi­
can produce and would have to grow something 
other than fruits and vegetables. Similarly, Mexi­
can farmers would have to give up producing com 
and grains-crops which are not competitive with 
the United States. 

Most United States and Mexican participants 
agreed that the agricultural sector would be one 
of the most difficult aspects of an FT A to negoti­
ate and that agricultural liberalization might not 
be feasible in the short run. Several noted that 
agricultural trade was not fully liberalized in the 
United States-Canadian agreement and that it has 
also proven difficult to liberalize in the Uruguay 
Round. Nonetheless, the majority of participants 
believed it is important that any United States­
Mexican agreement include major concessions in 
agriculture. 

The majority of participants representing U.S. 
agricultural interests expressed support for the 
general concept of freer trade with Mexico, but 
generally did not support the establishment of an 
FrA. Those who did support the idea of a 
United States-Mexican agreement emphasized 
the need to proceed cautiously. 

Would hurt the economies or the U.S. border 
areas 

A number of participants remarked that the 
infrastructure in the border region is already in­
adequate and could be further strained by the 
increased trade resulting from an FT A. Several 
participants mentioned that, as tariffs are elimi­
nated and U.S. manufacturers of consumer goods 
gain more confidence in the Mexican market, 
U.S. retailers along the border will be hun when 
manufacturers sell directly to retailers and whole­
salers in Mexico. This decline in income could 
affect the economy of entire communities be­
cause, in some border towns, retailing to Mexican 
customers is the predominant industry. As one 
businessman from McAllen, Texas stated: 

Our local economy here depends to a very 
large degree upon the opposite of a free 
trade agreement. The fact that goods are not 
available in Mexico or that they're only 

~Testimony of Paul Fanelli, National Association of 
Growers and Processors for Fair Trade, Tucson hearing, 
tr .• p. 66. 
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available in Mexico at much higher prices, 
drives our local economies here. Our retail 
sales, our wholesale sales, our hotel industry 
to a certain extent, our tax base-much of 
our employment is generated by Mexicans 
who come here to buy goods that are avail­
able here and not available in Mexico. 
There's no doubt in my mind, no doubt 
whatsoever, that the adoption of an Fr A will 
cut that kind of business off at the ankles 
and with it devastate that segment of this 
economy.74 

. One businessman from the border area said 
that an Fr A "will primarily benefit Mexico and 
industrialized areas of the United States. The 
border region will become one big truck stop." 
He did not believe that an Fr A should include 
special ince.ntives for the border region but said 
instead that it is up to the people who live in the 
region to do what is necessary to make their re­
gion more attractive to investors. He said that: 

·People come and look at the U.S. border 
region for investment projects and then they 
look across· the border. What is going on 
over there is detrimental to the development 
of the U.S. side -it is hard to compete with 
a $4.00 a day wage rate when your wage is 
.SS.00 per hour. Investors who want to move 
to the south United States keep going and 
cross the border. 

Would have negative effect on t.he environment 

A number of participants commented that the 
less stringent environmental standards in Mexico 
have contributed greatly to the rapid deterioration 
of ·the quality of the water and air along the bor­
der. Several participants asserted that the lack of 
enforcement' of existing standards and lower envi­
ronmental standards will encourage U.S. 
producers to move to Mexico rather than invest 
in pollution control equipment and technology. 
One participant noted that this relocation has al­
ready started with the furniture industry and that 
more are likely to follow as amendments to the 
U.S. Clean Air Act raise concerns among manu­
facturers. As one participant said, "Guaranteed 
access into the U.S. from Mexico would be a 
strong incentive for relocation." 

While some participants noted that an Fr A 
might lead to a migration of Mexicans to the bor­
der and place a strain on the existing 
infrastructure and worsen environmental prob­
lems, other officials noted that an Fr A might 
encourage inland development and actually re­
strain border development. 75 

7
' Testimony of Allen E. Smith, Allen E. Smith 

Associates, McAllen bearing, tr., p. 215. 
711 One official noted that the cause of sewage treat­

ment problems along the border is directly related to the 
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Would not necessarily improve U.S. trade bal­
ance 

While many participants commented that ac­
cess to Mexico's market of over 85 million 
consumers was an advantage to an Fr A, others 
speculated that, while the Mexican market is un­
doubtedly large, the United States would gain 
little from expanded access to that market, given 
the relatively low level of disposable income avail­
able in Mexico. Said one participant: 

Our analysis indicates that there is insuffi­
cient disposable income, insufficient 
consumer or industry demand to attract 
American exports in anywhere near the 
amount necessary to offset the sure accelera­
tion of Mexican exports to the United 
States .... The current U.S. trade deficit with 
Mexico will grow, not shrink. 

Several trade experts commented that U.S. 
interest in a United States-Mexican FrA seems to 
be more political than economic and with a more 
long-term than short-term focus. Wrote one ex­
pert: 

U.S. economic gains from freer trade with a 
· country whose economy is only one-twenti­
eth its size would be modest overall-though 
the boost to southwestern states such as 
Texas, and New Mexico, and border cities 
.. uch as San Diego, would be noticeable.78 

Several participants thought it unlikely that 
Mexico and the United States would agree on lib­
eralization of nontariff barriers comparable to 
commitments made in the United States-Canada 
agreement. Mexican and United States trade ex­
perts pointed out that both countries are likely to 
seek exclusions, resulting in an agreement that is 
less than comprehensive. Many participants said 
that both countries will try to get as many conces­
sions as possible during negotiations, while trying 
to maintain protections in areas they find sensitive 
in their own country. Some Mexican participants 
said, for example, that further liberalization of 
Mexico's direct foreign investment rules, includ­
ing .. unrestricted foreign participation in Mexican 
financial services, might create problems for 
Mexico's domestic industries, therefore financial 
services should not be on the negotiaty table. 

Would further fragment the world into trading 
blocs 

Most participants agreed that there is an in­
creasing tendency among countries to align 
themselves into trading blocs. While many 

10-Continued 
vast increase in population on the Mexican side of the 
border. The Mexicans do not have the financial re­
sources to construct water treatment infrastructure to 
keep up with their rapidly growing population. FTA 
could have detrimental effect if significant resources are 
not expended to provide for water treatment plants. 

10 Jeffrey Schott, "The Mexican free-trade illusion," 
op. cit., p. 32. 



thought such .inoves were an important step ·to­
ward remainirig competitive in world markets 
where competition has become increasingly . in­
tense, a few p~rticipants thought the move toward 
trading blocs will ultimately hurt .the GATI a~d 
the multilateral system. Countnes that remain 
outside of trading blocs, they said, · will suffer. 
According to one trade ·expert: 

For the sake of the glol:>al trading system, the 
United States should not consider any other 
bilateral pacts after Mexico. To put it 
bluntly, a succession of bilateral agreements 
is a recipe for RIBS-resentment, ineffi­
ciency, bureaucracy, and stupid signals. 
Resentment would prevail. among the outsid­
ers. Inefficiency would be spawned by the 
. fragmentation of markets. Bureaucratic 
nightmares would result for governments and 
private firms trying to cope with discrimina­
tion among countries. And stupid signals 
would be sent to those policymakers in de­
veloping countries who are proponents of 
markets and multilateralism.n 

Would allow Mexico to seek exemption from 
U.S. trade laws 

Several participants speculated that Mexico 
might seek exemption from the dumping and 
countervailing duty provisions of U.S. trade law. 
One participant noted in a submission: 

We know from our exi!>erience with the 
U.S.-Canada PTA negotiations, that the 
term "secure access" means an attempt to 
gain an exemption or favorable treatment 
under U.S. unfair trade laws. We would op­
pose any proposal to give preferential 
treatment to Mexico under U.S. antidump-. 
ing or countervailing duty laws, because 
Mexico's economic development should be. 
on the basis of market forces-not unfair . 
trade practices. 78 · 

Disadvantages of an FIA for Mexico 

Would not significantly benefit Mexican labor 
Several participants did not believe that an 

PTA would help Mexico solve its-unemployment 
problem. They noted that the types of industries 
likely to be attracted to Mexico as a result of the 
agreement . would be · assembly-type operations 
that are "the lowest-paying and least value-added 
of all manufacturing jobs. "7" Moreover, 

n The International Economy, .. A free-trade free-for­
all," June/July 1990. 

19 Written submission of Fran.t Fenton, Sr. V!Ce 
President, American Iron and Steel Institute. to the 
Commission. 

711 Written Statment of Jack Sheinltman, Amalgamated 
Clothing and Textile Workers Union, subcommittee on 
Trade to House Committee on Ways and Means, 
June 28, 1990. 

... the maquila growth of the last several 
years has mainly attracted young , women, 
aged 16 to 25, into the' w9rkforce who were 
not there pr_eviously. Almost no jobs were 
created for unemployed males or anyone 
over 30. where the unemployment problem 
of l\1exi!=O is most debilitating. so 

Wrote another participant: 

American jobs have moved across the bor­
der to pay predominantly young women far 
less than one dollar per hour. . . .A few 
more Mexican workers are indeed employed 
because of these investments, but do these 
jobs provide a foundation for a brighter eco­
nomic future for Mexican workers? We 
think not . 

The maquiladoras constitute a model of eco­
noinic development tied to having the lowest 
wages in the world to attract multinational 
corporate investment that produces for for­
eign, not domestic, markets. Poorly paid 
workers can't afford to buy "internationally 
competitive" products. We have not seen 
Mexican workers' living standards raised by 
this economic development strategy.81 

Further, 
There will be more U.S. and other foreign 
companies ·shifting production to Mexico as 
an alternative to U.S. production, to pay 
pitifully low wages that perpetuate poverty 
rather than relieve it. Workers in previously 
protected Mexican industries, such as its do­
mestic auto industry, will face intense 
pressures to lower their wages to the ma­
quiladora level, just as American workers 
have faced this pressure. In the process, 
many will be displaced from their jobs. The 
maquiladoras have encouraged U.S. immi­
gration by attracting impoverished Mexicans 
to the border where they come in contact 
with, and have access to, the U.S. side. 
Those who lose their jobs in the integration 
process are likely to swell this pool of immi­
grants. 

A number of participants disagreed that an 
PTA will put upward pressure on Mexican wages. 
They suggested that because Mexico has a huge 
pool of unemployed and underemployed labor, 
wage increases resulting from an increased de­
mand for labor would not occur for a long time. 
Accordingly, one participant said: 

An FT A will result in something resembling 
an expanded maquiladora program and that 
is not a model which is good for the Mexican 

., Ibid. 
•

1 Written statement of Steve Beck.man, Economist, 
United Auto Workers Association to the Subconi.mittee 
on Trade, House Committee on Ways and Means, 
June 28, 1990, p.2. 
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worker. Since cheap labor is the main at­
traction for U.S. entrepreneurs, they will 
want wages in Mexico to remain low and 
working conditions poor-the ultimate bene­
fits for Mexican labor expected from U.S. 
investments, i.e., that competition for labor 
will eventually raise wages and improve 
working conditions, are not realistic. 

Nor did these participants believe that an 
FT A would necessarily stem the flow of illegal im­
migration. In addition to the large wage 
differential between the two countries (Mexico's 
average daily wage rate is about $6.00 a day in 
the north part of the country and about $3.00 a 
day in the south), Mexico's combined rate of un­
deremployment and unemployment is estimated 
at about 40 percent. In addition, about one mil­
lion new job seekers enter the labor force every 
year. Several participants believed that the com­
bination of these factors indicates that an FT A 
will be unable to produce a rapid increase in 
Mexican living standards. They asserted that im­
migration, legal and illegal, to the United States 
will continue to be an attractive alternative in the 
short and medium terms. 

Would hurt the small Mexican farmer 

Several U.S. and Mexican participants said 
that the small Mexican "ejido" farmers would be 
big losers under a comprehensive FTA. They 
noted that more than half of the arable land in 
Mexico is under the "ejido" system, a form of 
land tenure in which a peasant community collec­
tively owns a piece of land and the natural 
resources and houses on it. According to these 
participants, as Mexico's population has grown, 
the parcels worked by individual farmers have 
shrunk-in many cases to an acre or less-making 
economies of scale impossible. 82 

Certain participants asserted that Mexico's ag­
ricultural system would require a major overhaul 
if it is to benefit from an agreement with the 
United States. Many of these participants, how­
ever, also noted that, because of Mexico's large 
farm population, small average land holdings, low 
productivity, and the historical sentiment at­
tached to . the ejidos, needed reforms would be 
especially difficult to undertake. One analyst 
wrote: 

81 A trade expert from an international banking 
institution descnbed the "ejido" system in the following 
manner: 

The Mexican ejido system dates back to the 
Mexican Revolution. The land cannot be rented 
or sold and if it is not worked the government 
may seize it. The land cannot be used as collat­
eral because there is no title to the land. It 
doesn't lend security to the owner, and does not 
encoura~e workers to develop the land. The land 
is inbented and after it is divided among the 
descendants of the original occupant, there is not 
enough to permit the descendant to become self 
sufficient. 
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On purely economic grounds, a complete 
overhaul of the ejido system would appear to 
be in order. But official recognition of ejido 
ownership was one of the principal issues 
over which more than a million people lost 
their lives during the Mexican Revolution, 
and to this day many Mexicans maintain a 
mystical attachment to the institution. In ad­
dition, Mexican law states that ejidos ·are 
"inalienable, nontransferable and nonat­
tachable," conditions that drive away 
investment that might otherwise flow into ag­
riculture. 83 

Without massive reform, several participants 
believe that small Mexican farmers would be un­
able to compete with large agricultural interests. 
Many would be forced into cities, adding to the 
already large supply of unemployed labor. 

Would hurt certain segments of Mexican in- · 
dustry 

Several Mexican cnucs of a United States­
Mexican FT A expressed concern that Mexico is 
embarking on a path of economic integration that 
will ultimately be detrimental for its small and me­
dium-sized businesses. One well-known Mexican 
academician said that under certain conditions, 
Mexico could benefit from an FT A with the 
United States but that present conditions are not 
right. This participant said that an FT A is fore­
seeable in the future "but not now, not quickly, 
and. not before Mexico has a chance to see if its 
economic reforms work." He asserted that the 
issue is further complicated by the fact that 
Mexico's recent trade and investment liberaliza­
tion reforms "have been more expensive then 
originally thought. The general thrust of the re­
forms were accurate, i.e., open up the economy, 
but the reforms were too fast, too drastic, and too 
indiscriminate." Moreover, 

. . . the ·[integrationj-pro·cess-sh:ould oe un­
dertaken as part of a patient, long-term, well 
considered political and international strat­
egy. This includes a profound study of 
exactly what type, of implications such a deal 
would have for Mexico, sector by sector, re­
gion by region. . . .it must be clear to 
everyone, particularly in the United States, 
that this entire process cannot and will not 
work as a quick fix undertaken for reasons 
of political expediency. Countries that nego­
tiate in a hurry generally give away the store, 
and Mexico's store has been given away far 
too many times.84 

., Larry Rohter, "Stop the world, Mexico is getting 
on," N~w YorA: Timts, June 3, 1990, p. A6. 

.. Jorfte G. Castaneda, "The Mexican free trade 
express, ' Tht lnttrnational Economy, June/July 1990, 
p. 31. 



This sentiment was echoed by several Mexi­
can businessmen who, while supporting a United 
States-Mexican agreement, also expressed reser­
vations about the speed with which closer 
integration between the two countries is occur­
ring. A few businessmen pointed out that Mexico 
has carried out important economic restructuring 
in the last 4 to S years and that further structural 
adjustment, such as that required by an FT A, will 
require time. They noted that, while an FTA can 
help Mexico create the one million new jobs it 
needs each year, domestic Mexican industries will 
find competing against U.S. companies very diffi­
cult. One Mexican trade expert pointed out that 
"the wage differential will create winners and los­
ers in that U.S. labor and Mexican capital will 
lose and U.S. capital and Mexican labor will 
win." He suggested that for the equitable distri­
bution of losses and gains to occur in Mexico, the 
pace of political modernization in that country 
will have to quicken. 

One representative of a large Japanese com­
pany located in Mexico said he did not believe 
that Mexican companies will be able to compete 
against U.S. companies or that an FT A will help 
Mexico grow out of its "third world" status. An­
other Mexican businessman predicted that small 
Mexican companies would disappear in the face 
of U.S. competition. He mentioned that he and 
other Mexican businessmen were concerned over 
the "invasion" of U.S. products that have re­
sulted from recent import liberalizations; sales of 
comparable Mexican products are reportedly 
down by 23 percent. This participant suggested 
that only medium and large companies would be 
able to increase their quality and productivity: 

How can Mexico compete? It lacks a mar­
ket that can afford to buy, it will be forced to 
export surpluses; everyone will want to ex­
port but who will buy Mexican products? 

Another Mexican participant said that one of 
the country's goals is to develop technologically. 
Ho'!Vever •. considering the present disparity of 
economic and cultural development between the 
two counuies, he believed it possible that Mexico 
could get "stuck in its current comparative advan­
tage niche" and never really develop. 

One trade analyst reported that only Mexico's 
large agricultural concerns would be able to com­
pete in the face of U.S. competition and that only 
a handful of its manufacturing companies would 
be able to compete. He predicted that, with so 
many business failures, massive unemployment on 
the Mexican ·side would result and corresponding 
political turmoil could occur. 

A few participants mentioned that unequal 
economic development in the northern part of 
the country will place more stress on existing in­
frastructure. They predicted that the contrast 

between the north and the southern part of the 
country, already pronounced, will worsen under 
an FTA so as to contribute to social turmoil. 
Moreover, several participants emphasized that 
an FTA will not be a panacea for all of Mexico's 
economic problems and noted that there is always 
a possibility that the negotiations could go badly 
or remain inconclusive, thus creating serious po­
litical problems for Mexican President Salinas. 

Implications of an Ff A For Third 
Countries 

Most participants, in particular academic 
economists and government officials, accepted 
the premise that the world economy is dividing 
into major trading blocs. European integration, 
the United States-Canadian FT A, and the possi­
bility of a formidable alliance featuring Japan and 
its East Asian neighbors were viewed as the inevi­
table consequences of countries forming alliances 
to protect their economic interests in an increas­
ingly competitive world. As one trade analyst 
said, ". . . virtually nobody can go it alone any­
more." Consequently, few participants said that a 
United States-Mexican FTA would have long­
term adverse effects on third-country interests. 
Most participants chose to emphasize the posi­
tive, long-term, trade-creating effects of an FT A 
and minimized the potential problems for third 
countries resulting from a diversion of trade or 
investment.as A number of participants said, 
however, that Japan and East Asian countries 
might be adversely affected by a United States­
Mexican FT A. They suggested the likelihood 
that U.S. imports from these sources would shift 
to Mexico. However, participants generally be­
lieved that the Asian countries, in addition to 
some other third countries, would circumvent 
such trade diversion by seeking access to the U.S. 
market through investment in Mexico. 

Canada 
The majority of participants conceded that re­

cent developments towards a United 
States-Mexican FT A have caused some concern 
among Canadians that such . an accord might 
erode the benefits they expected from .their own 
FTA with the United States.ae A former U.S. 

•Trade diversion occurs when an fTA, by selectively 
decreasing protection, creates incentive for countries to 
substitute imports from the partner country for imports 
from third countries. In a U.S.-Mexican FTA, diversion 
of U.S. Imports in favor of Mexico would de_pend on the 
degree of preference Mexico enjoys in the fT A relative 
to other countries. 

•The U.S.-<:anada Free Trade Agreement, in effect 
since January 1989, eliminates nearly all tariffs between 
the two countries over a 10-year period, including such 
protected sectors as textiles, clothing, petrochemicals 
and steel. It relaxes regulations on bilateral investment 
and addresses other important bilateral issues, including 
energy, temporary immigration, and customs fees. In 
addition, it mtroduces an innovative bilateral dispute 
settlement mechanism. 
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trade negotiator cited the feelings of a group of 
Toronto businessmen who· complained. to him: 
"How could the United States do this to us?" 
One Canadian Government official said that he 
"simply could not visualize an FT A between an 
industrial giant like the United States and a devel­
oping country like Mexico." Under such 
circumstances, he was skeptical of how much 
trade liberalization could actually be accom-

. plished. A number of Canadian participants 
asserted that a U.S.-Mexican FTA would be nei­
ther harmful nor beneficial to Canada. 

Nonetheless, many participants expect Can­
ada not only to officially endorse the United 
States-Mexican FT A negotiations, but also to 
seek active participation in them.87 Opinions dif­
fered, however, regarding when Canadian 
participation should begin, and whether or not 
Canada should actively participate in the negotia­
tions or assume an "observer status." Some 
participants suggested that Canada should enter 
the talks as a full-fledged partner, and its role 
should begin simultaneously with initiation of the 
negotiations. As one trade analyst has written: 

It would appear that Mexico has been 
achieving its rapid export growth by bypass­
ing many U.S. import-sensitive industries 
and going directly into the kinds of secon­
dary manufacturing Canadians have long 
coveted-e.g., power generation equipment, 
telecommunications equipment, and electri­
cal equipment. Canada cannot afford to 
have Washington unilaterally decide which 
U .S.-Canadian industries will be sheltered 
from Mexican-based competition through 
transitional provisions. U .S.-Canadian con­
sultations will not be enough. Canada must 
be in the game when the dealing begins.es 

Another option offered by some participants 
was that Canada should join the United States­
Mexican FT A negotiations only after the 
negotiations are already well under way. Still oth­
ers· suggested that Canada negotiate a bilateral 
FT A separately with Mexico, and then the three 
agreements (U.S.-Canada, U.S.-Mexico, Can­
ada-Mexico) could be merged at a later time. 
Several participants thought the latter option 
might be a more viable approach than what could 
be exceedingly complicated trilateral negotiations. 

A number of participants believed that Can­
ada will seek to join United States-Mexican 
negotiations at an early stage to protect its own 
interests, and thereby will "trilateralize" the 

., The U.S.-Canada FTA allows the parties to enter 
into FTA negotiations with third countries. There is no 
legal problem for the United States as Canada's FTA 
partner to conclude a bilateral FT A with Mexico or for 
Canada to join as a third party in a U.S.-Mexican FTA. 

911 Globe and Mail and American Banter, "Report on 
free trade," May 7, 1990, p. 7. 
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talks.as Among the incentives cited for Canada 
to participate in United States-Mexican talks at 
the outset include its due concern for the only 
developing nation in North America, and having 
Mexico as an ally during discussions of certain 
contentious issues with the United States. Some 
Canadian participants viewed a trilateral FT A as 
an extension of the existing United States-Cana­
dian FT A. Some participants indicated that an 
active role by Canada in trilateral negotiations 
during Mexican FT A talks would speed up the 
formation of a North-American FT A. 

Most · participants expressed concern that 
Canada's presence at the negotiating table could 
slow down the negotiating process. Several high­
level Mexican and U.S. Government officials 
echoed the view that bilateral negotiations will be 
complicated enough without a third party. A few 
participants suggested that Canada's position on 
participation in the United States-Mexican talks 
and its timing will be determined in large measure 
by the signals Canadian businesses and labor rep­
resentatives give to its Govemment.90 Canadian 
labor and nationalists appear to be firmly in oppo­
sition to a United States-Mexican FTA.91 Labor 
representatives in Canada, as in the United 
States, are concem.ed about the deleterious ef­
fects of low-cost Mexican labor on domestic 
workers. 

Canada-Mexico bilateral relations 
Several participants stated that while the cur­

rent level of direct Canadian-Mexican trade and 
investment is very small, bilateral ties could easily 
expand as a result of a Canada-Mexico FTA.92 
Among the advantages to Canada from such an 
agreement is access to the growing Mexican mar­
ket. A Canadian official remarked that Canada 
has one distinct advantage over the United States 
in forging bilateral economic ties with Mexico: 
Canada does not carry the historic baggage of 
Mexican resentment that the United States car­
ries.83 

• One participant said that Canada might wish to 
trilateralize the talks for the sake or reopening some 
contentious bilateral issues with the United States. 

811 Several participants commented that current preoc­
cupation by the Canadian Government with Quebec and 
related controversial domestic issues could jeopardize 
Canada's participation in any U.S.-Mexican FTA 
ne\otiations. 

' The Canadian Labor Congress (CLC) maintains its 
opposition to the U.S.-Canada FTA, and already 
expressed its objection to Canada's participation in 
U.S.-Mexico FTA negotiations. 

•Total two-way trade reached $2.4 billion in 1989 
with Mexican exports approximately twice those or the 
Canadian. Canadian exports were divided chiefly among 
food, live animals, manufactured goods and machinery 
and transportation equipment, while those of Mexico 
were heavily concentrated in machinery and transporta­
tion equipment. 

1111 In January 1990, the Seventh Meeting or the 
Canada-Mexico Joint Ministerial Committee was held in 
Ottawa. -Agreement was reached on the need for a 
considerable expansion or Canada-Mexico trade, and 
closer cooperation in international economic matters, 



Other participants were doubtful that a Cana­
dian-Mexican FTA would increase interest in 
investing in Mexico, primarily because Canada 
does not have the proximity which makes Mexico 
such a desirable location for U.S. investors. Par­
ticipants noted tha~, whil~ Canada has o~y .12 
maquiladora plants m Mexico, some Canadian m­
vestors have begun taking an interest in Mexico in 
the last 2 years, particularly in recently privatized 
sectors, such as telecommunications. However, 
participants generally doubted that the possibili­
ties for expanding direct economic ties between 
Canada and Mexico would be great. As one aca­
demic analyst noted, for both Canada and 
Mexico, economic linkages with the United States 
are much more important than those links with 
each other.114 Therefore, he asserted, future Ca­
nadian-Mexican linkages will be forged largely 
indirectly, through the relationship of both coun­
tries with the United States. 

Implications for Canada of a U.S.-Mexican 
FI'A 

A number of Canadian participants said that a 
United States-Mexican FTA would have only a 
minimal impact on Canadian exports. Propo­
nents of this view believed that such an agreement 
would not cause major trade shifts, since the U.S. 
duties on imports from Mexico that would be 
abolished by an FT A are already low. Other par-· 
ticipants stated that, even though Canada and 
Mexico are competing in some of the same broad 
industry categories (for example, certain areas of 
machinery and equipment) a further breakdown 
of these product groups reveals few areas of com­
petition. One participant asserted that a United 
States-Mexican FT A would not divert a consider­
able amount of U.S. investment from Canada to 
Mexico, since the choice of U.S. investors to lo­
cate in Canada is most often based on 
considerations that override the low labor cost ad­
vantage Mexico can offer. 

However, most other participants believed 
that Canada is vulnerable to adverse effects from 
a United States-Mexican FTA. These partici­
pants argued that Canada will suffer shifts in 
terms of both investment and trade flows as busi­
nesses seeking to take advantage of the United 
States-Mexican agreement divert their investment 
to Mexico and the United States. Moreover, ac­
cording to a U.S. labor representative, Canadians 

""-Continutd 
including solving the debt problems of developinJ coun­
tries. This meeting was followed by a visit of Prime 
Minister Mulroney of Canada to Mexico in March, at 
the invitation of President· Salinas de Gortari, for the 
purpose of signing a Canada-Mexico Framework Agree­
ment on bilateral trade and economic relations. 

IN Both Canada and Mexico conduct over two-thirds 
of their trade with the United States, and U.S. invest­
ment is considerable in each country. In addition,. there 
is substantial Canadian investment and large sums of 
Mexican flight capital in the United States. · 

view themselves as having the comparative advan­
tage of lower wage rates than those that prevail in 
the United· States. A United States-Mexican 
FT A, this participant claimed, will make Canada 
lose export sales to lower-cost Mexican products, 
and could result in a massive loss of Canadian 
jobs. Several participants also suggested that 
while the danger of job loss exists predominantly 
for labor-intensive industries, Mexican competi• 
tion could also cause problems for certain 
high-wage industries in Canada, such as petro­
chemicals. 

A few ·participants stated that a United States­
Mexican FT A could dilute the benefits of the 
United States-Canada FT A by making Mexican 
products more competitive than Canadian prod­
ucts on the U.S. market. They identified several 
Canadian industries that might suffer from direct 
Mexican competition in the United States, espe­
cially telecommunications equipment, electronic 
equipment, and power generation equipment. 
Some noted that the share of these product cate­
gories in both countries' overall exports to the 
U.S. market has increased sharply in recent 
years. Other industries identified by participants 
as p~rhaps causing concern for Canadians in­
cluded the energy sector, the automotive indUstry 
and, as cited above, petrochemicals. 

A number of participants expressed the ex­
pectation that inclusion of Canada in United 
States-: Mexican FT A negotiations would result in 
a North American FT A, thus creating the largest 
market in the world, with over 360 million con­
sumers. Such a large market would create a 
considerable amount of new trade and economic 
linkages in all three North American countries, 
based on the comparative advantage of each. 
Participants holding this view said that all three 
countries would benefit. Moreover, most of the 
academicians pointed out that a North American 
FT A is necessary to enable North American com­
panies to meet the escalating competition of other 
economic blocs, such as those of Europe and East 
Asia. · 

Several participants also emphasized that the 
complementarity of the North American coun­
tries' economies augurs well for a continent-wide 
FTA. According to one academician: 

... the complementary nature of the econo­
mies of North America, with abundant 
natural resources in Canada and Mexico, 
abundant skilled labor, capital and technol­
ogy ih both Canada and the United States, 
and abundant unskilled and semiskilled la­
bor in Mexico, creates a natural integrated 
trade region.SIS 

Some participants speculated that an eco­
nomic arrangement between the three North 
American countries could come to life by the end· 

115 McAllen hearing, tr., p. 135. 
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of the century. One U.S. trade analyst noted that 
this arrangement could go well beyond free-trade 
provisions, approaching a common market. Par­
ticipants suggested it could cover, for example, 
exchange-rate relationships among the U .S dol­
lar, the Canadian dollar and the Mexican peso, 
but would likely exclude provisions for the free 
movement of labor. 

However, according to other analysts, a 
North-American FT A could lead to a contraction 
of labor-intensive industries in both the United 
States and Canada, as all three economies re­
strUcture themselves according to their 
comparative advantage. However, others pointed 
out that, over time, the wage-rate differential be­
tween Mexico and the other two North American 
countries would narrow, lowering the incentive 
for such restrUcturing. 

Caribbean Basin Countries96 

Views on the possible impact a United States­
Mexican FT A could have on the developing 
economies in the Caribbean region ranged from 
concern that trade and investment diversion 
would be significant, to optimism that the Carib­
bean countries would benefit from a . United 
States-Mexican FTA. Some participants ex­
pressed concern that the preferences the 
Caribbean countries currently enjoy from the 
United States under the Caribbean Basin Initia­
tive (CBI) might be diluted."7 

A number of participants mentioned that 
transportation difficulties, lack of economies of 
scale, infrastructure inadequacies, and a myriad 
of other difficulties have always hindered invest­
ment in the majority of Caribbean countries. As 
one high-level U.S. Government official said 
when commenting on the incentive programs 
available to the region: "If the Caribbean region 
was not one of the least attractive places in the 
world to invest, it would have developed al­
ready." One former U.S. official said that the 
CBI program has not been an unqualified success 
because of the exception of many products from 
U.S. duty-free treatment.118 Two major Carib-

• The Canbbean Basin is defmed as including 28 
Canbbean and Central American countries and territo­
ries. 

"' The Caribbean Basin Initiative was launched in 
1983 as a broad program of the United States to promote 
economic development through private sector initiative in 
Central America and the Caribbean islands. An impor­
tant element of the CBI is the Caribbean Basin 
Economic Recovery Act (CBERA), enacted on AUJ. 5, 
1983. The CBERA grants duty-free treatment to eligible 
imt'rts from designated Caribbean countries. 

The following major product categories are not 
eligible for duty-free treatment under the CBERA: 
petroleum and petroleum products, textiles and apparel 
(although some other concessionary treatment is avail­
able) , certain handbags, luggage and natgoods, 
footwear, work gloves, certain leather apparel, and tuna. 
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bean manufacturing industries, textiles and 
leather are exempted from the CBI program and 
were mentioned by a number of participants as 
potential victims of trade diversion should a 
United States-Mexican FTA develop. 

A number of participants agreed that trade di­
version could occur because of Mexico's many 
advantages, such as lower production costs, closer 
proximity to the U.S. market, abundant natural 
resources, and large domestic market. In order 
to prevent the economic collapse of Caribbean 
countries and the erisuing political turmoil, some 
participants proposed that the Caribbean ought to 
be made part of . a United States-Mexican FT A 
and share all the U.S. concessions Mexico will 
obtain. Several participants suggested that the 
FT A could also provide the vehicle for "equaliz­
ing" the investment prospects of the Caribbean 
countries vis-a-vis Mexico. Three proposals were 
offered: first, that Mexico be required to open 
up its market to Caribbean products on a tariff­
free basis or on the same basis under which these 
goods can enter the United States; second, that 
the rules of origin in any United States-Mexican 
agreement permit Caribbean goods to be treated 
as if they originated in Mexico; and third, that 
Mexico permit Caribbean countries to transship 
their goods freely through Mexico, without ad­
ministrative hindrances. 

Other participants were optimistic regarding 
the impact of an Fr A on the CBI countries. A 
U.S. official envisaged that Mexican ventures 
would proliferate in the Caribbean in the long­
term once benefits from a United States-Mexican 
FT A strengthened Mexican entrepreneurs, ena­
bling them to broaden their search for new 
investment locations. 

Several participants remarked that the Carib­
bean has its "niches" of comparative advantage 
for small-scale specialized production areas. Car­
ibbean wage rates are presently somewhat higher 
than Mexican ones, but, as one U.S. official com­
mented, this could change if a United 
States-Mexican FT A results in higher Mexican 
wages."" Another participant remarked that, ow­
ing to some cultural similarities, Mexico could 
become a leader of the Caribbean region's eco­
nomic development, more so than the United 
States or Canada could hope to be. Another said 
that in recent years, geographic proximity to the 
United States has attracted some Far Eastern pro­
ducers to the Caribbean. He echoed the views of 
others, however, when he noted that if a United 
States-Mexican FT A is implemented, most Carib­
bean. countries would not be able to compete with 
Mexico for foreign investment given Mexico's 
even greater accessibility and additional advan­
tage of lower wage rates. Yet several Caribbean 

• There were several participants who thought that 
average Caribbean wage rates were lower than Mexican 
ones. 



officials expressed confidence that a United 
States-Mexican FfA would not hurt Caribbean 
tourism. Tourism was singled out by many par­
ticipants as the best prospect for the Caribbean. 
One participant from the region said that "the 
Caribbean ought to be turned into a tourist mecca 
and the pretense that the area is [otherwise I pro­
ductive should be stopped." 

Latin America and a Hemispheric FTA 
Certain participants predicted that United 

States-Mexican Ff A negotiations would be fol­
lowed by similar negotiations with the Caribbean 
and Central American countries. They predicted 
that by the year 2,000, an economic integration 
of the Western hemisphere will have taken 
place.100 One U.S. Govei:nment official noted 
that the prospect of a Western Hemispheric Com­
mon Market intrigues quite a few Latin American 
leaders and analysts. However, several U.S. and 
Mexican Government officials and businessmen 
assened that in the Western Hemisphere, Mexico 
alone is now in a position to negotiate an Ff A 
with the United States. 

Several businessmen and trade analysts 
pointed out that there is a great difference be­
tween Mexico and Latin American countries in 
their determination to resolve economic prob­
lems. They noted that whereas Mexico instituted 
a powerful economic reform program that broke 
a decades-old tradition of economic isolation 
from the world economy, most other Latin 
American countries have shown little interest in 
economic liberalization. Their resistance to eco­
nomic reforms was cited as one reason why other 
Latin American countries are poor candidates for 
regional economic integration. Other participants 
acknowledged, however, that some Latin Ameri­
can countries have now instituted some 
Mexico-like economic reforms. 

A number of participants stated that officials 
and businessmen in Latin American countries 
have mixed feelings about the evolving United 
States-Mexican economic ties. While recognizing 
the potential benefits of increased Mexican eco­
nomic activity on other Latin American countries, 
these participants also feared that trade diversion 
could occur if Mexico forges closer ties with the 
United States. Orange juice, auto parts, and 
sugar were cited by participants as examples of 

11111 On June 27, 1990, President Bush prol'°9ed a new 
partnership to encourage growth in the Amencu. The 
pr~, called "New Enterprise for the Americu 
lniuative" includes a U.S. offer to negotiate free trade 
agreements with Latin Americ:an and Caribbean countries 
with the eventual goal of a "free trade zone . . . from 
Anchorage to Tierra del Fuego." In addition to trade, 
the plan would address investment, debt, and strengthen 
environmental policy in the hemisphere. The Unttea 
States would forgive Latin American debt under U.S. afd 
programs for countries that have adopted strong eco­
nomic reforms and have refinanced their commercial 
bank debts. 

Latin American commodities that might be par­
ticularly vulnerable to trade diversion. One 
participant mentioned that Brazilian steel could 
also be hurt. Brazil and Andean Pact countries­
especially Columbia and Peru-were cited by 
several participants as those Latin American na­
tions that might be particularly adversely 
affected.101 One U.S. Government official said 
that a U.S.-Mexican FfA, by divening trade 
from other Latin American countries, might con­
flict with the current U.S. policy of discouraging 
farmers in Andean countries from growing coca 
and other illicit crops to growing legal crops. 

Japan and Other East Asian Countries 
Many participants shared the view that a 

United States-Mexican FfA could lead to a di­
version of U.S. imports from Japan and other 
East Asian countries. They agreed that because 
of Mexico's geographic proximity and low wage 
rates, an Fl'A could diven U.S. imports from 
East Asian sources to Mexico. Consumer elec­
tronics, automotive products, and apparel were 
particularly cited as prime candidates for possible 
trade diversion. 

Several U.S. business participants indicated 
that the newly industrialized economies of Asia 
(South Korea, Hong Kong, Singapore, and Tai­
wan) might also lose investors if Mexico becomes 
th~ preferred investment location after an Fr A is 
concluded. One individual noted that the U.S. 

. consumer will benefit from the Ff A bringing cer­
tain operations closer to home. Another 
participant pictured "the prospect of 20 or 30 
Hong Kongs on our Southern border" claiming 
that" ... we have got a giant down there" and that 
" ... Mexico could be a very effective competi­
tor. "102 

A number of participants expected Japanese 
.(and possibly other East Asian) investors to re­
duce trade diversion from their countries by 
locating production facilities targeted for the U.S. 
market directly in Mexico. A U.S. consultant in 
Mexico City said that some European countries 
might also "use Mexico as a springboard to the 
U.S. market.• One representative of a Japanese­
owned company noted that if Mexico is able to 

·obtain an Ff A with the United States, it would be 
reassuring to third-country investors who might 
otherwise be fearful of Mexican political or social 
instability. Regarding Japanese investments in 
Mexico, this participant added that "... when a 
major Japanese investor does decide to move into 
Mexico, he does it in a big way1 bringing along its 
suppliers as well." . 

Most participants in the United States agreed 
that third-country "backdoor" penetration into 
the U.S. market through Mexico must be con-

101 The Andean Pact nations are Brazil, Colombia, 
Peru, Bolivia, Chile, and Ecuador. 

1112 Testimony of Pete P. Pranis, McAllen bearing, 
tr.' p. 218. 
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trolled via rules of origin. However, many 
pointed to the considerable difficulties involved in 
establishing and policing such rules. One trade 
analyst suggested that United States-Mexican 
FT A rules of origin should be modeled after 
those of the European Community and should be 
based on the content of products by country of 
origin. 

Several businessmen commented that Japan's 
interest in Mexico has noticeably heightened in 
anticipation of an FT A. As one participant said, 
the Japanese want to be "inside the wall in case 
such a wall will be erected." Other participants 
said that Japan had been involved in the Mexican 
maquiladora industry well before an FT A was of­
ficially contemplated. These participants expect 
the maquiladora induStry to continue as a major 
conduit of third-country interest in Mexico. 103 

One businessman pointed out that Japan will 
likely target Mexican locations especially for pro­
duction of bulky items for the U.S. market in its 
quest ·to reduce transportation costs. 

However, a number of partitipants disagreed 
that a United States-Mexico FTA would trigger 
heavy investment flows to Mexico from Asian 
countries. In terms of Japanese investments, 
some U.S. producers and business association 
representatives in Mexico were doubtful that an 
FT A will make much of a difference. Doubt was 
also · exj>iessed by a Washington-based private 
conSultant who said that "the first wave of Japa­
nese investment in Mexico might already be 
over." One Mexican businessman noted that cul­
turally; "the Japanese and Mexicans have nothing 
in common and doing business together will not 
be easy-certainly much more difficult than with 
many other countries." 

A U.S. businessman thought that iri making 
their decisions on whether to locate in Mexico or 
not, corporations might view the advantage of in­
expensive labor as outweighed by political 
uncertainties, cultural disadvantages, and infra­
structure problems in Mexico. In addition, this 
respondent said that Japanese and other foreign 
investors now have a wide choice among several 
destinations for their ventures, including the So­
viet Union and Eastern Europe. For some, he 
speculated, Mexico will remain a low-priority 
capital market. 

Implications for the Multilateral 
Trading System 

A number of participants expressed support 
for the multilateral trading system and optimism 
that the Uruguay Round, as the best current vehi­
cle for trade liberalization, will conclude 

103 Japanese maquilas account for some 60 of the 
1, 800 maquila plants currently on record in Mexico. Jn 
Tijuana, 3 of the 5 largest maqullas are Japanese­
owned, led by Sanyo Electric. 
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successfully. The majority of participants, in not­
ing that Presidents Bush and Salinas have pledged 
that the Uruguay Round remains their first prior­
ity, did not believe that United States-Mexican 
FT A negotiations would frustrate or detract from 
the Round.1<14 A number of U.S. Government 
officials felt· that FT A negotiations with Mexico 
should not begin until after the Uruguay Round is 
concluded, in order for both countries to devote 
their full resources to each of the endeavors. 
Many U.S. businesspeople supported this notion, 
stating that the results of the Uruguay Round 
could eliminate some trade problems, could serve 
as a reference point, and, generally, could ease 
the IT A negotiations. 

Many participants, representing a broad spec­
trum of views, noted that, because of geopolitical 
factors, the United States and Mexico enjoy a 
unique relationship. They said that this situation 
should not be addressed multilaterally but rather 
bilaterally. Other participants said that a United 
States-Mexican FTA could actually help the mul­
tilateral system. Some participants who supported 
this view suggested that an IT A could symbolize a 
developing country moving even closer to GA Tr­
style liberalization. Others viewed an IT A as 
another step towards global liberalization. 

Conversely, one high level U.S. negotiator 
said that the only disadvantage he envisioned to a 
u.uted States-Mexican FT A was the negative im­
pact bilateral negotiations could have on the 
GAIT. Some other political analysts opined that 
USTR Carla Hills' effectiveness as a multilateral 
negotiator could be diminished by ongoing bilat­
eral negotiations. A few participants felt that an 
FT A would "certainly affect the GA IT, the very 
fact that we are talking about an agreement is a 
powerful signal." Others believed that an FT A · 
could also jeopardize the "high stakes" issues 
(farm reform, protection of intellectual property 
rights, and liberalized services) on the table at the 
Uruguay Round. Proponents of this view consid­
ered bilateral agreements as "second best," and 
thought that the United States should first try to 
achieve its trade liberalization goals through the 
multilateral system. They believed that another 
FTA undertaken by the United States could en­
courage the European Community and Japan to 
view bilateralism as a "more attractive route to 
assure market access than the negotiation of mul­
tilateral accords in GA Tr. This outcome would 
contribute further to the erosion of the multilat­
eral trading system." 

Trading blocs 
Increasing apprehension over the apparent 

proliferation of trading blocs was voiced by many 
U.S. Government officials and businessmen. 

•CM Jn June 1990, President Bush announced that he 
would notify Congress in September of the intent of the 
United States and Mexico to embark on fT A negotia­
tions. 



Many participants believed that one reason for 
the growth of regional trading blocs is the percep­
tion that the GATI, with 97 member countries, is 
too cumbersome and slow to address the needs of 
the world. They assened that trading blocs will 
be more responsive to its individual members' 
needs than the GATI could be, and are but an 
intermediate step toward achieving multilateral 
free trade. 

However, a majority of participants held the 
view that regional trading blocs do not undermine 
the GA TI, are not inconsistent with the General 
Agreement, and are more efficient than the 
GA 1T in achieving trade liberalization goals. As 
long as the arrangements do not construct addi­
tional barriers to trade, they assened, Ff As 
should not hinder the multilateral trading system. 

In this manner, the GA 1T would take on a new 
role as arbitrator between the emerging trading 
blocs and would ensure those countries not be­
longing to an arrangement a fair treatment. 

Others perceived trading blocs, especially the 
European Community and emerging alliances in 
the Pacific Rim, as detracting from the liberaliza­
tion efforts of the GA 1T. They believed 
formation of trading blocs "could bring about a 
very different pattern in the flow of foreign invest­
ment," for example, towards Europe and away 
from Latin America. At the same time, they said 
that countries in a trading bloc could achieve 
economies of scale, further diminishing the devel­
opment of developing countries. 1os 

toa Written submission to the Commission by Ing. 
Lore11Z9 H. Zambrano. 
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Chapter 2 
Summary of Views on . 

Alternatives to the FTA Option 

Sector Accords . 
Many_ participants said that, if a United . · · 

States-Mexican FTA is impossible to conclude, . 
the "next best" option to broaden bilateral trad~. · 
is to pursue sector accords. They suggested that 
the United States and Mexico could continue to 
engage in sectoral negotiations pursuant to the 
1987 Framework Understanding and the TIFrs 
negotiatio~. As a leading U.S. academician 
stated, "if an FTA is not possible politically, then 
continued use of the sectoral approach is neces­
sary as the safest way to get to free trade in the 
end." Another cautioned, however, that" [sector 
accords] are certainly a fall back position because 
the sectoral agreement process is messy and time 
consuming." · · 

A number of participants, particularly Mexi".' 
can businessmen and trade analysts, supponed 
the notion of the United States and Mexico nego­
tiating a series of sector accords to lead gradually 
to a comprehensive Fr A. Several indicated that 
this method of achieving an Fr A was preferable 
as it would allow Mexico's developing industries 
to adapt more easily to the adjustments imposed 
by trade liberalization. Some labor representa­
tives also preferred sectoral negotiations because 
they believed they are easier to manage than a 
comprehensive Fr A, thus affording more oppor­
tunities to protect workers who could be displaced 
as a result of increased competition. 

However, the majority of participants did not 
favor the sectoral approach either as ~n alterna­
tive to a United States-Mexican FTA, or as a 
method. of achieving broader trade objectives. 
They said that sectoral accords might be easier to 
negotiate than an Fr A, but have the disadvantage 
of being too narrowly focused, thereby making it 
difficult to balance benefits. 

· Although cognizant of the fact that, in any 
Fr A negotiations, "sensitive" industries such as 
agricµlture or energy would require focused dis­
cussion and possible special consideration with 
respect to ~g. the majority of both Mexican 
and U.S. participants emphasized the legal a.nd 
practical disadvantages of negotiating an Fr A on 
a sector-specific ·basis. Indeed, to begin Fr A ne­
gotiations on a sectoral basis was viewed by most 
busin.ess, government and academic participants 
on both sides of the border as problematic and 
charaeterized as "the lowest common denomina­
tor approach." Conversely, several United States 
and Mexican participants who objected to . the 
sectoral approach said it is preferable only if Fr A 
negotiations fail to achieve an agreement, and it 
can be used as an . interim measure to sustain . 
movement toward an FTA. 

The major disadvantages associated with a 
sectoral negotiating approach cited by participants 
included the·: following: · 

Would te'quire GAIT waiver.--Mexican and 
United States analysts and Government officials 
said that, from a legal standpoint, sectoral agree­
ments ·would be difficult to conclude because they 
require a waiver from GATI, "for exceptional 
circumstances" 1 not covered elsewhere in the 
Agreement. Tariffs are. one _area addressed in the 
General Agreement, and both Mexican and U.S. 
participants stated that, because GA TT rules re­
quire that tariff concessions obtained in sectoral 
negotiations be extended to other countries with 
most-favored-nation status, any direct advantages 
to the principals granted under sectoral accords 
would be diluted. 

Would be difficult to balance benefits.-From 
a practical standpoint, most participants empha­
sized that opening negotiations on a broad basis 
allows the parties to establish priorities and to bal­
ance interests. The potential for "win-win" 
reciprodty and thus a successful negotiating out­
come, is enhanced when negotiations assume a 
broader focus. One U.S. Government official 
said that "there has to be a tradeoff of various 
interests" that is difficult in s.ector negotiations. 

. One trade authority offered the illustrative ex­
ample of the Latin American Free Trade Area 
(LAFTA)2 as a trade pact "hamstrung" by tariff 
reductions on an industry-by-industry basis: 

Sectoral negotiations are problematic in that 
finding sector~ which can be combined into a 
balanced and reciprocal agreement between 
the United States and Mexico would be ex­
ceedingly difficult ... [LAFTA] did not live 
up to expectations partly because tariff re­
ductions were negotiated industry by 
industry rather than having automatic across­
the-board reductions and liberal escape 
clause provisions allowed withdrawal of con­
cessions previously granted. 

Moreover, it was noted by a number of par­
ticipants that the "selling" of an Ff A could be 
impaired if special interest groups have an oppor­
tunity to focus solely on its concerns, i.e., the 
larger advantages which may accrue to a nation or a hemisphere under such a trading arrange~ent 
and.the momentum for such change may be ob­
scured by partisan ipterests .. " One U.S. 
academician observed: 

1 The "exceptional circumstances" must not be 
covered elsewhere in the Agreement. The member 
country seeking the waiver must notify the GA TT to 
ensure that full consultations occur and the legitimate 
interests of ihe other members are safeguarded. The 
waiver must be approved by two-thirds majority of the 
votes cast, with the majority composed of more than half 
or the contracting parties. 

1 Now the Latin America Integration Association. 
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Sectoral agreements in ·areas most important 
to Mexico are likely to run into stiff political 
opposition in the United States. The idea of 
a comprehensive trade and investment 
agreement has the potential for catching the 
imagination of the American public, which 
could provide the momentum necessary for 
genuine trade liberalization. Businesses 
wishing to take advantage of trade and in­
vestment opportunities in Mexico could 
counterbalance the entrenched interests of 
sunset industries in the United States which 
are opposed to trade liberalization.3 

Would not address the •big picture. "-Several 
United States and Mexican participants stressed 
the importance of looking at the big picture. One 
association spokesman commented that, "Only 
when the entire· range of issues is addressed can 
policies be formed with a full understanding of 
the linkages among them. "4 For example, reach­
ing agreement on an agricultural accord "would 
be virtually impossible to negotiate without con­
sidering manufacturing (equipment), services and 
technical aspects." One U.S. marketing consult­
ant stated: 

The problem with this approach is that by 
isolating each sector and negotiating on it, 
there is no ·grasp on how each of these sec­
tors affects and is affected by other sectors. 
For example, the food processing sector is 
going to be heavily affected by the agricul­
tural sector. . . The same can be said for 
electronics and telecommunications. It is 
impossible to negotiate these sectors in isola­
tion ... the main concern is that the overall 
picture is not in view, thus making the nego­
tiators susceptible to missing points 
applicable to more than one sector ... It 
would be better to put everything on the ta­
ble. A good grasp of the economies and 
psyches of both countries needs to be 
formed,s 

Other Options 
Several participants who opposed the concept 

of a United States-Mexico FTA and also thought 
sectoral accords . inadvisable, suggested a variety 
of alternatives to freer trade that they believed 
would be more beneficial to both countries. 

Foreign Aid option 
Certain U.S. labor union representatives sug­

gested that as an alternative to an Fr A or sectoral 
accords, the United States should consider giving 

:a Wr!tten submission of Joseph McKinney, Baylor 
University, to the Commission, p. S. 

• Busin~s~ Roundtable, op. cit., p. 10. 
11 Subauss1on of P.A. Jacobs, op. cit., p. 11. 
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Mexico direct foreign aid. It was proposed that 
the United States could provide considerable di­
rect foreign aid to assist Mexico with the 
development of infrastructure, modernization of 
its industries, and other means to create employ­
ment and increase production efficiency in 
Mexico. The benefits of such foreign aid, as op­
posed to an FT A, was described by one U.S. 
labor representative: 

More trade is not necessarily mutually bene­
ficial. In the case of a U.S.-Mexico FrA, 
the cost of an Fr A in the United States 
would be born mostly by a narrow segment 
of population, i.e. the workers who lose their 
jobs. By contrast, direct aid to Mexico 
would be born by all U.S. taxpayers. 

Another proposal suggested U.S. aid to Mex­
ico in the form of debt relief. One proponent of 
this view, a representative of labor interests, 
stated: 

The UAW has supported more extensive 
debt relief for Mexico for several years as a 
means to stimulate Mexican growth and de­
mand for U.S. manufactured exports. We 
have called on bankers to pay their fair 
share of the burden created by Mexico's 
debt crisis. The funds made available should 
be used to generate jobs that pay enough to 
allow Mexican workers to meet their basic 
needs and build the foundation for further 
economic development. 

Other participants rejected the notion of sup­
plying aid and debt relief to Mexico as an 
alternative to an FT A. A former administrator 
for the U.S. Agency for International Develop­
ment stated that the extensive needs of the 
Mexican economy cannot be met by foreign aid: 

No amount of foreign aid, alone, could 
make a dent on the intractable poverty I 
have seen first hand in Latin America . . . 
Only by providing a framework of incentives 
could we mobilize the resources, creativity, 
and competitive forces of the private sector 
to meet the development challenge. For me, 
that would require "free trade," first with 
Mexico, and then the rest of the Americas.e 

A California State legislator also rejected the 
idea of foreign aid instead of an FrA. He wrote: 

While there are other remedies, trade is the 
only short-term alternative that offers hope 
to people in a region characterized by a 
broad spectrum of economic growth. Finan­
cial assistance, even if it were available in the 

· amounts needed, would not be nearly as ef­
fective. Moreover, expanded trade with 

•Abelardo L. Valdez, "U.S. free trade with Mexico 
and Latin America: It's about time," Drnvrr Post, Jul. 
28, 1990, pp. 9-10. 



hemispheric nations should produce more 
jobs and greater prosperity in the United 
States.7 

U.S. government and industry sources mdicated 
that, in their view, the present condition of major 
U.S. banks and the U.S. Government deficit does 
not provide conditions for debt relief to Mexico 
beyond the recent adjustments made pursuant to 
the Brady plan. 

Several other alternative proposals to an Fr A 
or sectoral accords were made. One would reject 
an Ff A approach in favor of a bilateral trade 
agreement on an MFN basis. This proposal was 
explained by one U.S. trade expert: 

Because of the disparities between the two 
countries, a U.S.-Mexico FrA is inappropri­
ate and inadvisable. The only known 
alternative way of facilitating two-way trade 
with Mexico is to negotiate a bilateral trade 
agreement under the MFN principle-thus 
only on the products of which each is the 
principal MFN supplier (not counting GSP 
duty-free imports) to the other. Among the 
advantages of [this type of] bilateral trade 
agreement over an Fr A are that it would be 
a smaller undertaking, involving only the 
products of which each is the principal MFN 
supplier. Duty-free trade need not and 
should not be the objective.a 

Another proposal would provide for the. 
United States to provide Mexico with "some sort 
of enhanced GSP." Yet another would seek to 
modify GA TI rules to allow the extension of 
preferential tariff and non-tariff barrier treatment 
to bordering countries, particularly if those bor­
dering countries are developing nations. 

Sector Digests 
The. following sector digests present back­

ground trade information and a summary of 
participants' views regarding the effects of liberal­
ized trade on certain important sectors in United 
States-Mexican bilateral trade. 

Agriculture 
The agricultural trade relationship between 

the United States and Mexico is longstanding, 
substantial, and often controversial. Mexico is 
the second leading foreign supplier of agricultural 
products to the U.S. market (after Canada) and 
is the third leading U.S. agricultural export mar­
ket (after Japan and the Soviet Union). In 1989, 

7 Art Torres, "A way to cut undocumented immigra­
tion-but it's not a quick cure," Los Angeles Times, Jul. 
29, 1990, p. 14. 

•Written submission of Leonard K. Lobred, Interna­
tional Trade Consultant, to the Commission, p. 7. 

• Agriculture is defmed to include fisheries and forest 
products. 

the total value of agricultural9 trade between the 
United States and Mexico was approximately 
SS.4 billion. The United States suffered an agri­
cultural trade deficit of S 119 million with Mexico 
that year. 

Barriers to U.S.-Mexico trade 
The major U.S. trade barriers facing Mexican 

agricultural products include tariffs, quantitative 
restrictions, marketing orders, and health and 
sanitary requirements. The principal Mexican 
trade barriers affecting U.S. agricultural products 
include import licensing requirements, tariffs, and 
health and sanitary requirements. In addition, 
other factors not specific to agriculture affect bi­
lateral access to each other's market. 

U.S. import duties on agricultural products 
are relatively low, particularly compared with 
Mexican duties on similar products. However, 
U.S. duties are high on certain products. The 
most sensitive agricultural sector with regard to 
U.S. import duties affecting Mexico is fruits and 
vegetables. The United States maintains high 
seasonal tariffs that are designed to limit imports 
from Mexico during the main marketing period 
for U.S. produce, namely the summer months. 

The United States maintains quantitative re­
strictions on various agricultural imports. Such 
restrictions apply to meat and dairy products, 
sugar· and sugar-containing articles, peanuts, and 
cotton. Although the effect of these restrictions 
on Mexico has not been substantial to the pre­
sent, these restrictions may limit future expansion 
by Mexico in certain agricultural sectors. 

The United States maintains marketing orders 
for various agricultural products under the 
authority of the Agricultural Marketing Agree­
ment Act of 1937 (7 U.S.C. 608e-1). These 
orders address marketing problems10 that gener­
ally affect all producers of a particular 
commodity, such as product quality, supply fluc­
tuations, and market promotion. Marketing 
orders are currently in effect for various fruits and 

·vegetables, including (but not limited to) toma­
toes, onions, avocadoes, grapefruit, oranges, 
olives, and table grapes. In addition, there are 
proposals to introduce marketing orders for sev­
eral other products, such · as papayas and 
cucumbers. These orders apply equally to do­
mestic products and imports. Mexican 
horticultural interests consider U.S. marketing or­
ders to be a significant obstacle to Mexican 
exports of horticultural products. 11 · 

Health and sanitary reqwrements are main­
tained by the United States on animal and plant 
products. These requirements apply to domestic 
and imported products and are intended to pro-

• 0 Marketing orders generally set grade, quality, and 
size standards. 

" U.S. -Mexico Trade, Trends and Impediments in 
Agricultural Trade, U.S. General Accounting Office, 
Report GAO/NSIA0-90-SSBR, January 1990, p. 12. 
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tect animals and plants from disease and pests as 
well as to guarantee a safe and wholesome U.S. 
food supply. In general, most Mexican agricul­
tural exports to the United States meet these 
requirements. However, certain products do not, 
the most prominent of which are orchard crops, 
such as citrus fruits and avocadoes, as well as live 
animals. A major issue that affects Mexican ac­
cess to the U.S. market and has yet to be 
resolved in the United States is pesticide residues 
in food products. 

Mexican trade barriers that affect U.S. agri­
cultural exports include import licensing 
requirements, tariffs, and health arid sanitary re­
quirements. These barriers have b~en 
substantially lowered since Mexico's accession to 
the GATI in 1987. However, the remaining bar­
riers significantly restrict U.S. exports of many 
agricultural items. In addition, many other barri­
ers exist that are not specific to agriculture. 

The major agricultural trade barrier in Mexico 
is the import licensing system. This system acts as 
a set of quotas, as the government has discretion-

. ary control of individual shipments and, 
ultimately, overall import levels. Since joining the 
GAIT, Mexico has dropped import licensing re­
quirements on many agricultural items. However, 
such requirements still exist on about 60 agricul­
tural trade items that are major U.S. exports, 
including grains and oilseeds. 

Mexican tariffs have been substantially re­
duced in the recent years since MeXico joined the 
GATI. However, such tariffs are still relatively 
high compared with U.S. tariffs. The maximum 
tariff rate is 20 percent ad valorem, and the tariff 
rate recently has been increased for some items. 

Health and sanitary requirements maintained 
by Mexico are similar to those maintained by the 
United States. In general, U.S. exports are able 
to meet Mexican requirements without much 
trouble. However, unexpected changes in the re­
quirements and lengthy administrative procedures 
affect U.S. agricultural exports. 

In addition to the above barriers, other im­
pediments affect agricultural trade between the 
United States and Mexico. These include inade­
quate infrastructure, lengthy and unpredictable 
administrative procedures, lack of market knowl­
edge, and limited financing availability. 

Bilateral Trade, 1989 

The following tabulation shows U.S. agricul­
tural imports from and exports to Mexico, by 
major items, in 1989 (in millions of dollars, data 
from the Census Bureau): 
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Imports 
HTS heading 

Coffee (0901) ..........••.•..•......•. 
Crustaceans (0306) ..•...•.....•..•..•. 
Uve bovine animals (0102) .•..•.•..••.... 
Tomatoes, fresh (0702) .......•...••..•. 
Vegetables. fresh (0709) ...•....•...•... 
Beer (2203) .•.•....................... 
Melons and papayas. fresh (08071 •.....•• 
Frozen vegetables (0710) .........•.•... 
All other ............................. . 

Total ............................. . 

Exports 
Schedule B heading 

Com (1005) ...................•....... 
Grain sorghum (1007) ........•.......•. 
Soybeans ( 1201) ...................... . 
Miik and cream. concentrated or · 

sweetened (0402) .•......•......•.... 
Uve bovine animals (0102) ..•...••...•... 
Fats (1502) .....................••...• 
Dried legumes, shelled (0713) ..••.•...•. 
Edible offal (0206) ..................... . 
All other ......................... · .... . 

Total .................•............ 

Value 

500 
298 
284 
222 
167 
144 
93 
90 

948 

2,746 

Value 

449 
320 
309 

140 
72 
69 
69 
66 

1, 134 

2,628 

As shown above, the major U.S. agricultural 
export items to Mexico consist mainly of coarse 
giains and oilseeds, while major U.S. agricultural 
imports from Mexico comprise a wider variety of 
products (coffee, shrimp, cattle, fruits and vege­
tables, and beer). Agricultural frictions between 
the two countries have occurred primarily in the 
sectors for which trade is large. 

Summary or views 

· Generally, the participants who commented 
on the advantages and disadvantages of an FT A 
or sector accord for agriculture stated that any 
negotiations between the United States and Mex­
ico should proceed with caution. Most U.S. 
interests believed that an FT A would be prefer­
able to a sectoral accord in agriculture. However, 
several special interest groups, particularly those 
in the fruit and vegetable sector, were adamant in 
their opposition to an FT A. An FT A was gener­
ally perceived to be preferable to a sector 
approach. Advantages to a sectoral approach 
cited by those interviewed during this study were 
not nearly as numerous as those associated with 
an FTA. One observer said that a sectoral ap­
proach generally is easier io negotiate and 
manage, and the interests of specific groups are 
better protected. Another view was that a sec­
toral approach could be used to "test the waters" 
in sensitive areas, such as agriculture, before a 
full-fledged FT A is negotiated. Many participants 
said that liberalization of the agricultural sector 
would be difficult under any circumstances. As 
one U.S. economist said: 



Liberalization of the agricultural sector may 
be particularly difficult, as it has proven to 
be in the Uruguay Round. Because of the 
problems involved, agricultural trade was not 
fully liberalized in the U.S.-Canadian PTA. 
For the same reasons, complete liberaliza­
tion of agricultural trade between the U.S. 
and Mexico may well not be feasible in the 
shon run. However, agriculture should be a 
pan of the negotiations and pushed to the 
limit of what is politically feasible since some 
progress in this area should be possible.12 

Advantages of FTA/sector accord for the agri­
cultural sector 

Would improve Mexican economy and in­
crease demand for U.S. products 

A widely held perception was that an FT A 
would generally help improve the health of the 
Mexican economy, which would in turn lead to 
an increase in demand for U .s. products, includ­
ing agricultural items. Many participants felt that 
bilateral United States-Mexican agricultural trade 
was complementary and that each side could spe­
cialize in areas for which they hold a competitive 
advantage (such as fruits and vegetables in Mex­
ico and grains in the United States). This was 
referred to as "compatible trade," which would 
result in job shifts, not job losses. 13 Other observ­
ers said that an FT A could lead to an increase in 
U.S. investment in the Mexican agricultural sec­
tor. 

This would benefit Mexico by increasing pro­
ductivity; the United States would benefit both in 
terms of lower labor costs to U.S. agricultural 
processors and lower prices to U.S. consumers. 
A related perception was that an FT A would ac­
celerate much needed reforms in the Mexican 
agricultural sector. 14 One observer stated that an 
FT A would provide greater access to Mexican 
markets for U.S. agricultural products, particu­
larly in the interior. Other observers said that 
many economic sectors are intenwined and an 
FT A is the best way to address cross-sectoral is­
sues such as agriculture and machinery and 
agriculture and transportation. 

Disadvantages of FTA/sector accord for the 
agricultural sector 

A sectoral approach was favored by groups in 
the United States and Mexico who believed they 
would be negatively affected by an FT A. These 
groups categorically opposed an FT A and cited 
several perceived disadvantages. 

Representatives of U.S. associations repre­
senting citrus, tomato, _asparagus, cauliflower, and 

u Submission or Joseph A. McKinney, Baylor Univer-
sity, to the Commission, p. 4. · 

'' Statement by Representative Kika dela Garza 
McAllen hearing, Jul. 16, 1990. · ' 

" For a description or the Mexican "ejido" system 
see section on "Disadvantages of an FTA," in ch. 1.' 

other vegetable, fruit and nut growers and proces­
sors are adamently opposed to an Ff A that would 
inchlde reductions in agricultural tariffs. They as­
sen that Mexico already has a cost advatnage 
because Mexican growers and processors have 
lower labor costs, are not burdened by environ­
mental regulations, or worker safety and 
protection laws faced by U.S. growers and proces­
sors. The majority of these representatives said 
that U.S. agricultural jobs will be lost, particularly 
in labor-intensive sectors, such as fruit and vege­
table farming and processing, if U.S. tariffs are 
reduced below current levels. According to one 
participant: 

Florida workers can earn more in one hour 
than Mexican workers do in an entire day: 
In addition, Mexican producers are not sad­
dled with other labor benefits such as high 
Minimum Wage laws, Social Security, Work­
ers' Compensation, unemployment insu­
rance, and in many cases, health insurance. 
Additionally, there is . considerable cost of 
compliance to U.S. producers caused by the 
Migrant & Seasonal Fann Worker Protec­
tion Act, Housing and Field Sanitary 
regulations, the Occupations Safety & Health 
Act, Child Labor laws, the 1986 Immigration 
Reform and Control Act, Motor Carrier 
Safety laws, the Hazardous Communication 
Act, and various state. and federal discrimi­
nation and Human Rights Acts. 1s 

One participant stated that the agriculture sec­
tor would not gain unless investment and capital 
flows were included in trade negotiations with 
Mexico. Another view was that under a sectoral 
approach, sectors with the most economic and 
political clout would likely gain an advantage at 
the expense of sectors that may be more sensitive 
but less powerful. 

On the Mexican side, a prevailing view was 
that an FTA would unfairly aid the U.S. grain 
sector, which benefits from government subsidies, 
at the expense of the politically sensitive Mexican 
grain sector, which comprises smaller, less effi­
cient farmers. In a more general sense, one 
participant held that a comprehensive FT A would 
be more difficult to negotiate relative to sectoral 
agreements and that the economic and political 
commitment would be greater. Also, temporary 
dislocation and adjustment effects were thought 
to be more widespread and severe with an Ff A 
than with sector accords. Several participants 
opined that an FT A would lead to a change in the 
ejido system, which would force a shift of popula­
tion to urban areas and exacerbate the problem 
of urban poveny in Mexico. Another opinion 
was that an FT A would funher tilt the "playing 
field" in favor of Mexico, which already has an 

' 11 Written Statement of Frank Bouis, President, The 
Florida Fruit and Vegetable Association, before the · 
Subcommittee on Trade, House Committee on Ways and 
Means, June 28, 1990, p. 2. 
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advantage over the United States in terms of 
wages and less stringent environmental regula­
tions, health and sanitary requirements, and 
worker safety regulations. 

Computers, Telecommunications Equipment, 
and Electronics 

The computer, electronic, and telecommuni­
cations sectors are important components of 
future U.S.-Mexico bilateral trade. United States 
and Mexican participants reported that it is essen­
tial for Mexico to liberalize trade further in these 
sectors in order to encourage the investment nec­
essary to modernize its industry and infrastrUcture 
so that Mexico can become more competitive in 
world markets. Many U.S. industry representa­
tives anticipate significant benefits to U.S. 
producers, distributors, and workers in these sec­
tors from future sales and service to the Mexican 
and Latin American markets. Each sector is dis­
cussed separately below. 

Computer equipment, software, and services 

The computer equipment sector falls into 
three basic product groups: "low-end" personal 
computers, mid-size business computers, and 
large "main frame" computers. There are 17 
computer manufacturers in Mexico that mainly 
produce personal computers. Total sales of these 
manufacturers were $600 million in 1989.18 

Bilateral trade, 1989 

The following tabulation shows U.S. computer 
and peripheral imports from and exports to Mex­
ico, by major items, in 1989 (in millions of 
dollars, data from Bureau of Census): 

Imports 
HTS headlnQ Value 

Parts of computers and peripherals 
(8473.30) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 277 

Digital processing units ( 84 71. 91 ) . . . . . . . . . 196 
Input or output devices (8471.92) . . . . . . . . . 103 
Storage units (8471.93) . . . . . . . . . . . . . . . . . 28 
Other computers and peripherals 

(8471.10, 8471.20, & 8471.99) . . . . . . . . . 135 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740 

19 The percentages of each of the three categories ln 
the Mexican market for 1990 are as follows: 60 percent 
in small, personal computers, 25 percent for mid-size 
business computers, and 15 percent for main frame 
computers. 
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Exports 
Schedule B headlnQ 

Parts of computers and peripherals 
(8473.30) .......................... . 

Digital processing units (8471.91) ....... . 
Input or output devices (8471.92) ....... . 
Storage units (8471.93) ................ . 
Dlgltal computers (8471.20) ............ . 
Other computers and peripherals 

(8471.10 & 8471.99) ................. . 

Total .... · ......................... . 

Value 

360 
59 
59 
43 
23 

19 

563 

U.S. imports of computers and peripherals 
from Mexico totaled $'740 million in 1989, ac­
counting for more than 3 percent of total U.S. 
imports of computers and peripherals. U.S. ex- ·· 
ports of computer equipment to Mexico totaled 
$563 million in 1989, or less than 3 percent of 
total U.S. exports of computers and peripherals. 
The majority of Mexican computer equipment 
imported by the United States in 1989 came from 
maquiladora operations. However, a private 
study coordinated by the Commerce Department 
indicates that exports of computer equipment 
from Mexican-owned companies are forecast to 
grow rapidly, reaching $400 million by 1993. 

The production of computer software has 
grown rapidly in both Mexico and the United 
States. U.S. industry revenue has increased dra­
matically to just over $24 billion worldwide in 
1989. Most U.S. software sales are "packaged 
software" sold in connection with sales of com­
puter hardware, as opposed to "custom 

. software." 17 Mexican software exports totaled $5 
million in 1987 and are projected to grow at an 
average rate of 30 percent through 1993. U.S. 
software exports to Mexico in 1987 totaled $7.1 
million, or 70 percent of the Mexican software 
market. However, some U.S. software producers 
indicated that their sales in Mexico have been 
dampened because of piracy problems. 

Computer services include data processing, 
electronic databases, computer leasing and rental, 
computer maintenance and repair, facilities main­
tenance, and computer consulting. While there 
are no adequate statistics on the trade in such 
services, U.S. computer representatives indicate 
that present Mexican restrictions on employment 
of U.S. workers in Mexico and on computer leas­
ing and rental for equipment not manufactured in 
Mexico has severely restricted trade in such serv­
ices. 

Barriers to U.S.-Mexico trade · 
Some U.S. participants stated that Mexican 

Government regulation of the computer industry 
has restricted the ability of U.S. companies to sell 
their products in Mexico. Between 1981 and 
1990, Mexico regulated both trade and 

17 Similarly, Mexican software sales have increased. 
Nine primary equipment firms are responsible for 66 
percent of the software sold ln Mexico. 



investment in the computer sector through a se­
ries of •Computer Decrees,• which required 
foreign firms wishing to export to Mexico to regis­
ter with the government and negotiate levels of 
and conditions on local purchasing, employment, 
research and development, domestic, sales and 
expons.1a Pursuant to these decrees, U.S. firms 
such as IBM, Hewlett-Packard, and Data General 
established manufacturing and R&D facilities in 
Mexico, purchased Mexican components, and 
employed and trained Mexican nationals. In ad­
dition, a number of smaller Mexican companies 
began production of personal computers and 
computer components. 

In April 1990, Mexico revised its Computer 
Decree and eliminated import permit require­
ments on all computer products. However, the 

· Mexican tariff on impons of finished computer 
products was raised to 20 percent. The tariffs on 
most impons of computer pans and components 
were left at 1 P percent, While tariffs on scarce 
inputs were reduced to S percent. For those 
companies operating in Mexico, the new regula­
tions provide for tariff reductions over a three 
year period. The amount of reductions depend 
on a company's level of production, local con­
tent, and R&D in Mexico. U.S. participants 
operating in Mexico supported Mexico's phase­
out of tariffs, but emphasized that an FT A which 
immediately eliminated all tariffs would make it 
more difficult to compete against new competi­
tion; they ·insisted that they have high co5ts 
imposed. on them by the Computer Decree that 
would not be borne by new competitors. 

Additional Mexican restrictions on the import 
of computer equipment include a prohibition on 
the import of used equipment. There are also 
restrictions on the employment of U.S. computer 
service personnel providing computer mainte­
nance, repair, and consulting services. 

U.S. impediments to Mexican impons include 
tariffs on computer equipment ranging from O to 
4. 9 percent, although most dutiable items face a 
3. 9 percent tariff. 

Advantages of an FTA to the U.S. industry 

Representatives of the U.S. computer industry 
presently operating in Mexico are strongly sup­
portive of an FT A that would provide some 
phase-in of tariff reductions to prevent dislocation 
of their Mexican operations. These representa­
tives said that an FT A will greatly expand the 
Mexican market for all types of computers. They 
also indicated that an FT A will increase competi­
tion among United States, Mexican, and Far 
Eastern manufacturers, and anticipate that com­
petition will increase product awareness and use, 
and will eventually lead to long-term increases in 

1
• Tbe 1981, 1987, and 1990 Computer Decrees are 

discussed In the Phase I report, pp. 4-7 to 4-8. 

computer sales for all computer manufacturers. 
Officials of U.S. companies manufacturing per­
sonal computers, mini-computers, and main 
frame computers indicated that an FT A would 
not have an immediate impact on their operations 
except to improve their competitiveness by elimi­
nating Mexico's local content and procurement 
requirements. Representatives of U.S. computer 
representatives also indicated that an FT A might 
create new U.S. jobs by increasing U.S. expons 
of computers to Mexico. . 

Representatives of U.S. software producers 
also support an FT A, stating that their sales 
would increase commensurate with anticipated in­
creases in computer equipment sales. Moreover, 
they stressed that if an FT A provided for the 
creation of explicit protection for software under 
Mexican copyright law, their ability to enforce 
their rights in Mexico would also increase their 
sales. An attorney for a major U.S. software pro­
ducer indicated that "piracy of software is a 
major problem costing our company millions of 
dollars annually." Finally, several participants in­
dicated that an FT A could provide significant 
opportunities for U.S. computer services person­
nel to work in Mexico, providing computer 
consulting, repair, maintenance, data processing, 
computer leasing and rental, and electronic data­
base services. 

Advantages of an FTA to Mexican indusfry 
Mexican and U.S. participants indicated that 

increased access to lower-cost, more powerful 
computer equipment will significantly enhance the 
ability of Mexican-owned companies to compete 
internationally. Some participants suggested that 
Mexican jobs could be created by increased sales 
of computer equipment, components, and soft­
ware, as well as by increased need for computer 
equipment repair and software development. 
U.S. computer companies operating in Mexico 
indicated that they intend to remain in Mexico 
and expand their operations to meet increased 
demand in the Mexican and Latin American 
markets. 

Disadvantages of an FTA 
One disadvantage of an FI' A identified by 

participants was the possibility that some small . 
Mexican-owned computer equipment and soft- . 
ware companies would not be able to compete if 
tariffs and non-tariff barriers were eliminated. In 
particular, some participants mentioned that it 
might be difficult for Mexican companies acting 
al~ne to obtain · 1ow-cost financing to compete 
with well-financed U.S. companies. However, a 
few U.S. computer participants indicated that 
they did not believe that Mexican equipment 
companies would be harmed because they have 
developed particular niches in the Mexican mar- , 
ket. Other participants suggested that the 
elimination of Mexican local content require-
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ments could force some high-colt Mexican 
computer component suppliers out of business. 
No disadvantages from an FI'A to the U.S. com­
puter equipment, software, ··or services sectors 
were . expressed by any of the panicipants. 

Telecommunications Equipment and Service 
Several Mexican and U.S. participants stated 

that it is essential for Mexico's industrial develop­
ment to establish modem telecommunications. 
These participants stated that the willingness of 
foreign investors to move into Mexico may well 
depend on the availability of high-speed, reliable, 
and cost-efficient telecommunications equipment. 
Such eqtiipment falls into two broad categories: 
"low-technology," less costly, primarily persona) 
telecommunications equipment, such as corded 
and cordless telephones and answering machines; 
and the more costly and sophisticated products, 
such as communications satellites, test equip­
ment, mobile radio communication equipment, 
switching· equipment, and cable and satellite tele-
vision transmission eqwpment. . . . 

A number of participants stated that the 
United States is no lopger -competitive in low• 
technology equipment, whereas Mexico. is 
competiµve · in producing such equipment, and 
many foreign companies already manufacture 
customer premises equipment in Mexico for ex­
pon to the United States. and elsewhere .. The 
United States is a competitive producer of costly 
and sophisticated telecommunications products. 111 

Mexico manufactures sophisticated equipment 
through joint ventures between Mexican compa- · 
nies and two foreign suppliers.20 However, U.S. 
participants ·stated that Mexican-produced high­
end network equipment is not competitive on the 
world market, noting that Mexico supplies less 
than 1 percent of the U.S. telecommunications 
market, mostly in parts. 

Bilateral trade, 1989 
The following tabulation shows U.S. telecom­

munications21 imports from and exports to 
Me~co, by major items, in 1989 (in millions of 
dollars, data from Bureau of Census): 

Imports 
HTS heading Value 

Part& not elsewhere cla&alfled (8529 pt.) • • • 43 
TelephonlC apparatus not elaewhere 

claeslfted (8517 pt.) • • . . . • • • • • • • . • • • • • . 15 
Other teleconvnunlcatlons equipment . . . • • . 70 

Total . . • . . . . . . . . • • . . . . • • . . . • . . • . . . . 128 

1• ExeepUons are product areas in which foreign 
manufacturers c:ontrol most of the patents, such as 
facsimile machines and answeriq macblnes, which are 
predominately manufactured abroad. 

10 These foreign supplien are L.M. Ericsson of 
Sweden, and Alcatel of France, both of which have 
domestic manufacturing operadons in Mexico. •t M defined in the Omnibus Trade Act of 1988. 
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Exj)orts 
Schedule B heading Value 

Parts not elsewhere classlfled (8529 pt.) 275 
Radio cOmmunlcatlons reception 

apparatus (8527 pt.) • • . • • • • . . . . . . . • • • . 80 
Other telecommunlcatlone equipment • • • • . • 189 

Total............................... 544 

The United States imponed S 128 million of 
telecommunications equipment from Mexico in 
1989, accounting for 2 percent of total U.S. im­
ports of telecommunications equipment. Most of 
these imports were of low-technology equipment. 
Mexico was the tenth largest supplier of telecom­
munications equipment to the United States in 
1989. Exports to Mexico accounted for 11 per­
cent of U.S. exports of telecommunications 
equipment in 1989. In that year, Mexico was 
second only to the United Kingdom as the largest 
market for U.S. exports. 

United States exports of telecommunications 
equipment and parts held a 60 percent share 
($78 million) of the Mexican impon market in 
1988 which amounted to $130 million for that 
year.22 The total Mexican telecommunications 
equipment market was estimated at $500 million 
in 1988. 

Bt.:rriers to U.S.-Mexico trade 
A number of U.S. telecommunications repre­

sentatives. stated that an imponant barrier to U.S. 
telecommunications trade in Mexico are the two 
state-owned monopolies that control telecom­
munications services in Mexico: Telefonos de 
Mexico (Telmex), which controls the public 
switched telecommunications network, and 
Telecomunicaciones de Mexico (Telecomm) 
which operates and manages the Mexican Gov­
ernment-owned satellite and microwave 
systems.23. United States industry representatives 
stated that Telmex and Telecomm procurement 
preferences for local assembly practices restrict 
access to certain limited non-U .S. foreign suppli­
en and favor Mexican suppliers. In addition, the 
average Mexican tariff for telecommunications 
equipment in 1989 was 20 percent. U.S. indus­
try representatives also assened that the Mexican 
Government has established non-tariff barriers 
such as the failure to accept test data 

• Source: Mexico Secretariat of Pinance and Public 
Credit. (These figures do not include ablpments of parts 
and components to Mexico for assembly and re-export.) 
· • The Mexican Government is in the process of 

attempting to privatize Telmex. Prior to the 1989 Mexi­
can executive regulaUons UberaliziD& foreign investment, 
foreian participation in telecommunlcations services was 
problbited. Such services include telephone services and 
other c:ommunications services such as cable TV and 
cellular phone systems. Ma result of the 1989 regula­
tions, foreign participation in services is now permitted 
up to 49 percent. Recently, several U.S. cellular network 
companies, in joint ventures with Mexican companies, 
won a number of concessions for cellular systems 
throughout Mexico. 



generated for telecommunications equipment out­
side of Mexico, and mandating higher acceptance 
standards for telecommunications equipment ~n 
those required in the United States. 

Participants reported no known U.S. non-tar­
iff barriers to the import of telecommunications 
,equipment from Mexico. Mexican-produced cus­
tomer premises equipment must receive FCC 
certification that it will not harm the u:s. tele­
phone network. Certification is required for all 
equipment. connected to the U.S. telephone sys­
tem, whether produced domestically or imported. 
The average U.S. tariff for telecommunications 
equipment in 1989 was S percent, with a range 
between 0 to 8.S percent. 

Advantages of an FTA _to U.S. industry 

A few participants representing the U.S. tele­
communications industry stated that an Fr A that 
eliminates Mexican tariffs as well as non-tariff 
barriers would spur U.S. export sales of high­
level, sophisticated telecommunications equip­
ment to Mexico. Elimination of the tariffs, these 
participants stated, would provide U.S. producers 

. of high-end sophisticated equipment. with a cost 
advantage relative to· other foreign producers. 
One U.S. industry analyst estimated that "an 
Fr A would increase the Mexican telecommuni­
cations market to approximately S2 billion (from 
$500 million in 1988) within several years of an 
Fr A." Another major U.S. telecommunications 
firm described the advantages of an Fr A as fol-
lows: · 

We believe a comprehensive PTA agreement 
. would open markets reciprocally for both the 
United States and Mexico, permitting (tele­
communications] manufacturers- and service 
providers in both countries to increase their 
competitiveness and economies of scale.24 

In addition, some participants suggested that 
the existing Mexican telephone network has been 
neglected over the past decade by Telmex and 
Telecomm and will require significant and costly 
upgrades to meet· Mexico's future communica­
tions needs. These participants indica~d that 
elimination of tariff and non-tariff barriers will 
provide U .s. firms the opportunity to provide the 
required massive technical upgrades as well as the 
skilled services to install and maintain the equip­
ment. Several participants stated that the· 
eventual privatization of Telmex will provide sig­
nificant opponunities for U.S. companies to 
engage in a legitimate bidding process. · · They 
stated that administrative irregularities in the past 
have favored the present non-U.S. foreign 
providers of telecommunications· eqwpment. · 

,.. Written Submission of Noe Kenig, Vice President 
and Director, Latin American Operations, Motorola 
Inc., to the Commission, p. 4. 

· Several U. S; industry participants indicated 
that. U .s ... ·producers of less sophisticated equip­
ment. such ·as key systems may be able to lower 
their ·costs. and increase sales by moving some of 
their operations to Mexico. In addition, a few 
participants stated that current Far East produc­
tion of less-sophisticated telephone equipment by 
U.S. (AT&T), and Far Eastern companies may be 
shifted to Mexico, particularly if Far Eastern 
wage rates continue to surpass those of Mexico. 
Industry particip_;mts·believe that U.S. jobs will be 
created as th~se companies purchase U.S. com­
ponents and other . services that were previously 
purchased from their Asian suppliers. Other par­
ticipants, · however, stated that because Far 
Eastern operations are efficient and capital inten­
sive and because existing U.S. tariffs for such 
equipment are very low, an Fr A would not make 
U.S. firms competitive. or move low-technology 
telecommunications production from the Far 
East. Finally, a few participants stated that an 
PTA would create opportunities for U.S. cable 
television equipment manufacturers and service 
personnel. 

Advantages of an FTA to Mexican industry 
Most U.S. industry participants stated that 

Mexieo must have access to U.S. technology in 
order to· establish an adequate telecommunica­
tions system. One U.S. participant stated that 
"creating a telecommunications infrastructure is a 
critical component in attracting foreign invest­
ment in such areas as tourism, petroleum, 
computer's, and manufacturing." Another U.S. 
industry representative Stated that invesunent in 
Mexico by U.S. telecommunications equipment 
firms "would.make Mexico an industrial competi­
tor on a world-class basis." In addition, some . 
participants predicted that an Fr A would result in 
low-cost, more efficient telephone and cable tele­
vision service to millions of Mexicans. 

Disadvantages of an FTA 
Most participants could not conceive of any 

disadvantages to the U.S. telecommunications 
equipment and services sector from an Fr A. 
One U.S. industry analyst stated that: 

The United States telecommunications in­
dustry has . a ttemendous head start in 
research and development and has incred­
ibly highly skilled employees which will not 
face competitiQn from M~co for a consid-

. erable· time. · · 

~e U.S. participant stated that an PTA 
might prevent low-end telecommunications manu­
fa~g jobs from re~g from the Far East to 
the U:ni~d States. However. most industry par­
ticipants stated that . such jobs were not all that 
pos5ible while U.S. wages were .higher than those 
of the Far .East or Mexico. 

Some participants stated that Mexican-owned 
telecommunications companies currently manu-
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i.ctunng ·high-end, relatively sophisticated 
equipment in a joint venture with foreign compa­
nies would have difficulty competing under an 
FT A that eliminated tariffs and discriminatory· 
government-procurement practices. These par­
ticipants stated that the Mexican· companies· are 
not now competitive with U.S. companies and 
would lose sales ~thout existing Mexican protec­
tion. 

Television Receivers and Parts 
Although the U.S. consumer electronics 

manufacturing sector has been severely dimin­
ished within the past several decades by massive 
imports from the Far East, participants expre5sed 
the general opinion that the existing U.S. televi­
sion receiver and parts sector could be affected 
by an FTA. However, ·one former U.S. Govern­
ment official stated that "there is so little U.S. 
involvement in consumer electronics that an FTA 
with Mexico will have no effect on that sector or 
its workers." 

Bilateral trade, 1989 
The following tabulation shows U.S. television 

receiver and parts imports from and exports to 
Mexico, by major items, in 1989 (in millions of 
dollars, data from Bureau of Census): 

Imports 
HTS heading 

Color television recelvere (8528.101 .•••••. 
Part• of televlalon receivers ( 8529 pt .1 •... 
Color plctW'e tubes (8540. 111 ........... . 
Monochrome picture tube• (8528.121 •.••.• 
Monochrome television recetvere (8540 .201 

Total •••••••.••••.••••••.•••••.••••.. 

Exports 
Schedule B heeding 

Color picture tubes (8540. 111 .......... .. 
Color televlalon recetvere (8528.101 ..•.••• 
Monochrome television recelvere (8528.201 . 
Monochrome plctw-e tubes (8540.121 ....•• 
Parts of televlllon recetvere ( 8529 pt .1 .... 

Total ••••• • •• ·.; ••.•••.••.••••••••..•• • 

Value 

768 
560 

6 
3 

<•1 
1,337 

Value 

102 
71 
16 

1•1 
5 

- 194 

U.S. imports of television receivers and com­
ponents from Mexico were valued at $1.3 billion 
in 1989, compared with U.S. exports to Mexico 
of S 194 million, representing a trade deficit of 
$1 .1 billion. 

Only one siiruficant U .S.-owned manufac­
turer, Zenith Electronics Corp., remains in the 
television industry, representing 11 percent of 
the U.S. market. The Mexican television indus­
uy employs 30,000 workers at 15 maquiladora 
plants, including a plant owned by Zenith. There 
are no restrictions in Mexico for U.S. companies 

•Less than $500 thousand. 
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manufacturing and distributing televisions. The 
United States imposes a 5 percent duty on im­
port5 of assembled TV receivers and a 
15 percent duty on imports of color TV picture 
tubes. 

Some U.S. participants stated that an FTA 
with Mexico, that would eliminate the current 
U.S. duties, would harm U.S. industry by encour­
aging Japanese producers to manufacture televi­
sions in Mexico. However, other participants 
stated that such a result would provide benefits to 
Mexico by increasing employment as Far East 
manufacturers shift operations to Mexico to ob­
tain duty-free treatment. 

Energy 

Background 
For purposes of this study, the energy sector 

was defined as crude· petroleum and natural gas, 
both ·of which are produced in Mexico solely by 
the parastatal company Pemex.26 In general, par­
ticipants in both Mexico and the United States 
questioned whether thiS sector will be on the table 
in negotiations because· of Mexican constitutional 
provisions restricting natural resources, including 
the petroleum sector, to the Mexican Govern­
ment. Mexican participants were generally 
unequivocal in stating that changing the country's 
·constitutional provisions would be very difficult 
and, therefore liberalized trade with respect to 
Pemex would not be subject to negotiations. Dis­
cussions with participants in Mexico City were 
characterized by phrases such as, "trying to open 
the oil sector is a non-staner," "a contentious is­
sue," and that petroleum is one of ."a special set 
of problems that have their. origin in the revolu- . 
tion." Additionally, as noted by a couple of 
participants "there is a difference between Pemex 
and energy." 

Several U.S. respondents noted, however, the 
apparent willingness of Mexico to modify the 
Constitution when it is in the country's perceived 
interest to do so citing, as example, the .recent 
revisions with regards to banking.· One oil field 
equipment supplier suggested that current restric­
µons have mo~e to do '.with Mexican perceptions 
of national security than with a reverence for the 
Constitution per se.2! Said one participant, 
•items which currently are unconstitutional under 
Mexican law are not a problem because there 
have been almost 500 amendments ·to the 1917 
Constitution.• 

•Uranium, nuclear and electricltY were not specifi­
cally addressed In Interviews. However, several Mexican 
participants noted that electricity sharing wu a matter to 
be explored In Fl'A negoUations and one U.S. particl­
f&nt commented that electrical companies In Mexico 

will suffer If Mexican firms can purchase electricity 
from low-cost U.S. producers." 

67 Testimony of Gary D. Nicholson, LTV Energy 
Products, on behalf of Petroleum E.cpllpment Suppliers 
Association (PESA), McAllen beanng, tr., p. 68. 



In addition to constitutional restrictions, U.S. 
academics and consultants often noted Mexico's 
long-standing nationalist sentiments associated 
with the energy industry, with one participant sug- . 
gesting that "oil in Mexico is like the flag in the 
United States." For this reason, many U.S. inter­
ests suggested "exploration of other ways to 
participate in the Mexican energy sector rather 
than requesting liberalization of article 28 of the 
Mexican Constitution." Specific mechanisms 
suggested included joint venture, leasing, and 
farm-out arrangements for exploration. Mexican 
officials concurred, suggesting that "Pemex will 
always be a state entity but there are ways to sub­
contract many services." 

Some Mexican sources noted rumors that 
Pemex will be reorganized into several divisions 
and suggested that this tentative stirring indicates 
that Pemex, too, is a likely candidate for liberali­
zation in the future, but only if allowed to 
proceed without U.S. interference. 

One Mexican non-tariff trade barrier in the 
energy sector which was cited in testimony before 
the Commission was that of government procure­
ment practices which require parastatals to 
purchase equipment from domestic Mexican sup­
pliers. U.S. equipment suppliers and U.S. Gov­
ernment sources suggest that despite recent elimi­
nation of the requirement, such practices 
continue "whenever possible. "28 Moreover; testi­
mony at the Commission's McAllen hearing 
suggests that Pemex purchasing procedures are 
unnecessarily "lengthy and complex ... which 
make it very difficult to establish commercial rela­
tions. "29 

Also of some concern to participants, given 
the U.S. position as "the leader in technology and 
the exploration and production of hydrocarbons 
around the world," is the "discouraging" record 
of judicial protection accorded U.S. patents· arid 
technological agreements under the Mexican legal 
system.30 

Bilateral Trade, 1989 

The following tabulation shows U.S. petro­
leum and natural gas imports from and exports to 
Mexico, by major items, in 1989 (in millions of 
dollars, data from the Census Bureau): 

Imports 

Crude petroleum ....................... . 
Natural gas ........................... . 

Total ............................. . 

Value 

4,880 
0 

4;880 

• Depanment of State Country Repon, 1990 and 
testimony of Gary D. Nicholson at the McAllen hearing. 

211 Testimony of Gary D. Nicholson, McAllen hearing, 
tr . .,,. 66. 

Ibid., p. 68. 

Exports 

Crude petroleum ...................... . 
Natural gas ........................... . 

Total ............................. . 

Value 

031 

36 

36. 

The United States accounts for about 75 per­
cent of total Mexican exports of crude petroleum. 
During the 1980-85 period, Mexico was the lead­
ing supplier of crude petroleum to the United 
States; since 1986, however the country has 
since been relegated to third place by OPEC na­
tions.. Under the terms of a long-standing 
agreement, the U.S. Department of Energy pur­
chases about 50,000 barrels of Mexico's Isthmus 
Crude per day for storage in the U.S. Strategic 
Petroleum Reserve (SPR) .32 Mexico's natural gas 
production follows the trend of crude petroleum 
production since more than 80 percent of 
Mexico's natural gas occurs in conjunction with 
petroleum production. There is minimal trade in 
natural gas between Mexico and the United 
States, which occurs via pipeline transmission into 
Texas.33 

Advantages of an FTA 

Would create symbiotic benefits 
Terms such as "collaboration," "integration," 

and "partnership" pepper the analysis provided 
by U.S. participants detailing the potential bene­
fits that would accrue to industries of both the 
United States and Mexico under an FTA. Mu­
tual advantages are predicted if an FT A is · 
successful in opening at least a minimum of 
Mexico's energy-related activities ·to foreign par­
ticipation. The potential symbiotic relationship is 
seen as one in which the United States could en­
hance its national security and which would 
provide an infusion of activity for depressed U.S. 
exploration operations;34 Pemex stands to gain 
much-needed technology and capital infusions to 
upgrade facilities and to efficiently explore· and 
exploit reserves, these analysts say. 35 One U.S. 

3 ' U.S. exports of crude petroleum are prohibited. 
However, there is a commercial exchange agi:eement, 
approved by the U.S. Department of Energy, between 
U. S. producers and Canadian refiners which allows for 
the exchange of crude petroleum for refmed products. 
Also, during 1987-89, small shipments of Alaskan Nonb 
Slope crude petroleum were approved for expon to the 
Re~blic of Korea, Taiwan, and Australia. 

Currently about 45 percent of the crude petroleum 
stored in the SPR caverns originated in Mexico. 

13 Because natural gas is usually transported via 
pipeline, the United States is the only market for Mexi­
can exports of natural gas. However, the principal 
source of U.S. imports of natural gas is Canada. 

:w A spokesman for the American Petroleum Institute 
noted that the general flow of U.S. petroleum capital has 
been toward overseas investment (more than 50 percent 
goes abroad) and therefore the potential opening of 
Mexico meets "with some enthusiasm." '° It was noted at the Tucson hearing that Pemex 
needs an estimated $900 million for downstream im­
provements in their refining capacity. Tucson bearing, 
tr .• p. 158. 
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participant suggested that an Fr A would enable 
Mexico "to become more efficient in resource­
based industries such as energy." 

Would increase opportunities for U.S. firms in 
ancillary industries 

In addition to direct benefits 1n petroleum and 
natural gas production, expanded opportunities 
for ancillary industries in the United States are 
perceived to be great if liberalization of the sector 
is achieved during Fr A negotiations. One acade­
mician attending the Commission's McAllen, 
Texas hearing said: "Among 10 producers iden­
tified by the U.S. embassy in Mexico City as 
having the best export prospects in Mexico for 
U.S. firms ... petrolewn and gas field machinery 
and equipment" have been identified as a poten­
tial winner. 38 

Would increase access to capital 
Many Mexican industries that rely on Pemex 

products or their derivatives, such as petrochemi­
cals, generally support liberalization of Mexico's 
energy sector under an Fr A, citing a critical need 
for foreign capital to expand and improve effi­
cient production capacity. Such officials are 
hesitant to allow complete foreign participation· in 
Mexican operations, however, claiming that "it is 
not optimal to have production in foreign hands." 

Disadvantages of an FTA 

Would be difficult to "get Pemex on the negoti­
ating table" 

United States participants noted that if under 
FT A arrangements Mexico completely opened 
the energy sector to foreign participation, "Pemex 
will be affected" and would find it difficult to 
compete with the large, efficient U.S. industry "if 
the U.S. can market and develop petroleum pro­
duction in Mexico." In addition, there was a 
general recognition of the sensitivity of the sector 
and an unwillingness to needlessly inflame Mexi­
can sentiments by demanding a total opening. 
One participant noted that "U.S. control over re­
sources created a revolution in 1914. Why 
chance it again?" Most respondents adopted 
such a soft-sell position, noting that Pemex is cur­
rently studying ways to admit foreign participation 
while retaining "nominal control." 

Could have detrimental effect on environment 

A disadvantage of energy liberalization sur­
faced in submissions from a U.S. environmental 
group which cautioned that "continued access to 
each other's resources until they are eventually 
depleted" would be a mistake.37 The group ar-

:111 Testimony of Joseph McKinney, Baylor University, 
McAllen bearing tr., p. 133. 

»Submission of Andrea Durbin, Friends of the 
Earth, op. cit., p. 2. 
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gued that both countries "should retain the right 
to withhold natural resources." Moreover, they 
said that improved access to such resources by 
any party "should depend on ... first implement­
ing strict conservation and efficiency measures." 

Motor Vehicles and Parts 

Background 

The motor vehicle industry in Mexico is domi­
nated by the three large U.S. producers 
(Chrysler, Ford, and General Motors), one Japa­
nese company, and one West German company. 
The three U.S. producers together accounted for 
about 60 percent of the Mexican market in 1989, 
with the Japanese (21 percent) and West Ger­
man (18 percent) firms accounting for most of 
the remainder. The last domestic automobile 
manufacturer (Automex) was absorbed by Chrys­
ler about 10 years ago. 

The automotive parts industry in Mexico con­
sists of approximately 100 companies employing 
approximately 164,000 workers. Many U.S. auto 
parts companies have operations in Mexico and 
more than. SO percent of their production goes 
into domestic Mexican use. Approximately 17 
percent of the Mexican parts production is ex­
p!'lrted to the United States. Traditionally, 
Mexican p~rts production has involved low tech­
nology (glass, springs, wiring harnesses) or old 
technology (manual transmissions and rear drive 
axles). However, this is changing as more foreign 
investment, primarily from U.S. firms, enters 
Mexico to take advantage of lower labor costs 
and proximity to the U.S. market. The "Big 3" 
U.S. auto makers and other large auto parts sup­
pliers have made extensive use of the 
maquiladoras to lower labor costs and increase 
their price competitiveness. 

Mexicans purchase about 250 to 300 thou­
sand vehicles annually, whereas annual 
production in Mexico ranges from 400 to 
500 thousand. Mexico produces between 2 mil­
lion and 2. S million engines for motor vehicles 
annually, and industry sources estimate that Mex­
ico has been exporting up to ·1.2 million engines 
annually to the United States, Japan, and 
Europe. Workers in Mexican motor vehicle fac­
tories typically earn only S 1 per hour compared 
with $22-25 per hour earned by U.S. workers.38 

Bilateral trade, 1989 

The tabulation below indicates U.S. imports 
of motor vehicles and parts from Mexico and 
U.S. exports to Mexico in 1989, by major items 
(in millions of dollars, data from Bureau of Cen­
sus and estimates by the Commission): 

• Automoti111 Ntws, Oct. 10, 1989. 



·; ..... 
Imports 
HTS heading Value 

Motor vehicles , · · · 
Automobiles (8703) . . . . . . . . . . . . . . . . . . . .. , 1, 175 
Trucks (8704) .................... ,"..... 119 

-i:o.t.al motor vehicles , .............. , ... : 1,29439 

Motor vehicle parts 
Ignition wiring sets ( 8544 pt. ) .... : . . . . . . . 841 
Safety belts (8708.21) .. . . . . . .. • . .. . . .. . .. 364 
Parts of motor vehicles, not elsewhere , 

specified (8708.99) ...... · ............. ; 341 
Plstcin-type. spark-Ignition· , 

engines (8407 pt.) . . . . . . . . . . . . . . . . . . . . . 330 · 
Furniture for motor vehlcle , 

use (9401 pt .• 9403 pt.) ............... · 294 
Car audio equipment (8518 pt., 8519 pt., 

8525 pt.. 8527 pt.) . . . . . . . . . . . . . . . . . . 285 
Other .motor vehicle parts . . . . . . . . . . . . . . . . 1 ; 107 

Total ....... ·.:...................... 3,562 
Total motor vehicles and parts . . . . . . . . . . 4, 856 

Exports 
Schedule B heading Value 

Motor vehicles 
Automobiles (8703) .................. ; . . 17 
Trucks (8704) . . . . . . . . . . . . . . . . . . . . . . . . . . 17 

Total motor vehicles .................. . 

Motor vehicle parts 
Parts of motor vehicles, not elsewhere 

specified (8708.99) ................... . 
Ignition wiring sets ( 8544 pt. ) ............ . 
Parts of piston-type, spark-Ignition engines 

(8409pt.) ....... · ............. : ...... . 
Furniture for motor vehlcle use (9401 pt., 

9403 pt. ) ........... ~ ............... : 
Body stampings (8708 pt.) .............. . 
Locks. hinges, other hardware , 

(8301 pt., 8302 pt.) ................. . 
Other motor vehlcle parts ......... , ..... . 

Total .......................... · ... . 
, Total.motor vehicles and parts· ..... ,. .. 

34 

1,308 
451 

184 

144 
f40 

110 
1,047 

3~384 
3,418 

Motor vehicles and parts represent the largest 
component of United States-Mexican bilateral 
trade. , ~n 19 8 9, U.S. exports of motor ·vehicles 
and parts to Mexico were valued at $3.4 billion 
and U.S. imports from Mexico· were valued at 
$4.9 billion, representing a $1.5 billion surplus 
in trade for Mexico. A large share of U.S. im­
pons were from U.S. companies. with 
maquiladora plants dedicated to the fabrication 
and assembly of auto pans. Mexico was the lead~ 
ing supplier of U.S. imports of motor vehicle pans 
under HTS subheading 9802.00.8040 in 1988, in 

• General imports. , 
'"" Articles assembled abroad in whole or in part of 

fabricated components, the product of the United States, 
which (a) were exported in condition ready for assembly 
without further fabrication, (b) have not lost their 
physical identity in such articles by change in form, 
shape or otherwise, and (c) have not been advanced in 
value or improved in condition except by operations 
incidental to 'the assembly process such as cleaning, 
lubricating and painting.· · , · . . 

terms of U.S. content. Mexico was second only 
to Canada as a supplier of motor vehicles under 
duty-free provisions. 

Of the $1.3 billion in U.S. impons of motor 
vehicles in 1989, 91 percent was represented by 
automobiles. U.S. imports of automobiles from 
Mexic,o increased by 14 2 percent per year from 
1985 through 1989. Imports of trucks from Mex­
ico increased by 2 7 percent per year for the same 
period. Exports of motor vehicles to Mexico in 
1989 were split evenly between automobiles and 
trucks, with S 17 million of each. Expons of 
automobiles to Mexico increased by 36 percent 
per year from 19 8 S through 19 8 9, while expons 
of trucks decreased by 11 percent per year. 

Uruted States impons of auto parts from Mex-
ico. rose 71 percent rrom s 2 .1 billion in 19 8 s to 
$3.6 billion in 1989. U.S. expo~ of auto pans 
to Mexico grew 79 percent from $1. 9 billion to 
$3.4 billion for the same period. United States 
auto pans imported from Mexico represent 12 
percent of total U.S. auto parts impons in 1989. 

Mexican Barriers to U.S. Investment and 
Exports 

In May 1989, the Government of Mexico re­
laxed its restrictions on foreign investment, 
permitting automotive firms to establish 100-per­
cent foreign-owned companies in Mexico. This 
change represents a departure from previous 
regulations that prohibited foreign firms from ob­
taining majority ownership in a motor vehicle 
plant. Under new regulations, a motor vehicle 
producer can control his investment and maintain 
100 percent of its profits for 20 years, after 
which the firm must sell an interest to Mexican 
investors. Qualifications for automatic approval 
of such investments require that six conditions are 
met: 1) capital investment should not exceed 
$100 million; 2) financing should be external; 3) 
projects should be located outside the Valley of 
Mexico, Monterrey, and Guadalajara; 4) over 
the first 3 years of a project, there should be an 
"equilibrium" in balance of foreign exchange; 5) 
permanent employment should be generated and 
training given to Mexican personnel; and 6) 
"adequate" technology should be used to satisfy 
environmental requirements.4 1 

A .December 19 8 9 decree allows foreign car­
makers located in Mexico to begin importing 
models no.t made in Mexico starting November 1, 
1990. Mexico also eased its performance re­
quirements for foreign investors in the motor 
vehicle sector. For the 1991 model year, a for­
eign manufacturer located in Mexico can import 
$1 worth of automobiles for each $2.50 of foreign 
exchange surplus generated through the export of 
vehicles. The ratio decreases to $2 of surplus for 

•• Financial Times, May 17, 1989. 
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every. St of impons in 1992 and 1993 model' 
years, and declines to $1.75 for the 1994 model 
year. 

Before the decree, an importer of a motor ve­
hicle was required to obtain an import permit, pay · 
an import duty equal to 20 percent of the vehi­
cle's entered value, and a 15 percent 
value-added tax. For new models; a·n additional 
30 percent tax was imposed, and an. extra 
10 percent tax was required. Under the new 
regulations, an importer is required to pay an im­
port duty equal to 15 percent of the cost of the· 
car, but no import permit is required.42 

Mexican import duties for auto pans are now 
20 percent, lowered from a maximum 100 per­
cent in 1983. The auto pans industry is subject· 
to the Foreign Investment Law, which does not 
permit foreign investment in auto pans in excess 
of 40 percent. Mexican local content require­
ments were reduced from 60 percent to 36 
percent in 1989. 

U.S. Barriers to Mexican Exports 

A spokesman for a U.S. industry association 
noted that emissions and safety standards will 
complicate the issue of serving the United States 
and Mexico from the same plant. The United 
States has more restrictive and more expensive 
standards than Mexico. The spokesman indi­
cated that Mexican citizens cannot afford 
vehicles built to these higher standards, and U.S. -
laws would not permit the importation of vehicles 
that did not meet the standards. The spokesman 
observed that it is more likely that Mexico would 
build vehicles to comply with emissions standards 
rather than safety standards, given the environ­
mental problems of industrialized Mexico. He· 
believed that the possibility of subsidizing the cost 
of meeting these higher standards must also be on 
the negotiation table. · 

U.S. duties on imported Mexican auto parts 
average 3 to 6 percent. However,.the majority of 
the impons are from maquiladora plants which 
are subject to duty only on the value added in 
Mexico. Several auto pans from Mexico recently 
were extended GSP benefits lowering the duty to 
zero. 

Following are the opinions of representatives 
of trade associations, government agencies, 
manufacturers, labor unions, and academia re­
garding the effects of an FT A on the motor 
vehicle and pans industry and trade between the 
United States and Mexico. 

cz Further information on recent liberalization· meas­
ures by the Government of Mexico is contained in the 
Phase I repon. 
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Advantages of an Fr A to the motor vehicle 
and parts industry 

Would exploit complementary relationship 
A spokesman for one of the three large U.S. 

mo~or yehicle producers said that, although an 
FT A may accelerate a shift of production from 
the United States to Mexico, locating plants in 
Mexico would mean keeping them within the 
North American sy~tein. This participant argued 
that access to Mexican workers has assumed 
more importance as Eilrope becomes competitive 
through low-wage workers in Eastern. Europe. 
Furthermore, the operations going to ma­
quiladoras-wiring ha~esses, electric motors, 
trim, seat covers-are likely to be shifted offshore 
in any case because of their labor intensity, and it 
would not make sen5e to establish capital-inten­
sive, state-of ... the-art plants in Mexico, he said. 
Several participants supported this conclusion, in­
dicating that the benefit of a United 
States-Mexico FTA to the United States would be 
in capitaHntensive industries, while that to Mex­
ico would be in labor-intensive industries. 

A member of a Washington think tank held 
the. view that the motor vehicle sector in the 
United States will primarily benefit from an FT A. 
This individual suggested that motor vehicle 
plants in Mexico might even disappear as manu­
fa::ri.trers service the· Mexican market with 
impons. One attorney noted that the . United -
States is facing a labor shortage, especially in 
semiskilled, low-wage areas of ·activity, and an 
FTA may force the United States to look more 
closely at its immigration_ laws. The attorney re­
ported that he does not think Mexican labor or 
imports would displace U.S. auto workers. 

A spokesman for a Washington think tank 
said that Mexico's auto parts sector is likely to 
benefit from an FT A. lie predicts that Mexico 
will move from the inefficient production of mo­
tor vehicles to th~ efficient production of motor 
vehicle. pans. · 

Would save U.S. jobs 
Some .P!lrticipants stated that an FT A may 

cause U.S. motor vehicle pans operations to shift 
further to Mexico. Insisting· this is a process 
which "cannot be avoided," several participants 
noted that, regardless of whether an FT A is com­
pleted, the movement . of . low skilled 
manufacturing jobs will be out of the United 
States to low cost production areas. They be­
lieved it preferable t9 have ~ese jobs move to 
Mexico, where employees are likely to purchase 
U.S. products with their wages, and companies in 
Mexico will buy U.S. p~ns for their production. 

Some . participants expressed the view that 
U.S. labor would not lose many jobs because of 
the lower wage structure in Mexico. Proponents 
of this view said that productivity in Mexico varies 
by plants, and labor is only one component of 



production. They noted that other important fac­
tors including industrial infrastructure, availability 
of such services as engineering services, raw ma­
terials, and supplier networks are also important 
in determining the cost of producing motor vehi­
cles. Mexico, they said, is not as competitive in 
these factors. Labor is a declining cost compo­
nent in today's modem automotive industry, they 
assert, and therefore Mexico's low-cost labor may 
not by itself trigger an avalanche of U.S. invest­
ment. 

Disadvantages of an Fr A to the motor vehicle 
and parts industry 

Would cost U.S. jobs 
A participant at one of the major U.S. motor 

vehicle producers indicated that the export of 
jobs to Mexico is the major concern of U.S. la­
bor. He noted that the contracts between the 
United Auto Workers (UAW) and the "Big 3" 
automobile manufacturers expired in September 
1990, and the UAW has already demanded in­
creased job protection. The union has expressed 
its strong opposition to an FT A that would permit 
free movement of labor, commodities, and capi­
tal, and thus would threaten U.S. jobs through 
imports, immigration, and capital exports. 

According to a spokesman for the UAW: 

We strongly oppose the initiation of free 
trade negotiations between the United States 
and Mexico. 

The UAW has watched with anger and hor­
ror the rapid expansion of maquiladora 
production in response to Mexico's debt cri­
sis. American jobs have moved across the 
border to pay predominantly young women 
far less than one dollar per hour. The living 
conditions in the rapidly growing Mexican 
border towns are appalling and the stories of 
toxic waste dumping are truly frightening. 

By linking its economic fortunes with Mex­
ico, the United States opens up a vast 
reserve of low wage labor that allows the past 
decade's policy of creating millions of low­
wage jobs to continue. Unfortunately, this 
policy discourages domestic investment in 
technology, machinery and other capital 
equipment needed, along with investmen~ in 
education and training for workers, to raise 
living standards for American workers. 

The wide differential in the level of eco­
nomic development between the United 
States and Mexico means that our social pri­
orities are far apart. The differences in our 
political systems mean that our methods of 
sorting out these priorities and marshalling 

resources to deal with them will be very dif­
ferent. A free trade agreement would not be 
capable of coming to grips with these institu­
tional differences, so we reject this 
approach.43 

A leading U.S. academician on Mexican eco­
nomic and political issues stated that the United 
States must do more to assist those workers dis­
placed by companies moving from the United 
States to Mexico and must be more "generous" 
to them than provided for under existing assis­
tance programs. He indicated that it costs the 
U.S. consumer more to pay for goods with higher 
tariffs than to assist the particular workers in the 
affected industries to get new jobs. He, and a 
number of other participants, stated that there 
must be relocation, retraining, and salary supple­
ments for the displaced workers. 

May benefit new competitors at cost to old 
competitors 

A representative of the U.S. industry in Mex­
ico stated that U.S. motor vehicle manufacturers 
have been in Mexico since the early 1990s, and 
they built their plants under rules that forced oth­
erwise unnecessary investments. He said that if 
an FT A is concluded, Mexico may open up in­
v~siment to all countries, including Japan, 
without these restrictive rules. Several partici­
pants were concerned tliat if Mexico opened up 
trade to the world in the motor vehicle industry, 
the companies that incurred the costs of investing 
under the old rules would operate at a disadvan­
tage, unless protected by a transitional period of 
perhaps 5 years. An advisor for one of the U.S. 
motor vehicle producers reported that an FT A 
should include transitional rules to protect exist­
ing investments in Mexico. Another spokesman 
for the same manufacturer stated that there 
should be a balanced phase-in period of about 10 
years for an FTA. 

Could lead to a circumvention or displacement 
of U.S. and Mexican content 

A spokesman for one manufacturer reported 
that rules of origin should be adopted to require a 
certain level of domestic content in products sold 
in a North American Free Trade Zone, including 
automobiles. He indicated that such rules are 
necessary because the EC and Japan already have 
either de jure or de facto rules of origin/domestic 
content requirements. Another manufacturer in­
dicated that his firm was operating at about 60 to 
70 percent domestic content, but he would be 
satisfied with a 50 percent domestic content rule, 
although he could accept a domestic content of 
only 42 percent. 

'3 Statement of Steve Beckman, UAW, to the House 
Committee on Ways and Means, op. cit. 
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May benefit foreign companies more than 
Mexican 

A University of Texas professor assened that 
an FT A may have a negative impact on the Mexi­
can automobile industry. The Japanese have 
recently been investing in automobile parts ma­
quiladoras which are well established auto parts 
suppliers to Japanese firms in Kentuck~, Ohio, 
Tennessee, and Michigan. A FfA could increase 
the Japanese investment to the detriment of the 
Mexican auto parts makers. 

According to a U.S. academician, an FfA is 
likely to have little effect on Caribbean Basin 
countries due to the specialization of industries. 
He said, however, that Canada would experience 
competition in terms of Mexico's lower cost labor 
and that this could negatively affect the Canadian 
motor vehicle industry. He also said that Japan 
could use the Ff A to their advantage by using 
Mexico to enter the U.S. market and avoid du­
ties. 

Another panicipant, in noting that the pro­
ductive capacities are already built in all three 
North American countries, said that major shifts 
as a result of an Ff A are unlikeiy. The only pro­
duction capacity to be expanded will. be from the 
Japanese, this panicipant said. Moreover, except 
for Nissan supplying cars to the United States 
from Mexico instead of from Japan, there likely 
will be no trade shifts (diversion) as a result of an 
FTA, according to one industry source. This par­
ticipant said that the Canadian motor vehicle 
industry panicipates in high technology design 
and production, and as Mexico is not yet able to 
do so, Canada does not view Mexico as a direct 
competitor in this industry. 

A Canadian professor said that, with an Ff A, 
Mexico would likely displace the newly-industrial­
ized economies (NIEs) of Korea and Taiwan in 
the production of motor vehicles and pans. He 
said the Canadians are panicularly concerned 
about the impact of an FT A on the United States­
Canada auto . pact (Automotive Products Trade 
Act).44 

Petrochemicals 

Background 

Petrochemicals are broadly defined as any 
chemical derived from petroleum or natural gas; 
such a definition encompasses virtually all chemi­
cals currently in use. However, for purposes of 
the study, the petrochemical sector was more nar­
rowly construed. Discussions with Mexican 

"The U.S.-Canada auto pact has been in effect 
since 1965 and consists of 2 parts: (1) allows for open 
trade in automobiles between United States and Canada 
and; (2) allows for a limited form of participation in 
open trade for some foreign car companies. 
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indUStry officials45 focused on those compounds 
that are designated by the Mexican Government 
and industry as "basic" and "secondary" petro­
chemicals:48 For the purpose of the discussion 
that follows, Mexico's definition of such products 
is used. 

Currently, ownership of basic petrochemical 
production is reserved for Pemex. Following a 
reviSion of the nation's foreign investment rules in 
May 1989, however, a number of basic petro­
chemicals were reclassified as secondary, and 
100-percent foreign ownership of production of 
all secondary petrochemicals was allowed.47 Ba~ 
sic petrochemical imports into Mexico enter duty 
free, with tariffs for secondary products ranging 
from 10 to 15 percent; there are, however, addi­
tional handling fees and a value-added tax of 15 
percent, which effectively almost doubles the tar­
iff rates. 

Current U.S. tariff rates range from duty-free 
treatment of basic petrochemicals to 20 percent 
on some secondary petrochemicals; there are no 
quotas or other restrictions on either imports or 
foreign investment in the U.S. petrochemical in­
dustry. 

Bilateral trade, 1989 
The following tabulation shows U.S. petro­

chemical imports from and exports to Mexico, by 
major items, in 1989 (in millions of dollars, data 
from the Census Bureau): 

Imports Value 

Basic Petrochemicals .................. . 
Secondary Petrochemicals ...... ; ...... . 

Total ............ · ................. . 

18.7 
1.0 

19.7 

Exports Value 

Basic Petrochemicals .................. . 
Secondary Petrochemicals ............. . 

Total ............................. . 

352.2 
212.1 

564.3 

Mexican exports of petrochemicals to the 
United States represent less than 2 percent of to­
tal U.S. imports of basic products and less than . 5 
percent of secondary petrochemicals. While 
Mexico is not a primary market for U.S. exports 
of these products, it does account for approxi­
mately 12 percent and 14 percent of basic and 
secondary U.S. exports, respectively. 

• No views were expressed by the spokesmen for the 
U.S. petrochemical industry. 

•See app. E, "Basic and Secondary petrochemical 
categories resulting from Mexico's August 1989 reclassi­
fication," in the Phase I report. These compounds 
comprise the rudimentary building blocks of the industry. 
Although specific inclusions in each of these categories 
are arbitrary and subjec::t to change, for purposes of 
general discussion, these differences are not significant. 

• 1 Prior to May 16, 1989, foreign ownership of 
secondary petrochemical production in Mexico was 
limited to 40 percent equity participation. 



Advantages of an Fr A 
In general, those Mexican producers of sec­

ondary petrochemicals who were interviewed are 
in favor of an FT A, provided that a S to 6 year 
phase-in period is incorporated in the agreement. 
Perceived advantages of an FT A include an ex­
pansion of the domestic market, opportunities for 
increased Mexican exports to the United States, 
and an enhanced competitive position for the 
North American petrochemical ipdustry that 
could provide a counterweight to future competi­
tive challenges from abroad. Also included with 
some ambivalence as a positive outgrowth of an 
FT A, was the increased sectoral foreign invest­
ment in Mexico, thereby contributing to 
elimination of the current basic feedstock bottle­
neck in that country. 

May aid growth in Mexican domestic market 
One direct benefit 'of an FT A for the Mexican 

petrochemical sector is an expansion of the Mexi­
can domestic market, particularly if U.S. textile 
quotas for Mexican exports are increased signifi­
cantly or eliminated.48 HQwever, participants 
were uncertain about the possibilities for Mexican 
firms to exploit such an expansion. Discussions 
indicated that Pemex's monopoly of basic pe~o­
chemical production has created such a severe 
bottleneck that at least one private company has 
committed funds to assist the national petroleum 
company in building a new facility for basic petro­
chemical production. Pemex is reponed to need 
investment of more than $1 billion over the next 
2 years to meet domestic demand for basic 
feedsfock.s.4" However, Mexican industry offi­
cials stated that "the status quo" was preferable to 
foreign investment if the bottleneck could indeed 
be eliminated through such other means; as one 
official put it, "it is not optimum for basics to be 
in non-Mexican hands." 

Would eliminate tariffs 
Currently, many Mexican producers purchase 

basic feedstocks from the United States and 
transform them into secondary products, which 
are then subject to full tariff rates upon reentry to 
the United States. . Many Mexican participants 
believed that elimination of U.S. tariffs on secon­
dary petrochemicals would likely increase 
Mexican exports, perhaps by as much as 100 per­
cent.50 Hearing testimony suggested that modem 

• Petrochemicals are raw materials used in the 
manufacture of synthetic fibers for textiles. 

'"'One U.S. participant noted that Mexico needs . 
about $5 billion in support of their petrochemical indus­
try. 

80 Mexican participants stated that tariff elimination· 
might double Mexican petrochemical exports to the 
United States but that this would still comprise a rela­
tively small amount of the U.S. market. They state that 
currently Mexico exports approximately 35 percent of its 
petrochemical production, 10 15 percent of which goes to 
the .U~ted States. U.S. spokesmen disputed these 
StaUStiCS. 

Mexican petrochemical facilities recently built on 
the Gulf Coast could expand production of am­
monia fertilizers, for example, and "could 
produce fertilizer Cit perhaps lower cost than the 
world market at this time. This would bring fertil­
izer at a lower price to ... all farmers in North 
America. "51 

Mexican producers suggested, however, that 
the U.S. petrochemical industry is among the 
most technologically advanced in the world and is 
tremendously efficient due to economies of scale 
and backward integration with U.S. oil compa­
nies. For these reasons, Mexican producers 
consider it unlikely that exports to the United 
States will increase to any great extent in absolute 
terms under an FT A. 

Will help offset other trading blocs 

Mexican industry officials noted that a com­
plementary strengthening of the North American 
industry qiay be an asset in offsetting competition 
in petrochemicals . from future producers, most 
notably the Saudis. Participants asserted that 
Saudi oil reserves and the comparative ease with 
which liquid-derived petrochemicals can be trans­
ported makes it highly likely that there will be 
future competition from this source. An FT A is 
seen by Mexican business leaders as contributing 
to increased competitiveness of the North Ameri­
can industry through technology sharing and 
complementary production. 52 

May increase access to capital 

An ancillary area of agreement under an FT A 
that would be of great benefit to Mexican produc­
ers is the liberalization o'f Mexico's financial 
markets. Mexican industry spokesmen reported 
that ·their investment in plant and equipment is 
restricted because of the current high cost of capi­
tal. Said one, "A current joke is that the interest 
rate used to.be LIBOR + 2 percent; currently it is 
LIBOR x 2 percent." Only if an FT A facilitates a 
move .~o more competitive capital markets, either 
by encouraging foreign banks to enter Mexico or 
by presenting a more stable image of Mexico to 
U.S. capital sources, will the Mexican petro­
chemical industry be able to modernize 
sufficiently, warned these Mexican business lead­
ers. 

111 Testimony of Roberto Gamboa, Counsel General of 
Mexico, Las Cruces hearing,'tr., p. 78. 

111 Mexico. produces petrochemicals from natural gas 
reserves associated with petroleum production as well as 
from petroleum derivatives. Because of the cost and 
difficulty associated with tr~nsponation of gas- based 
petrochemicals, Mexican industry officials see a com­
parative advantage for them in the close proximity to 
domestic and U.S. markets vis-a-vis foreign producers. 
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Disadvantages of an Fl'A 

May lead to strong import competition 

Mexican producers are concerned that too 
rapid an implementation of tariff reductions may 
lead to strong import competition from U.S. pro­
ducers, which were characterized as having 
balanced markets, the most technologically ad­
vanced industry in the world, and as having 
economies of scale not possible in Mexico under 
the current bifurcation of production.53 One il­
lustration of existing inequities resultant from 
current industry structures was the present pric­
ing differential between the two countries for 
feedstocks; for example, Pemex charges "artifi­
cially high" U.S. spot market prices to Mexican 
petrochemical manufacturers, while U.S. produc­
ers are able to "obtain feedstocks from 
corporatively-related firms at low intra-company 
transfer prices. "54 Mexican industry officials in­
dicated that the current disadvantages can be 
dealt with, if there is a gradual phase-in of tariff 
reductions. 

Finally, secondary petrochetnical producers 
in Mexico are fearful that, should Pemex be 
opened completely to foreign investment, they 
might once again find themselves a hostage for 
basic feedstocks, however, not to Pemex but to 
foreign concerns. 

Pharmaceuticals 

Background 

The Mexican pharmaceutical market is domi­
nated by foreign multinationa~ corporations, 
including U.S. firms. United States and other 
foreign firms operating in Mexico generally per­
form research and development activities in their 
home markets and manufacture pharmaceutical 
products for the Mexican market in that coun­
try. 55 Mexico's presence in the U.S. 
pharmaceutical market is limited to a relatively 
low level of U.S. imports. 

The major U.S. trade barriers facing Mexican 
pharmaceutical products include tariffs and gov­
ernment approval requirements. United States 
import duties on pharmaceutical products are 
relatively low, particularly compared with Mexi­
can duties on comparable products. ·The Food 
and Drug Administration (FDA) requires that 
drugs be tested to determine safety and effective­
ness before they can be legally sold on the U.S. 
market. This requirement pertains equally to do-

83. Seve.ral U.S. industry analysts noted that the 
Me>acan mdustry indeed has state-of-the-art facilities 
ant is currently a strong competitor in the U.S. market. 

1111 
~.S. Depa.rtment of State telegram, August 1990. 
Sidney Wemtraub, A Marriage of Convenience 

~~j~ York: Oxford University Press, 1990), pp. 112-
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mestic products and imports; however, U.S. pro­
cedures are considered to be among the most 
rigorous in the world. 

The principal Mexican trade barriers affect­
ing U.S. pharmaceutical products include tariffs, 
buy-domestic sourcing policies of the Mexican 
government, domestic price controls, and lack of 
intellectual property right protection. Mexican 
tariffs have been substantially reduced in the 
years since Mexico joined the GAIT. However, 
such tariffs are still relatively high compared with 
U.S. tariffs, and the maximum tariff rate is 
20 percent ad valorem. 

The domestic sourcing policy of the Mexican 
Government gives preferential treatment to Mexi­
can finris to supply the public sector .se This 
policy has been relaxed in recent years and may 
eventually be eliminated. The Mexican Govern-. 
ment maintains domestic price controls on many 
pharmaceutical products. These controls affect 
the profits of U.S. pharmaceutical firms operating 
in Mexico. 

The major impedim~nt facing U.S. pharma­
ceutical exports to, as well as investment in, 
Mexico is inadequate Mexican legal protection 
for intellectual property. In general, many prod­
ucts and production processes are afforded no 
pr'Jtection at all; protection that is extended is 
less comprehensive in Mexico than in the U.S. 
market.57 

In addition to the above sector specific barri­
ers, other impediments affect pharmaceutical 
trade between the United States and Mexico. 
These include inadequate infrastructure, lengthy 
and unpredictable administrative procedures, 
lack of market knowledge, and the limited avail­
ability of financing. 

As a result, trade between the United States 
and Mexico in the pharmaceutical sector is rela­
tively minor compared with other sectors. 
Mexico is only the 16th leading U.S. import sup­
plier (in terms of value in 1989), with U.S. 
imports from Mexico at just $6 million, or less 
than 1 percent of the U.S. total. Mexico is 
ranked 15th among U.S. export markets, with 
U.S. exports to Mexico at just $41.2 million, or 
less than 2 percent of U.S. export sales world­
wide. 

Bilateral trade, 1989: 

The following tabulation shows U.S. pharma­
ce1.1:tica~ impo~ from and exports to Mexico, by 
ma1or items, m 1989 (in thousands of dollars, 
data from the Census Bureau): 

119 For a detailed discussion, see Phase I report, ch. 4 · 
pp.4-8 to 4-9. ' 

57 Ibid, ch. 6. 



Imports 
HTS heading 

Blood and cultures ( 3002) ................ . 
Treated bandages (3005) ...•............ 
Medicaments, In retail form (3004) ...... . 
Medicaments, not In retail form ( 3003) ... . 
Specified pharmaceutical goods (3006) ... . 

Total ............................. . 

Exports 
Schedule B heading 

Medicaments, In retail form ( 3004) ....... . 
Treated bandages (3005) ............... . 
Medicaments, not In retail form (3003) ... . 
Specified pharmaceutical goods (3006) ... . 
Blood and cultures ( 3002) ............•.•. 
Glands and other organs (3001) ......... . 

Total ................•..... · · · · · · · · 

Value 

3,861 
1,767 

583 
42 

2 

6,256 

Value 

16,520 
8,462 
6,096 
5,722 
3,339 
1,037 

41, 176 

As shown above, the United States enjoys a 
positive trade balance with Mexico for pharma­
ceutical products. The major U.S. 
pharmaceutical export category to Mexico is me­
dicaments in retail form, whereas the major U.S. 
pharmaceutical import category from Mexico is 
blood and cultures. 

Summary of views 
During the course of this investigation, the 

Commission obtained views from various interests 
on the advantages and disadvantages regarding an 
Fr A and/or sectoral agreements. Limited feed­
back was received regarding the pharmaceutical 
sector. The major issue of concern to the U.S. 
pharmaceutical sector is patent protection.58 

Advantages of an Fr A 

Would open U.S. access to Mexican market 
and provide technology to Mexico 

One official of a major U.S. pharmaceutical 
company stated that an Fr A was the best ap­
proach to solve most of the problems facing his 
sector, particularly with regard to foreign invest­
ment and intellectual property protection. The 
official noted that a sector approach has been at­
tempted and that the United States should not 
"waste time" on such an approach. An FrA 
would generally give U.S. exporters easier access 
to a larger market in Mexico, while Mexico would 
gain technology that would increase productivity 
and lead to better export opportunities, according 
to this expert. 

Disadvantages of an Fr A 

May delay patent protection reforms 
The major concern of the U.S. pharmaceuti­

cal industry is that any linkage between an Fr A 

• Submission by Gerald J. Mossinghoff. Pharmaceuti­
cal Manufacturers Association, to the Commission. 

and pending revisions in Mexican patent law may 
delay patent protection reforms. A U.S. pharma­
ceutical industry representative stated 
unequivocally that the industry does not want any 
connection between an Fr A and Mexican patent 
law reforms. The Mexican Government an­
nounced on January 16, 1990, that it would 
amend its patent law before 1991, which is before 
Fr A negotiations are likely to be concluded. 
This agreement was made before any commit­
ment to an FrA was announced. The U.S. 
industry wants to ensure that Mexico enacts an 
"adequate, world-class" patent law without loop­
holes that would negate product patent 
protection. In addition, U.S. pharmaceutical 
representatives said that the outcome of the 
Mexican patent law reform would be an excellent 
"barometer" of the intent of the Mexican Gov-

. emment with regard to an FT A. 

ServiCes 

Background 
Although most participants stated that services 

should be included in FT A negotiations, there 
was little consensus about what might be included 
under this heading. Despite general agreement 
among both U.S. and Mexican participants that 
financial and transportation services should be 
addressed in Fr A negotiations, additional sugges­
tions of sectors for inclusion in services 
discussions appeared to reflect different interests 
and perceived strengths of both Mexico and the 
United States. For example, some Mexican par­
ticipants stated that ·consultation about labor 
services was a requirement if other areas such as 
financial services and intellectual property were 
embraced, and some U.S. respondents included 
labor issues as well. Indeed, one Mexican econo­
mist suggested that the two sides may be operating 
"from two different sets of paradigms," with 
Mexico's strategy "almost entirely focused upon 
winninj tariff and non-tariff concessions from the 
U.S. ton goods, while] the United States ... is 
likely to raise market access in a much broader 
context," including "the provision of financial 
and transportation services." 

Those services which elicited most comment 
were financial (e.g., banking, securities. insur­
ance) and land transportation, primarily with 
respect to the trucking and rail industries. In ad­
dition, comments related to needed infrastructure 
improvements occasionally touched on the need 
for joint liberalization of current construction and 
engineering regulations.59 In general, liberaliza-

1111 With respect to such regulations, both Mexican and 
U.S. participants commented that current provisions 
allowed some reciprocal participation in trans border 
projects. However, Mexican contractors are subject to 
local regulations in the United States and find it difficult 
to meet requirements for Workman's Compensation and 
surety bonds. A U.S. Government Official in Mexico 
noted that while U.S. companies in architecture and 
engineering services have traditionally been excluded 
from the Mexican market by laws and regulations. this 
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tion of such services by Mexico was viewed as im­
portant not only from a sectoral perspective but 
also for the broader-based benefits such liberali­
zation could provide, given the vital role of 
transportation and finance in United States-Mexi­
can commerce generally. 

In addressing services, a number of U.S. and 
Mexican respondents suggested using the Cana­
dian Free Trade Agreement as a model for a 
United States-Mexico FTA, and many also sug­
gested that some services issues may be at least 
partially resolved in the Uruguay Round. Al­
though an FT A was seen as the preferred option, 
at least one U.S. industry representative argued 
that a sectoral agreement for financial services 
"would be better than achieving nothing. "60 

Financial Services 

Non-tariff barriers 

Although Mexican regulations for both bank­
ing and insurance have been liberalized in recent 
months, e1 restrictions still exist that limit foreign 
participation in these areas. In insurance, foreign 
investment is limited to 49 percent, though there 
are no restrictions on foreign participation in the 
reinsurance market if at least 50 percent of the 
business is placed in the local market. In addi­
tion, since January, 1990,82 there has been 
deregulation of insurance prices and coverage 
and a separation of the insurance industry from 
the banking industry. 

In banking, Mexico's 1982 constitutional pro­
vision nationalizing the banks was amended in 
December 1989, an action one hearing partici­
pant characterized as "the comerstone ... of the 
Salinas reforms. "83 Beginning in April 1989, in-. 
dividual banks were allowed to set interest rates, 
reserve requirements were reduced; and the lend­
ing requirements for concessionary loans to 
agriculture and low-income housing were revised. 
However, Mexican law still prohibits foreign 
banks from engaging in banking operations (e.g., 
the right of establishment) although their offices 
are permitted. 

Mexico's securities industry is also essentially· 
closed to foreign participation. Laws published in 
May 1989 state that financial trusts and funds are 
reserved exclusively to the State; financial and in­
vestment service counseling and stockbrokerages 
and stock exchange services are reserved to 
Mexican nationals. However, up to 49 percent 
foreign ownership of financial leasing companies 
is allowed. 

•-continued 
situation is changing slowly; cunently, "creative ways 
have been found" to bid on projects in concert with 
Mexican companies. 

80 Written submission by Lucrecia Femandez Serrano, 
Chubb & Son, Inc., to the Commission, p. 2. 

9 ' Phase I report, pp. S-10 and 5-11. 
92 Ibid. 
113 Las Cruces hearing, tr., p. 15. 
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United States industry analysts said that there 
are no barriers to foreign participation in the fi­
nancial sector of the United States, provided that 
U.S. legal requirements (i.e., capital reserves) are 
met.. However, Mexican analysts pointed out that 
differences in U.S. banking requirements on a 
state-by-state basis are a barrier and should be 
addressed in FT A negotiations. 

Structure of the Mexican industry 
There are approximately 48 domestic insur­

ance firms in Mexico. Two of these firms are 
government owned; two are mutualist entities and 
two are in the reinsurance area. Although premi­
ums totaled an estimated $2 billion in 1988, the 
market is a small percentage of GDP, compared 
with 8.9 percent of GDP for the United States.84 
In the banking sector, there are now approxi­
mately 19 commercial banks and 8 development 
banks in Mexico.es over 30 brokerage houses, 
and over 150 investment partnerships. Citibank 
operates in Mexico as a commercial lender; the 
firm's operations were grandfathered in after the 
nationalization of the banks in 1982. All major 
credit card companies, e.g., Visa, Mastercard, 
American Express, have operations in the coun­
try as well. 

Advantages of an FTA 

Increased access to capital 
United States industry participants noted sev­

eral advantages if financial services are opened 
under an FT A arrangement, including increased 
access to the Mexican market for U.S. firms and 
a greater surety of payments in business transac­
tions. ee U.S. banking analysts noted, however, 
that while having the capability of investing in 
Mexico is indeed desirable, it is likely that U.S. 
banks would be leery of immediately capitalizing 
on such opportunities in the commercial market, 
given Mexico's record of bad loans and repay­
ment difficulties. 87 

From the Mexican perspective, the single 
greatest advantage of opening financial services is 
the potential effect it might have on availability of 
investment capital in Mexico. Many participants 
noted that because current interest rates in Mex­
ico are so high, modernization and investment 
efforts by domestic companies are hindered. It 
was suggested by a number of Mexican 

.. In 1987 it represented about 1.16 percent of 
Mexican GDP. 

1111 Of the 19 commercial banks, 6 have full national 
coverage, 7 are "multiregional" and the remaining 6 are 
regional in nature. In addition to the 8 development 
banks, there are over 40 development funds where 
commercial banks can discount credit for specific 
pur:oses, with subsidized interest rates. · 

Several respondents noted that Mexican letters of 
payment were not honored by most U.S. regional banks 
1D the southwest and that, in some cases, U.S. business­
men experience probiems with payment because of this. 
Tucson hearing tr., pp. 62 and 216. 

97 Tucson hearing, tr., p. 215. 



businessmen that access to loans from U.S. banks 
would put competitive pressure on their Mexican 
counterparts to bring down the cost of capital and 
to be more customer oriented. In addition, 
movement toward an open competitive financial 
system was viewed as providing .a perception of 
security that is seen as a vital component in en-

. couraging foreign investment in Mexico. and in 
enticing Mexican capital now secreted abroad to 
return. 

Would make Mexican market a good opportu­
nity ror u.s. rirms 

United States Government and U.S; industry 
officials said that many opportunities for U.S. in­
vestment in insurance and securities would open 
in the Mexican market, if, as one participant 
stated, "the Mexican financial services market 
was changed to create national treatment ability 
for affected U.S. financial services. Specifically, 
in the property/casualty insurance industry ... "88 

One U.S. Government official expressed the 
opinion, "The large U.S. insurance firms would 
dominate the Mexican market if this area were 
liberalized. Their enormous resources and infra­
structure would make them impossible to 
compete with." This view was shared, with some 
concern, by Mexican analysts as well. 

Would level the playing rield 
Several Mexican analysts stated that one ad­

vantage of opening the financial sector would be 
to bring foreign entities into the mainstream and 
force competition on a more level playing field. 

Foreign banks and non-banks regularly op­
erate and compete in Mexico's financial 
markets ... at an extreme advantage over do­
mestic firms both because of the laxity with 
which they interpret the laws and regulations 
as well as because of the much smaller costs 
they incur by not having to comply with on­
erous reserve requirements and a network of 
offices throughout the country. u 

Disadvantages or an FT A 

Some Mexican rirms will disappear 
According to several Mexican services ana­

lysts, Mexico's insurance industry is vulnerable to 
U.S. competition. In the words of one: 

the size of domestic [insurance] firms ... 
make them truly sitting ducks for foreign 
competitors ... Hence, from a competitive 
point of view, liberalization would probably 

• Submission by Lucrecia Fernandez-Serrano, op. cit. 
•Luis Rubio, Edna Jaime and Alberto Diaz for 

Comercio Internacional Banamex, Muican Trade in 
Services: Challenges and Perspectives. 

lead to the death of most local insurance 
companies, except for those that merged 
with or were acquired by foreigners.10 

Analysts holding this view suggested that while 
some of the largest Mexican banks and special­
ized regional banks might survive, multiregional 
and large uncompetitive banks "are likely to col­
lapse. "71 In brokerage houses and other 
non-bank intermediaries, Mexican observers 
were of the opinion that "available expertise and 
experience is thinner and the capital base of the 
largest and most competitive is very small. 
Hence, foreign competition probably would affect 
non-banking intermediaries as a sector. "72 

Transportation Services 

Non-tariff barriers 

U.S. participants representing a wide sector of 
U.S. industry interests identified lack of competi­
tion in Mexico's transportation industry as a 
non-tariff trade barrier in that the current mo­
nopoly "has an impact on price competition" and 
affects timely delivery of products to the interior 
of the country. 73 One witn~ss at the Commis­
sic,.:l 's McAllen hearing said, for example, that 
"U.S. agricultural producers are increasingly un­
able to realize comparative advantage of their 
proximity to Mexico over international competi­
tors because of transportation and logistics 
difficulties. "74 

Although nearly 80 percent of cargo in Mex­
ico moves by truck,75 U.S. motor carriers are 
prohibited from operating there by the Mexican 
Constitution, which restricts commercial use of 
public roads to Mexican nationals. The U.S. In­
terstate Commerce Commission also restricts 
access to U.S. highways for Mexican commercial 
vehicles. 1e Such restrictions typically result in 
merchandise of U.S. origin being transferred at 
the border to Mexican tractor-trailer rigs, a 
"shuttle" practice that, some analysts believe, 
"contributes to additional transit time, costs and 
pilfer~ge."" At the main border-crossing points 
for industrial products, a shortage of trailers on 
the Mexican side reportedly may cause delays of 
up to 15 days.78 

70 Ibid, p. 22. 
71 Ibid. 
7a Ibid. 
~Las CNces bearing, tr., p, 95. 
7• McAllen hearing, tr., p. 173. 
79 McAllen hearing, tr., p.190. 
79 Although all motor carriers are required to be 

registered and certified as meeting U.S. safety standards, 
Mexican tNck carriers currently have a temporary 
exemption to those regulations. 

77 U.S. Congress, Country Reports on Economic 
Policy and Trade Practices, March 1989. 

111 Business Mexico, December 1989, p. 26. 
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Mexico did take steps to deregulate the truck­
ing mdustry last year and some liberalization of 
access has also been instituted.79 Most signifi­
cantly, both countries permit relatively free 
trucking operations in international commercial 
zones surrounding border cities and, in some 
cases, Mexican truckers work in the United 
States beyond the border zone. However, such 
practices are not uniformly honored by Mexican 
officials, some of whom are reponedly under the 
influence of strong union bosses.so 

The Mexican Constitution currently reserves 
the railroads to the Mexican Goverriment; private 
operators, either Mexican or foreign, are not per­
mitted. The Mexican rail system is characterized 
by outdated infrastructure, facilities, and proce­
dures. There is a critical lack of tolling stock. 
Both U.S. and MexU:an industry spokesmen 
noted cases in which rail cars were unavailable for 
transport during peak agricultural seasons.81 

Structure of the Mexican industry 
Prior to deregulation of the trucking industry 

in Mexico in 1989, an estimated 30,000 to 
70,000 "pirate" vehicles were operating outside 
the official framework of the government-sanc­
tioned Central de Carga line. Since the number 
of operators that have secured permission to op­
erate under the new guidelines is. not updated, 
there are no current estimates of the number of 
existing independent operators. 

Advantages of an FTA 

Would improve timeliness, cost and quality of 
service 

United States industry official~ that rely oil 
trucking to transport products to Mexico or to re­
ceive supplies within Mexico (such as com­
ponents for maquila operations) were entirely 
supportive of the possibility of opening the trans­
portation sector to U.S. carriers. They cited a 
desperate need for expedited services and the po-

19 Maquiladoras have been given permission to obtain 
truck operating authority by having been officially 
determined to be Mexican nationals, and several major 
U.S. companies (Roadway and Ryder) have worked out 
anangements that allow them to come as close as legally 
possible to having subsidiaries in Mexico. In addition to 
trucking, Mexico also liberalized bus transportation, 
allowing U.S. companies to develop charter and tour 
services through contractual relationships with business 
entities. 

90 The influence of unions in this industry will un­
doubtedly complicate the entry of U.S. truck.inf' rums 
into Mexico, some experts believed. One MeXJcan 
official noted that only recently bas the power of "the 
trucking mafia" been curtailed; be stated that to get 
goods moved in a timely manner "prior to the cleanup, 
you bad to give them a bar-b-que every week." See also, 
Phase I report, pp. 3-2 to 3-5. 

•• For example, in an interview with officals of a steel 
company, it was noted that inventories of raw materials 
were stockpiled prior to the sorghum harvest as there was 
~o rail transportation available for their use during that 
time. 
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tential for lower costs due to time savings, reduc­
tion of Mexican impon tariffs on vehicles, and 
the elimination of dual trucking facilities and the 
current cross-border "shuttle" requirements. In 
addition, one witness at the Las Cruces hearing 
assened that "if Mexico would accept even a 49 
percent rule on foreign ownership, the impact on 
quality of service in Mexico would be dra­
matic. "82 

United States industry spokesmen noted that 
an FT A that allowed private investment in Mexi­
can railroads should help to modernize the 
system.83 Since rail is reponedly a more competi­
tive means of transportation than truck in many 
cases, it was suggested that if an FT A removes 
restrictions on investment and encourages im­
provement in infrastructure, commerce between 
the two countries will be-greatly enhanced. Sev­
eral representatives of Mexican · business and 
industry also voiced a need for general rail im­
provement but were not specific in recommending 
privatization, joint ventures, or any other means 
to achieve such improvement. 

Disadvantages of an FTA 

Wage rate differential could make competition 
difficult for U.S. companies 

Those U.S. respon~ents that own trucking 
C('mpanies and have offices within Mexico advo­
cated a "go-slow approach" in opening the 
trucking industry, because of a variety of current 
problems. They opposed the immediate inclusion 
of trucking issues. in FT A negotiations because 
the cost differential in fuel and wages between 
Mexican and U.S. drivers would place U.S. 
trucking firms at a substantial disadvantage. 
Mexican drivers reportedly make S 5 per day, 
compared with U.S. wages of S10 to $15 per 
hour. 0.ne participant also estimated that, if 
Mexican truckers were allowed greater access to 
the United States, the reported 20 to 25 cents per 
mile cost differential "could add up to substantial 
benefits to Mexican truckers." Because of this 

· concern, one participant suggested that "opening 
up competition in trucking should not happen for 
at least several years; even five years from now 
could be too soon." 

This participant also cited the need for U.S. 
companies to establish long term business rela­
tionships in Mexico and for hiring bilingual 
drivers. In addition, there was much discussion 
of the disparity betw~~·n the construction and 
specifications of ead1· country's vehicles and 
roads. Several participants asserted that "as [it] 
is, you could not run a U.S. truck on a Mexican. 
road successfully for more than a year, and Mexi-

a Las Cruces bearing, tr., f· 88. 
• It was noted that many o the procedural delays 

stem from U.S. Customs procedures, while problems in 
Mexico are primarily those of antiquated and insufficient 
rolling stock and structure. (Tucson bearing, tr., 
p. 193.) 



can trucks are overbuilt [too heavy] for U.S. 
roads." There were no disadvantages mentioned 
by either the Mexican or U.S. participants with 
respect to liberalization of rail transport. 

Steel 

Background 

The United States restricts imports of steel 
and steel products from Mexico under terms of a 
Steel Trade Liberalization Program begun in Sep­
tember 1989. This program consists of two parts: 
a bilateral consensus agreement to restrict trade 
distorting practices in steel and an extension ·of 
the Voluntary Restraint Agreement (VRA) pro­
gram begun in 1984.84 The VRA is scheduled to 
be in effect through March 1992 and covers a 
wide variety of steel products (see appendix E). 
It is perceived by the Mexican industry as the 
most pronounced U.S. non-tariff trade barrier for 

. this sector. 

Despite complaints about the product compo­
sition of the VRA quotas.as Mexican producers 
indicated that they did not expect to see VRAs 
eliminated under an FT A, but rather to see them 
expire naturally with the ending of the current ar­
rangements. Neither U.S. nor Mexican 
participants advocated extension of the VRA pro­
gram after March 1992, as both sides appeared 
more interested in achieving agreements with re­
spect to subsidies and other trade-distorting 
measures under the current bilateral consensus 
discussions in the Uruguay Round. One U.S. re­
spondent suggested that an interim sectoral 
arrangement in steel might be possible while a 
full-fledged FT A is being negotiated. 

A non-tariff trade barrier employed by Mex­
ico which was cited by U.S. industry officials, was 
the requirement for procurement of Mexican­
made materials for Mexican government projects 
and by parastatal firms. This reportedly elimi­
nates U.S. export possibilities for certain tubular 
products used in energy production or long prod­
ucts used for infrastructure construction. One 
U.S. indUStry official noted that his company pur­
chased $1~ to 20 million of steel slab from 
Mexican mills in the first half of 1990 but, be­
cause of such a buy-Mexican requirement, has 
yet to sell more than "a shirtpocket full" of pro-

.. Under the VRA agreements, quotas for imports of 
specific steel products are imposed, calculated as a 
percentage of U.S. domestic consumption. Mexico is one 
of 16 countries and the EC which have signed VRAs 
under the Steel Trade Uberalization Program. Consensus 
agreements have been signed with 9 nations and the EC 
to date. A multilateral arrangement is cunently under 
discussion in the Uruguay Round. 

• Mexican producers stated that, under provisions of 
the extended VRA program, quotas were more restrictive 
in products for which Mexican producers have a com­
parative advantage while liberalization was given in those 
~roducts for which Mexican producers have no competi-
uve advantage. · 

prietary grade tubular products in Mexico.ee In­
light of this, he proposed that a "locked-in" trade 
balance be negotiated with Mexico, under which 
the value of steel mill product imports and ex­
ports would be equal. This same idea was also 
suggested independently by a former steel trader, 
now a U.S. Government official. 

United States tariffs on steel and steel prod­
ucts currently range from 0.9 percent to over 11 
percent for certain stainless products. Mexican 
steel tariffs are currently at a maximum level of 
15 percent, having been reduced from 50 percent 
in the early 1980s, and are reportedly assessed on 
insurance, freight and handling, as well as on the 
declared value of the product.87 In addition, 
there is a 15 percent value-added tax on all goods 
sold within Mexico. United States importers 
stated that costs associated with such additional 
charges make it impossible to compete in the 
Mexican market on the basis of price. 

Bilateral trade, 1989 

The following tabulation shows U.S. steel im­
ports from and exports to Mexico, by major 
items, in 1989 (in millions of dollars, data from 
the Census Bureau): 

lmpons 

Basic products•: 
Carbon steel .. ~ ..................... . 
Stainless· steel--;· ..................... . 
Other alloy steel .................... . 

Pipe and tube ......................... . 
Certain wire products- ................ . 
Other ......................•.......... 

Total ............................. . 

Expons 

Carbon steel ......................... . 
Stainless steel ........................ . 
Other alloy steel ...................... . 
Pipe and tube ......................... . 
Certain wire products .................. . 
Other ................................ . 

Total ............................. . 

Value 

118.4 
34.1 

3.3 
75.8 
17.7 
2.7 

252.0 

Value 

227.3 
45.8 
65.9 
52.3 
36.9 
8.9 

437.1 

Mexico is one of the leading foreign markets 
for U.S. steel, accounting for 12 percent of all 
such exports in 1989. Primary steel products ex­
ported to Mexico included sheet and strip 
products (53 percent of total U.S. exports to 
Mexico, by quantity), used rails (9 percent), and 
structurals (8 percent). Conv~rsely, the United 
States is Mexico's primary market, receiving just 

•This item is a "special order" product, made to 
exact specifications for a particular project. 

., Submission by Border Steel to the Commission. 
• Includes semifinished steel (i.e., ingots, blooms, 

billets and slabs), Oat-rolled products, bars and rods, 
wire and structural shapes (including rails). · 

• Includes wire rod, wire, wire strand, wire rope, 
fencing and nails. 
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under one-half of Mexico's total exports; imports 
from Mexico accounted for about . 6 percent of 
U.S. domestic consumption in 1989. Primary 
steel exports to the United States include pipes 
and tubes (26 percent of total Mexican exports to 
the United States, by quantity), semifinished 
products and plate (19 percent) and galvanized 
sheet (18 percent). Although certain steel prod­
ucts were eligible in the past for preferential tariff 
treatment under the Generalized System of Pref­
erences (GSP), currently there is no GSP 
allowance for imports of Mexican steel or steel 
products. Preferential treatment was withdrawn 
for wire and wire mesh in 1989. 

Advantages of an FT A 

Countries have complementary industries that 
will benefit 

Both U.S. and Mexican producers inter­
viewed suggested that the possibilities for bilateral 
trade will increase if an FT A succeeds in elimi­
nating tariffs. There was much discussion about 
national comparative advantage in specific prod­
ucts; the United States, for example, produces 
higher value products and wide sheet steels while 
Mexico produces lower value products,· particu­
larly slabs and minimill products. Producers and 
consultants on both sides of the border specified 
particular product niches that could be developed 
by the respective countries, including refining 
equipment, pressure vessels and wire and wire 
products (such as nails) for Mexican mills, and 
automotive and appliance sheet steels, and cer­
tain structurals for U.S. mills. A number of U.S. 
producers indicated that they are generally inter­
ested in competing in the Mexican market and 
view tariff reductions as merely offsetting other 
charges currently in place (e.g., the value added 
tax). Given the high cost of transportation for 
many steel products, however, most participants 
noted that proximate location will be a factor in 
developing such niches. 

Foreign investment climate may improve 

Mexican industry officials and U.S. consult­
ants noted that an FTA will expand Mexico's 
domestic economy, thereby increasing demand 
for such steel products as sheet steel for automo­
biles and appliances or structurals and rebar for 
infrastructure improvements."° Such an expan­
sion is seen as benefitting both U.S. and Mexican 
suppliers who are competitive producers of spe­
cific products. In addition, foreign investment in 
Mexico to service particular product niches may 
be encouraged, although Mexican participants 
noted that energy and capital costs are high in 

80 Several U.S. firms are reportedly considering 
relocating facilities to the Southwest in order to position 
themselves to be able to take advantage of increased 
Mexican demand. One of these involves a galvanizing 
facility; the other, a thin-strip minimill. 
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Mexico and natural resources (e.g., iron ore) are 
not of high quality. Representatives of U.S. asso­
ciations noted the low labor costs in Mexico as 
being a drawing card for foreign investment,91 but 
Mexican industry officials decried the low pro­
ductivity of their workers and argued that this 
offsets much of the wage rate savings. 

Certain Mexican exports may increase 
One U.S. analyst also expressed the opinion 

that Mexican exports of steel slabs may increase. 
While noting that U.S. steelworkers may "scream 
bloody murder," such expanded Mexican oppor­
tunities and the specialization they imply may be 
useful as U.S. mills continue to rationalize their 
hot end facilities. The opinion was also expressed 
that Mexican exports of associated products such 
as fluorspar (used as a flux in steel production) 
and slab zinc will likely increase. 92 . In addition, 
Mexican exports of direct reduced iron (DRI) 
could increase if current collaborative research 
efforts are fruitful.93 

Disadvantages of an Fr A 

Mexican imports may affect U.S. prices 
Many U.S. participants mentioned steel as 

one U.S. sector that would be disadvantaged in 
an FTA, but U.S. steel producers themselves 
identified only Mexican tubular products ( espe­
cially seamless) and certain wire products (such 
as nails and fencing) as being directly competitive 
with U.S. products. However, participants noted 
that significant increases in Mexican steel exports 
could exert downward pressure on U.S. prices of 
competing goods.94 

Mexico may provide U.S. access to suppliers 
from other nations 

In addition, there is some concern among 
analysts and producers that liberalized trade be­
tween Mexico and the United States will provide 
a springboard for other countries to gain access to 
the U.S. market via the Mexican "back door." 
For example, foreign control of Mexico's largest 
steelworks, the parastatal AHMSA, may be al­
lowed under the proposed privatization scheme 
unveiled by the Mexican Government; and, as 
one participant said, "in the worst-case scenario 
of no buyers, the loan for the facility is held by 

'' Mexican minimm officials estimated their wage 
rates, inclu:~, benefits, to be at 1/6 of those of compa-
rable U.S. . · 

82 Zinc is used in galvanizing lines to produce coated 
steel products. There are cunently plans by U.S. compa­
nies to install 8 new galvanizing lines with a total of over 
3 million tons of capacity by 1992. 

83 Currently the major private Mexican producer, 
Hylsa, is involved in a collaborative research effort with 
the American Iron and Steel Institute to study the 
possibilities for using (ORI), a Hy Isa technology, in the 
steel malting process. 

.. Written submission to the Commission on behalf of 
Chaparral Steel Company. 



the Bank of Japan." Such potential third country 
investment is of concern to both Mexican and 
U.S. industry. as competition in the Mexican 
market from Japanese or European firms is likely 
to exacerbate oversupply in the Mexican domes­
tic market and result in higher import penetration 
in the United States. Because of the possibilities 
of ·transshipment, clear rules of origin and trans­
formation criteria are viewed as critical by both 
industries. · 

Mexican industry may surrer 
· From the Mexican perspective, induStry offi­

cials are leeiy about reducing tariffs too quickly, 
citing 6 to 8 years as a minimum adjustment 
schedule for modernization of their induStry. 
They cite the current situation as being one in 
which: 

Mexico is a net importer of steel, local de· 
mand already exceeds domestic capacity, 
the industry's productivity is low, and no one 
knows how the government's announced in· 
tention to sell Sidermex, the steel parastatal, 
is going to. work out. 

Officials are adamant that a rapid remission of 
tariffs could jeopardize the domestic induStry, 
noting that "tariffs are our only protection." One 
Mexican industry official noted that "U.S. mills 
will definitely dump in a new market to establish 
themselves," and suggested that a dispute mecha· 
nism be incorporated in any FTA. This proposal 
was also put forward by other Mexican business-
men. · 

Textiles And Apparel 

Background 
Establishing free trade in textiles and apparel 

between the United States and Mexico was per­
ceived by many of the participants as a highly 

. sensitive issue. Mexico, with its low cost labor 
supply, is an important foreign supplier of textiles 
and apparel to the United States. Mexico was the 
sixth largest volume supplier of textiles and ap-

. parel to the United States in 1989. Mexico is also 
the largest supplier of apparel and other textile 
products under HTS item 9802.00.80.95 Total 
import penetration in the U.S. textile and apparel 
market is relatively high, particularly in the ap· 
parel market, where the import to consumption 
ratio ranges between 30 and 40 percent. ee 

•Under HTS item 9802.00.80, formerly known as 
TSUS item 807 .00, imponed articles assembled wholly 
or panly with U.S. fabricated components are assessed 
duty on the total value of the article less the value of the 
U.S. components (i.e., the duty is essentially assessed 
on the value added abroad). 

• The impon to consumption ratio for apparel is 
calculated using the 1989 value of U.S. producers' 
shipments, imports, and expons classified in the Bureau 
of Census Standard Industrial Classification (SIC) 23, 
Apparel and Other Textile.Products. 

However, Mexico accounted for only about 4 
percent of total U.S. import volume in 1989. 

Bilateral Trade, 1989 
The following tabulation shows U.S. textile97 

and apparel98 imports from and exports to Mex· 
ico, by major items, in 1989 (in millions of 
dollars, data from the Census Bureau): 

Imports 

Textiles ................•..•........... 
Apparel ..•.....•...•......•..•.•.•.•.• 

Total .............................. . 

Exports 

Textlles · ..................... .- ........ . 
Apparel·.-..... · .........................• 

Value 

204 
573 

771 

Value 

455 
375 

Totar.............................. 831 

A large part of U.S. imports of Mexican tex· 
tile and apparel products consist of apparel and 
other textile products manufactured in ma­
quiladora assembly operations. .As shown above, 
apparel imports accounted for almost three-quar· 
ters of total U.S. imports of textiles and apparel 
from Mexico in 1989, and almost 90 percent of 
these apparel imports entered the United States 
ur.der HTS item number 9802.00.80. A large 
portion of U.S. textile and apparel exports to 
Mexico reflect shipments of U .S.-cut apparel and 
other textile product· parts sent to Mexico for as­
sembly. However, since Mexico liberalized 
textile and apparel trade in 1988, U.S. exports of 
finished textiles and apparel have reportedly in­
creased. 

A few of the participantS perceived Mexico to 
be considerably more open to U.S. textile and ap­
parel products than the United States is to 
Mexican textiles and apparel. Mexico has report· 
edly removed almost all major nontariff trade 
barriers, including special import licenses on im­
ports of textiles and apparel. It has also lowered 
import duties on these products to 5 to 10 per­
cent ad valorem. The average U.S. duty on 
imports of textiles and apparel is estimated to be 
16 percent ad valorem. 

The United States has quantitative restraints 
on imports from Mexico, .although these restraints 
have been liberalized, recently. Specifically, U.S. · 
imports of textiles and apparel made from wool, 
manmade fibers, cotton, ramie, linen, and silk 
blends are subject to a bilateral agreement negoti· 
ated with Mexico under the auspices· of the 
Multifiber Arrangement (MF A). The current 

87 Textiles is deffued to include fibers, fabrics, carpeis 
and other floor' coverings, and other made up textile 
anicles, such as bedding, tablecloths, towels, etc. · 

• Apparel is defined as clothing made of wool, 
manmade fibers, cotton, ramie, linen, and silk as well 
as rubber, plastic, leather, and fur and includes gloves 
and all types of headwear. 
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agreement with Mexico became effective January 
1, 1988, and considerably liberalized trade in 
general with Mexico by increasing the quotas in 
several major categories. At the same time the 
agreement set aside a significant portion (from SO 
to 90 percent) of the quotas under a "special re­
gime" for articles assembled iil Mexico from 
U .S.-made and cut fabrics. Thus, the agreement 
permitted much greater access to the U.S. market 
for all Mexican assembled apparel while provid­
ing under the special regime incentive for 
increased use of U.S.-made and cut fabric. The 
agreement was further liberalized in an amend­
ment effective January l, 1990. The amendment 
not only further liberalized access for products 
made from U .S.-made and cut fabric, but also. for 
Mexican textiles and apparel. The amendment 
also established specific "special regime" limits 
and "normal" limits in lieu of enlarged quotas ac­
counting for both. 

Advantages of a sector accord for textiles and 
•apparel 

A few participants expressed a preference for 
a sectoral agreement as an alternative to an 
FTA99. They felt that a sector accord could be 
negotiated to test the waters as a prelude to an 
FT A, especially for such sensitive areas as tex­
tiles. A U.S. trade consultant said that the U.S. 
textile industry is particularly impon sensitive, 
and requires that the current bilateral textile 
agreement be maintained and allowed to expire 
naturally over time. He suggested that this might 
minimize some of the objections of the U.S. tex­
tile indUStry to a United States-Mexican Fr A. 

Advantages of an FrA to the textile and ap-
parel industries · . 

The following summarizes the major advan­
tages of an FTA on U.S. and Mexican textile and 
apparel industries as described by participants 
during the course of the study. 

Would relocate some Far Eastern production 
to Mexico and expand Mexico's market for 
U.S. products 

A few of the participants felt that an Fr A with 
Mexico would be advantageous to the U.S. textile 
and apparel industries. They suggested that an 
FT A would stimulate a movement of textile and 
apparel production away from the major Far 

1111 Throughout the interviews, many of the participants 
wbo referred to the textile industry used the term "tex­
tiles" to include the apparel industry as well as the textile 
industry. Tbe manufacture of apparel is highly labor 
intensive, while the manufacture of textile fibers, yams, 
and fabrics is more capital intensive. Mexico's low cost 
l!lbor supply renders production of apparel very competi­
tive. An FTA may affect the U.S. textile industry if it 
e~inates the present bilateral textile agreement since 
this agreement encourages the use of U.S. made fabrics 
under the special regime program. An FTA may increase 
tbe opportunities for Mexican suppliers. 
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Eastern suppliers to Mexico, which would in tum 
create U.S. jobs, especially along the U.S.-Mex­
ico border. The Mexicans would use U.S. inputs, 
whereas, these participants believed, the Asian 
producers would not. A former l! .S. trade nego­
tiator stated that there may even be a gain in U.S. 
textile employment if an Fr A moves assembly 
operations from Asia to Mexico. Another panici­
pant suggested that coproduction of apparel in 
Mexico and the United States will make this U.S. 
industry more competitjve worldwide. A few par­
ticipants stated that increased production of 
textiles and apparel in Mexico also will help cre­
ate a larger market for U.S.-made products as 
Mexico's economy grows. 

Would permit further specialization by U.S. 
and Mexican producers 

A number of businessmen located along the 
United States-Mexico border stated that, in gen­
eral, an FTA would benefit both the U.S. and the 
Mexican industries. One U.S. businessman re­
poned that investors from Japan and Taiwan are 
interested in producing cotton yam and fabrics on 
the U.S. side and then assembling finished ap­
parel from these items on the Mexican side of the 
border. He noted however, that these potential 
investors are reluctant to invest in such operations 
because of U.S. quotas. An FTA that eliminated 
quotas on apparel is expected to stimulate this 
type of foreign investment. Other participants be­
lieved the U.S. side would benefit with an 
increase in warehousing, packaging, and cutting 
operations. 

Would eliminate U.S. quantitative restrictions 
Many of the participants who commented on 

the effect of an Fr A on textile trade stated that· 
the major advantage of an Fr A to the Mexican 
textile and apparel industries would be the elimi­
nation of U.S. quantitative restraints. The 
advantages of eliminating these quantitative re­
straints would be to help Mexico earn much 
needed foreign exchange and to increase domes­
tic employment by permitting them to sell 
products that are currently subject to U.S. quotas 
in order to stimulate foreign investment in the la­
bor intensive apparel and · textile product 
industries. 

A U .S.-Mexican .trade expen predicted that 
the newer Mexican companies will benefit more 
from an Fr A than the existing maquiladora ap­
parel assembly plants. She speculated that the 
apparel assembly plants could be the first victims 
of an FT A, but may remain attractive because of 
their well-developed infrastructure, their experi­
enced work force, and continued Mexican tax 
benefits. 

Would stimulate foreign investment 
Several Mexican participants noted that an 

FT A would encourage foreign investment in 



Mexico's textile industry, which is necessary to 
automate or computerize Mexico's textile indus­
try. They reported that in the last 3 months, two 
of Mexico's six existing denim factories have 
closed because they did not automate. In their 
view, automation will displace labor, but, they 
said, it is necessary to compete. They stated, 
"An FTA is bitter medicine, but one that is 
needed." 

Disadvantages of an FrA to the textile and ap­
parel industries 

The following summarizes the major disadvan­
tages of an FTA on U.S. and Mexican textile and 
apparel industries as described by participants 
during the course of the study. 

Would result in loss of jobs in the U.S. sector 
Many of the participants commenting on the 

effect of an FT A on the U.S. textile and apparel 
industries felt that these sectors would be losers in 
an FTA. They suggested that an FTA will have a 
negative impact on U.S. industries that are labor 
intensive, mature, or currently protected, like the 
textile industry, and that the FTA may actually 
result in the United States exponing more plants 
and imponing more products. A U.S. business­
. man stated that unlike Canada, Mexico is clearly 
more competitive in apparel than the United 
States and could be considered a real threat. He 
suggested the exclusion of textiles and apparel 
from the scope of an FT A. 

Representatives of U.S. textile and apparel la­
bor unions voiced strong opposition to opening up 
trade in textiles and apparel through an FT A with 
Mexico. A representative for a U.S. textile work­
ers union stated: "An unlimited FT A would sink 
U.S. workers who would not be able to swim 
against the Mexican impons produced with cheap 
labor." · 

He stated that an FTA with Mexico will result 
in an acceleration of the loss of jobs of U.S. tex­
tile workers and other low skilled U.S. workers, 
which actually began since the past decade. He 
disagreed that an FT A will open up a Mexican 
market of 85 million people, saying that a more 
realistic figure would be 8 million people with suf­
ficient income to consume U.S. products. He 
alsc; stated that an FT A with Mexico would be 

very difficult to police, citing past experience 
with transshipment and fraud under the United 
States-Israel FTA. These difficulties would be 
even more prevalent with Mexico, he believed. 
According to a statement submitted by a U.S. ap­
parel workers' union: 

Free Trade Agreements with such underde­
veloped countries as Mexico would severely 
jeopardize U.S. workers in apparel and 
other manufacturing sectors by exporting 
their jobs. Agreements with countries where 
the wage level is only a tiny fraction of our 
own invites disaster for U.S. workers ... 
Based on data published by the U.S. Depart­
ment of Commerce, [this union's] Research 
Department estimates that hourly compensa­
tion (including all fringes) in the apparel 
industry in Mexico currently averages S0.34. 
This figure is less than 5 percent of the com­
pensation level in the U.S. apparel 
industry. 100 

Representatives from both unions indicated 
that an FT A with Mexico should be structured to 
give benefits to Mexico only if benefits are taken 
away from the Far Eastern suppliers. An FTA 
"must be a global sharing of the burden." 

A few participants had suggestions to mini­
mize the negative effects an FT A could have on 
U.S. textile and apparel workers. A labor repre­
sentative suggested, for example, that the FT A 
could include provisions to compel U.S. compa­
nies to continue employing a certain percentage 
of their U.S. workers. 

Would foster exploitation of Mexican workers 
Representatives of U.S. textile and apparel la­

bor unions and a U.S. businessman expressed 
concern for Mexican textile and apparel workers. 
They stated that the FT A with Mexico will likely 
lack "humane" values, a quality which is charac­
teristic of the U.S. way of life. Such requirements 
as decent wages, OSHA worker safety protec­
tions, and environmental requirements, should be 
included in the agreement for Mexican workers, 
they said. 

1110 Written submission by Jay Mazur, President, 
International Ladies' Garment Workers' Union, AFL­
CIO, to the Commission, p. 1. 
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In recent years, the Government of Mexico has un e -··----
number of bold steps which have moved Mexico in the direction of 
qreater liberalization of its international trade and investment 
reqime. Mexico ha• joined the General Aqreement on Tariffs and 
Trade (GATT), entered into a trade and investment framework aqree­
ment with the United States, cut tariffs, and proposed other 
measures desiqned to open the Mexican market further to foreiqn 
exporters and investors. 

The steps beinq taken by the Mexican Government under the 
leadership of President Carlos Salinas de Gortari are most welcome· 
and have important implications, not just for Mexico but for the 
United States as. well. Given the already stronq trade and invest­
ment ties between the United States and Mexico, the United States 
ha• a qreat interest in aeeinq the economic reforms in that 
country succeed. It would certainly be our hope that these 
reforms will help brinq about a healthier, •ore competitive 
econoay in Mexico. 

It is iaportant that U.S. business leaders and policymakers 
have a better underatandinq of the scope of the chanqes beinq 
undert~..i.y th• Mexican leadership and their implications for 
future u • .._.~xican economic relations. Accordinqly, on behalf of 
th• Co1111it!lt-. on Ways and Means, I am vritinq to request that you 
conduct a fact-findinq •tudy, under section 332(q) of the Tariff 
Act of 1930, of Mexico'• recent trade and investment reforms; and 
that you also explore.experts• views on prospects for future 
u.s.-Mexican trade relationa. · 

We would like the study to provide a comprehensive review of 
Mexico's recent trade and investment liberalization measures 
(includinq GA'l"l' membership) and describe, ·to the extent possible, 
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Th• Honorable Anne E. Brunsdale · 
october 12, 1989 
Page 2 

their implications for U.S. exporter• and investors~ Soma discus­
sion of Mexico'• role in and position• taken in the Uruquay Round 
of multilateral trade negotiations now underway also would be use­
ful. We would appreciate receiviftCJ thi• phase of the study within 
aix month• of receipt of this letter. 

A second phase of the study ahould examine expert•' views on 
prospect• for future u.s.-Mexican trade relations. Thia survey 
should explore auch proposal• aa a free trade area; an enhanced 
dispute ••ttlement mechaniaa; posaible sectorial approaches; the 
recently established Framework of Understanding; and other options 
for enhanced bilateral trade relations. The Co11111littee hopes to 
receive thi• pha•• of the atudy within twelve aontha of receipt of 
thia letter. 

Thank you for your cooperation. Pl•••• let •• know if you 
have any queationa about the propoaed atudy. 

cc: Th• Honorable Bill Archer 
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llmteettv-Uon No. a32-21aJ 

Review of Me~·· Recent Trade and 
lnvHtment Uberalizatlon u-"'" 
and Proapeca tor Future U.S.·M .. i.can 
Trade R•Uona 

ACl8tfCY: United States Intemaui>nal 
Trade Commission. 
ACTION: Jnltitution of investigation. 
1.:heduliaa of heari..'llo and r11qut1t for 
comments. 

IPFKllW DAft: November I. 1989. 
FOfl PUln'NIR IWOllllA1'°" COttTACT: 
Conatance A. Hamilton (20:-2!%-1:&31. 
Trade Reporta OiT'i1ion. Oflice of 
Economica. U.S. lntemational Trade 
Comnua1ion. Wuhm,ton. DC zot:te. 

BeckpoaDll 

lb• Commiaaion iftltftllted 
investiptioa No. m-zu foUowUll 
receipt of a leu.r on October 11. 1• . 
from the Houe Committ• on Wa)'I and 
Meua requntiJll tb9 Comm'l'P1m to 
conduct a two-pbliM illvntlptioll UDder 
Hedon S32(JJ of the Tuttr Act of 1930 
(11 U.S.C. 133Z(a)) of Mexico'• recent 
trade and lnvntment nfonna. All 
requntecl bJ tba Committee. pbue I of 
the illvatlptklD wtU pnmde • 
compnUuin rntew olnceat trade 
and illftlbllal Ulmalbaticm m.euane 
undertabD bJ Maico Ind. to the extent 
pouibla. a dncrtptiaD of die 
impUcationa far U.S. expotten and 
illvnton. SOme d1ICllltoa of Mnico'1 
role ill and poeitiou taka bl tbll 
1!napaJ Road of muhilawal 1rade 
net0t1atiaa1 wtU allo be proWled. 

PUN D W'lll ,,.mM a 1t111111W7 of the 
viewt of .....,.,.tud audlorttlft • 
J'l'O!lpecta for futan U.S.·Mait:an trade 
Nl&tiODI. M NqUlted bJ die 
CoaamiltM. daia aurvey will explore •uch 
proposab u a he trade ~an 
enhanced diapu• •ttlemat 
mecbaDilm. pouible uctGria1 
approacb-. die nceadJ ntablisbed 
Framework ol Unden&aftdilll, ud otlk·r 
optiom for enhanced bilatenl trade 
nit.lions. 

Pbue I of tbe lllvettiptlon wtU be 
1ubm1"9d ID tt. Ccaauldlllit no &atlr 
than Ila lllaalM alter lllClipl of lbe 

letter. pb11e D will be 1ub11Utted to the 
Committee no later thane month• altar 
cocnpletioo of phase I. 

Public Hearinsi 

A public heanns ;:: coMecnon with 
pl:ue I of tlu1 invH11g1non wtll be held 
in the Comnu111on Heann1 Room. 500 E 
Street. SW .. Wuh1::gti>n. DC 20"38. 
beflnruns at 9:30 a.m. on December t. 
1989. AJI person• bave :he ngbt to 
appear by counael or in penon. to 
preaent mfonnation. and to be beard. 
Reque1t1 to appear at the public beannc 
should be filed with the Secntary. 
l!nited St•te1 lnternarional Commi11ioa. 
500 E Street. SW. Waabiqtoa. DC 20431L 
no larer than noon. November 'D. 1•. 
The deadline for filins prebeanna briefa 
(origitlal a.ad 14 c:opitt) ii November %1, 
1988. Poet bearine bne& are dua oa 
December 11. 1988. Notice of a eeparata 
public ba&riDC for phaM D of thia 
inve1fi8atiOD will be aanoUDced iD tbt 
FedmaJ a..-- at a lats data. 

\\'rtn.a Subml"'-

lntereeted penou are iDvtted .to 
1ubmi1 Written 1tatemnt1 concemiq 
the matten to be addreued iD the pba• 
l report. Commercial or ftnenctaJ 
mformatiOD tUt a puty dattne die 
CommialiOD to trMt U cnddatial 
lll\llt be 1abmitted Gil ..,..,. .. .U.ta of 
paper. Mdl deutJ marUd 
"Conftdential ..._ lafarmdoa. at 
the top. All nbmiuioaa req..un, 
c:onftdential treetmmt mut coaform 
with the requimueata of t JOI.a of die 
CommiUioa'1 RW.. of PrKdcl ad 
Procedure (11 en JOI.I). AD Wl'fflli9. 
1ubmilaiou. ac.pt for caddllltlal 
buam.. illfcnmadm. wdl be ... 
available for iDlpectiaD bJ iDllllWIM 
penou iD tba om.. ol lbll 1ecnW7 ID 
the Commi11io1L To be UIVld of 
co~bflb!IC ,_.. 
wrtttn ltatemelltl ,. ......... 
Commiaaioa'1 report aboUI bl 
a\ibmitted at me nrUelt snl:liN• elate 
and ahould be NCAiwed • lllW Iba 
January & 1a All •lim'•._ ..W 
be addreued to die Seawlillf tD IM 
CommiaaiOD It tM C-mieetcr'I dlGI 
iD Wubiqtaa. DC. 

Ir OrW of..._ 0--' r' ma. 
luUMI: Neu •ber t. S-. 

IC.-.aLW... 
s.a.11117. 
rn Doc.. j I Ned u-u.a ... .., 

~- ...... 
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Review of Mexico's Recent Trade and 
lnvestmP.nt L.:"'-roliution Meal\l?ft 
l'hase 11: P!o":-l'-:ta (or Future U.S.­
Mcxican 7'~adP Relatiou 

AQINC\': United Statet IDtematiaul 
Trade CommiHion. 
AC'T1CMC Notice of off-tlte heartna. 

.... c:nva DATD: FebnauJ 1. 118D. 
POii ~ INN 111.&TIOll COllTAC'I': 
Ccma&uca A. Hamilton (~Z.SZ..tza.1). 
Trade Reporta Dlvilion. otfice of 
f.mnomi"" U.S. ln&umlioaal Tredi 
CommillioD. Wubiqtaa. DC zom.. 
Bec:kpauad 

Pbue I of tnftltlptioll m. m.2IZ 
will provkh a .....,,.,, ef 6e W.W. ef 
l"COl"'tzed authorttlee (for 9!QlllPle, 
pmmneat oBlcialD. schDtua. ,.._ .. 
-=tar badPllllHI&. m fi4Mlw) • 
poulbWU.. far 1111fvatm96wclm d 
tbe U.S.-Mmmn bll.-.1 .............. 
Sada poaatbilltlel mllbt ........ tn• ...... •he"'*' diipatll 
ldf S srt=i= H d z1 

::::r .... ~=--.-.e I a 
A~Me-ID <=• 

pbuellefdlillM ........... 
ID 'hcla. ArtlGaa GD Maf & 18a& a 
- ud plaol &D be UIDCRIDC'd at a 
laWdatlD.Alp!llll ........... . ..,..,..,_ ........... . 
pa 'p' ---·----....................... ............. * .... ..,. um.-....111 ·u-•,.._ 
Ci• . I •&• ...... . w.....-.mc..--. .... ... 
.......... :k .... .. 
llill!l pnbMrmi bdeh .. ,.. I ... " ................... , ... . 
ballllz ___ ... ,& ... 

Wrtuim Su"=ti"'MS 
Interested persona are im1ted to 

submit written 1tatement1 concemll\I 
thf! matters to be addresaed in the phase 
ll report. Commercial or financwl 
ir:!orrnallun that a par.)· desires the 
Commission :o treat as conCidenlia; 
must be s:.abmmed on separate st-ee15 of 
paper. each clearly marked 
··co:-:fidentlal Bu11nesa lnformiltion" a1 

the top . .iSJI subm1ss1ons :cqueshng 
confidential treatment must r.onform 
with the requi~emenll or 1201.6 l)f thP' 
Comm1ss1on'1 Rules of P':'Octlce 11nci 
Procedure (19 CFR 201.6). All a-rmen 
11&bmiuion1. except for confide:uuu 
bua1neu infonnation. will be llUld~ 
available for inspection to interested 
persona by the Office of the Secretary to 
the Coauniaaion. To be auured of 
comideration by the Commission. 
written 1tatementa relatiq to the 
Comm1ssion·1 report should be 
1ubmitt1td at dw earliest poulule cL&te 
and should be received no later than 
July 16. 199D. All 11&bmi11iona 1bould be 
addressed to tbe Secretary to the 
Commiaaion at Iba Commiaaion·a office 
in Walbinstan. DC. 

By Order of the Commiaaion. 
1-.d; Maicb .. um. 

1-*LM-. 
s.a.r.,. . 
(Pit Doc...._ PW ~u-e Ml uni 
~--.... 
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SUBMISSIONS FOR THE RECORD 
332-282 

Mark Affleck 
Presiden~. California Avocado Commission 

John Barfield 
President, Sunbelt Landbridge Association 

Michael J. Blum 
President, First City Bancorporation of Texas 

Ann Bourland. 
Prissa 

James Brian 
President, Smeltzer Orchard Co. 

William C. Bourland 
Coordinator, U.S.-Mexico Project, Mexican American Studies and Research 
Center, University of Arizona 

Rudy Bowles 

J. Patrick Boyle 
President and C.E.O., American Meat Institute 

Eileen Bradner, Charles Verrill, Jr. 
Counsel, Chaparral Steel Company 

William E. Cline 
International Programs, City of Tucson 

Juan Manuel Correa 
Union Pacific Railroad 

Andrea Durbin 
Conservation Representative, Friends of the Earth 

Ralph Durden 
Chairman, Long-Range Transportation Task Force, Corpus Christi Chamber. 
of Commerce 

James Ebersole 
Chairman, Border Trade Alliance 

Jinger Eberspacher 
Director, Leather Research Institute 

Paul Edwards 
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Director of Planning and Economic Development, Middle Rio Grande 
Development Council 



Joe Fahey, Sergio Lopez' 
President and Secretary-Treasurer Local 912, General Teamsters, 
Packers, Food Processors and Warehousemen Union 

Frank Fenton 
Senior Vice President Public Policy, American Iron and Steel Institute 

Lucrecia Fernandez-Serrano 
Assistant Vice President and Special Counsel, Chubb & Son, Inc. 

Robert Fernandez 
Bob Fernandez & Sons, Inc. 

John Filose 
Vice President Sales and Marketing, Ocean Garden Products, Inc. 

Harry Foster 
Secretary-Manager, Michigan Asparagus Growers Division, Michigan 
Agricultural Cooperative Marketing Association 

Nancy Fuller-Jacobs 
Grijalva & Fuller-Jacobs, Attorneys-At-Law 

Lucia Munoz Hayakawa 
International Trade Council of New Mexico 

Robert Herzstein 
Councsel, U.S. Council of the Mexico-U.S. Business Committee 

Theda Vanden Heuvel 
Joe Vanden Heuvel & Son 

Raul Rangel Hinojosa 
Vice President for International Affairs, VITRO 

John Himmelberg 
Washington Counsel, Florida Tomato Exchange 

John Zelmini, Paul Fanelli 
President and Industrial Relations Manager, Patterson Frozen Foods, 
Inc. 

P.A. Jacobs 
President, Market Strategies International 

David P. Jankofsky 
Executive Director, Arizona-Mexico Commission 

William F. Joffroy Jr. 
William F. Joffroy, Inc. 
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Noe Kenig 
Corporate Vice President and Director, Latin American Operations 

Representative Jim Kolbe 
5th District of Arizona 

Kenneth O. Lilley 
President, Association de Maquiladoras de Sonora 

Leonard K. Lobred 
International Trade Consultant 

Don Lound 
Secretary-Treasurer, Cheever's, Inc. 

Richard McDonald 
Executive Vice President, Texas Cattle Feeders Association 

Joseph A. McKinney 
International Economist, Regional Studies Center, Baylor University 

Bobby F. McKown 
Executive Vice President, Florida Citrus Mutual on behalf of California 
Citrus Mutual, Florida Citrus Mutual, Citrus Grower Associates, Florida 
Farm Bureau Federation, Indian River Citrus League, Florida Citrus 
Packers, Gulf Citrus Growers Association, Florida Department of 
Agriculture and Consumer Services 

Dr. Donald A. Michie 
Director, Institute for Manufacturing and Materials Management 

Christopher G. Moyer 
Counsel, American Mushroom Institute 

Representative Solomon P. Ortiz 
27th District, Texas 

Ronald E. Pettis 
Gray, Cary, Ames & Frye 

G. Brent Poirier 
Attorney at Law 

B.J. Porter · 
Executive Vice President, New Mexico Farm and Livestock Bureau 

David Porter 
Chairman/Founder, Porter International, Inc. 

Clark W. Reynolds 
Director, Americas Program, Stanford University 
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Oscar A. Rios 
Vice-Mayor and Council Member, City of Watsonville, California 

Francisco X. Rivas 
Pargne Industrial.Mexicali, S.A. de C.V. 

Arthur L. Silvers, Vera K. Paulakovic 
Division of Economic and ~usiness Research, College of Business and 
Public Administration, University of Arizona 

Darwin E. Stolte 
President, U.S. Feed Grains Council 

S.M. True 
President, Texas Farm Bureau 

Diana Tubbs 
Tubbs Orchards 

Pamela Walther 
Counsel, California Avocado Commission 

S.F. Vale 
President, Mexico-Texas Bridge Owners Association 

Lorraine Washington 
City Clerk for City Council of Watsonville, California 

Lorin Weisenfeld 
Multilateral Investment Guarantee Agency 

Christopher Whalen 
Senior Vice President, The Whalen Company, Inc. 

Neil C. Whiteley-Ross 
Associate Vice President, San Diego Economic Development Corporation 

Lorenzo Zambrano 
CEO, CF.MEX 

David L. Zollinger 
Chairman, National Association of Growers and Processors for Fair Trade 
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CALENDAR FOR PUBLIC HEARING 

Those listed below appeared as witnesses at the United States 
International Trade Commission's h~aring: 

Subject 

Inv. No. 

Date and Time 

REVIEW OF MEXICO'S RECENT TRADE AND 
INVESTMENT LIBERALIZATION MEASURES, 
PHASE II: PROSPECTS FOR FUTURE U.S.­
MEXICAN TRADE RELATIONS 

332-282 

May 5, 1990 - 9:30 a.m. 

sessions were held in connection with the investigation at Holiday 
Inn Las Cruces, 201 East University Boulevard, (corper of University and 
Main), Las Cruces, New Mexico 88001. 

CONGRESSIONAL APPEABANCE: 

Honorable Pete V. Domenic!, U.S. Senator, State of New Mexico 

Honorable Jeff Bingaman, u. s. senator, State of New Mexico 
(Represented by Ricardo Zunigia, Project Specialist, 
Senator's State Office) 

Honorable Bill Richardson, U.S. Congressman, State of New Mexico, 
(Represented by Andrew Dunigan, Ranchowner and Member, NM Amigos} 

Honorable Joe.Skeen, U.S. Congressman, State of New Mexico, 
(Represented by Patricia Ehler, District Representative, second 
District) 

GOVERNMENT AfPEABANCE: 

James c. Piatt, Regional commissioner, Southwest Region, 
U.S. customs Service 
Houston, TX 

Edward Avalos, Marketing Specialist, New Mexico Department 
of Agriculture 
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WITNESS AND ORGANIZATION: 

Roberto M. Gamboa,·Consul General of Mexico 

Dr. Donald A. Michie, Director, Institute for 
Manufacturing and Materials Management, 
University of Texas at El Paso 

Jim Coleman, Executive Director, Greater Las Cruces 
Economic Development council 

New Mexico State University 
Las cruces, NM 

Kevin Boberg, Director, center for Business 
Research and Services (Border Research Institute) 

Linda Riley, Associate Professor of Marketing 
Center for Business Research and Services, 

Patricia Sullivan, Border Research Institute 

Bob Baesler, Herdsman, Diamond A. cattle Company 
Roswell, NM 

Roderick Waller, President, International Trade Council 
of New Mexico; Chairman, International Trade Committee 
of Albuquerque; Chamber of Commerce, Hispano Chamber; 
President, Southwest International Technology and Trading 
Co. Ltd. 

William L. Mitchell, Vice President, Marketing, 
Grupo Bermudez 

Michael P. Clute, Local Businessman· and Member of 
Las Cruces Economic Development Council 

Pete Araujo 
ABACO Custom House Broker, Inc. 
El Paso, TX 

TIME 
CONSTBAINIS 
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WITMESS AHD ORGANIZATION; 

William Mcilhaney, President 
New Mexico Farm and Livestock Association 

G. Brent Poirier, Attorney at Law, 
Las Cruces, NM 
(Immigration Law/International Law) 
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CALENDAR FOR PUBLIC HEARING 

Those listed below appeared as witnesses at the United States 
International Trade .Commission's hearing: 

Subject REVIEW OF MEXICO'S RECENT TRADE AND 
INVESTMENT LIBERALIZATION MEASURES, PHASE 
II: PROSPECTS FOR FUTURE U.S.-MEXICAN 
TRADE RELATIONS 

Inv. No. 332-202· 

Date and Time May 8, 1990 - 9:30 a.rn. 

Sessions were held in connection with the investigation at the 
Doubletree Hotel (Randolph Park), 445 South Alvernon Way, Tucson, 
Arizona 85711. -

CONGRESSIONAL APPEABANCE: 

Honorable Jim Kolbe, U.S. Congressman, State of Arizona 

Barry Dill, Southern Arizona Director, Office of U.S. Senator Dennis 
DeConcini, State of Arizona 

GOVEBNMENT APPEARANCE; 

Office of the Governor, State of Arizona 

David P. Jankofsky, Executive Director, Arizona-Mexico Commission, 

Webb Todd, President, Arizona-Mexico Commission 

William E. Cline, Director of International Programs 
City of Tucson, Office of Economic Development, 
Tucson, Arizona 
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WITNESS AND ORGANIZATION: 

PANEL: 

.! :,• , . .. -

) 
) 

Paul Fanelli, Industrial Relations Manager, ) 
Patterson Frozen Foods, Inc. ) 
Patterson, California ) 

) 
David L. Zollinger, Chairman and Executive Vice ) 

. President, National Association of Growers and ) 
Processors for Fair Trade ) 
Stockton, CA ) 

PANEL: 
James A. Ebersole, Chairman, Border Trade Alliance, 

"EBA", and Director, International Trade, 
Brownsville Economic Development council 
Brownsville, TX 

William F. Joffroy, Joffroy customs Brokers, Inc. 
Nogales Foreign Trade zone, Nogales, AZ 

Bob Fernandez 
Bob Fernandez & Sons, Inc. 
Douglas, AZ 

PANEL: 

Francisco Carrada-Bravo, Professor, 
International Finance and Trade Department, 

World Business, 
Thunderbird American Graduate School of 

International Management 
Glendale, AZ 
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WITNESS AND OBGANIZAtIQN; 

William c. Bourland, Coordinator, 
U.S.-Mexico Project, Mexican American Studies 

& Research Center 

Arthur L. Silvers, Director, Economic and 
Business Research 

PANEL; 
Local 912, General Teamsters, Packers, 

Food Processors and Warehousemen Union 
Watsonville, CA 

Joe Fahey, President 

Sergio Lopez, Secretary-Treasurer 

_Cannery Warehousemen, Food Processors, Drivers and 
Helpers Local Union #748 

Ronald Ashlock, Secretary-Treasurer of Teamsters 
Local 748 

John Blake, Teamsters Interntional Representative 

PANEL; 
Shearman & Sterling 

Washington, D.C. 
On behalf of 

U.S. Council of the Mexico-u.s. Business Conunittee 

Robert Herzstein )--OF COUNSEL 

Mexican Business council for International Affairs 
(CEMAI) (Mexican Counterpart to U.S. Council of 
Mexico-u.s. Business Conunittee) 

Robert Herzstein 
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WITNESS AND ORGAMIZAIION: 

PAHEL; 
Kenneth o. Lilley, President 

Association de Maquiladoras de Sonora 
Nogales, AZ 

Salvador Gonzalez, Owner, S.J. & Associates 
(Medical Laboratory Equipment) 
Tucson, AZ 

Panel; 

Wayne Andersen, Executive Vice President, 
International Banking Group 
CoBANK Cooperatives 
Denver,. co 

David w. Ogilvy 
Valley National Bank of Arizona 
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CALENDAR OF PUBLIC HEARING 

Those listed below appeared as witnesses at the United States 
International Trade Commission's hearing: · 

Subject REVIEW OF MEXICO'S RECENT TRADE AND 
INVESTMENT LIBERALIZATION MEASURES, 
PHASE II: PROSPECTS FOR FUTURE 
U.S.-MEXICAN TRADE RELATIONS 

Inv. No. 332-282 

Date and Time July 16, 1990 - 9:30 a.m. 

Sessions were held in connection with the investigation at the Fairway 
Resort, South 10th Street at Wichita Avenue, McAllen, Texas. 

CONGRESSIONAL APPEABANCES: 

Honorable Kika de la Garza, U.S. Congressman, 15th District of Texas, 
and Chairman, House Committee on Agriculture 

Gay T. Erwin, Director, Office of Senator Lloyd Bentsen, State of Texas 

GOVERNMENT AfPEABANCE; 

Honorable Othal Brand, Mayor of McAllen, State of Texas 

McAllen Economic Development Corporation, City of McAllen, Texas 

R. E. "Dick" Friedrichs, Chairman of the Board, and Owner of 
R. E. Friedrichs Co. 

Michael Habig, President, Maquila Association, 
Reynosa, Mexico 

WIINESS AND ORQAHIZATION; 

Texas Citrus Mutual 
McAllen, Texas 

Ray Prewett, Executive Vice President, Texas Citrus 
Mutual and Texas Vegetable Association 
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WITNESS AND ORGAHIZAIION: 

Petroleum Equipment Suppliers Association (PESA) 
Houston, Texas 

Gary D. Nicholson, LTV Energy Products Company, 
Garland, Texas 

Mexico-Texas Bridge Owners Association 
Mission, Texas 

Sam Vale, President 

American Chamber of Commerce of Mexico, 
Mexico City, Mexico 

Dr. Kenneth Shwedel, Member, Board of Directors, and 
Chairman, Agribusiness Development Committee 

Miguel Aleman Foundation 
Mexico City, Mexico 

Alfonso Garcia Cacho, Executive Director 

.Chamber of Commerce 
Corpus Christi, Texas 

Ralph Durden, Chairman, Long-range 
Transportation Task Force 

Baylor University 
Waco, Texas 

Joseph A. McKinney, Professor of Economics and 
Director of Researach, Region North America Project 
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WITNESS AND ORGAHIZAIION; . 

Middle Rio Grande Development ~ouncil 
Carrizo Springs, Texas 

Rudy Bowles, President 

Texas Corn Producers Board 
Dimmitt, Texas 

Carl L. King, Executive Director 

Elbert Harp 

National Grain sorghum Producers Association 
Abernathy, Texas 

Jack Eberspacher, Executive Director 

The Council for South Texas Economic Progress (COSTEP) 
McAllen, Texas 

William L. Davis, President 

Texas Tech University 
Lubbock, Texas 

Jinger Eberspacher, Ph.D., Director, Leather 
Research Institute 

(Did not appear, but testimony was entered into the 
record by Jack Eberspacher, above.) 

Union Pacific Railroad Company 
Omaha, Nebraska 

Juan Manuel Correa, Executive Representative 
in Mexico 
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WIINESS AND ORGANIZATION: 

Brownsville Economic Development council 
Brownsville, Texas 

Mike Hale, Executive Director 

Allen Smith & Associates 

Allen Smith 

The Council for south Texas Economic Progress (COSTEP) 
McAllen, Texas 

Peter P. Pranis, Jr., Vice President 
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United States-Mexican economic relations have dramatically improved in the last few 
years. This can be attributed in large measure to the Mexican Government's 
determination to open Mexico's highly protected economy to the global marketplace, and 
to its recent program of economic reforms. Accession to the General Agreement on 
Tariffs and Trade (GAIT) in 1986 marked a watershed in Mexico's international 
economic policy. As noted in the Phase I report, since joining the GAIT, Mexico has 
reduced many of its trade barriers and instituted new foreign investment regulations that 
represent a dramatic departure from its earlier restrictions on foreign investment. 

Also as noted in the Phase I report, the repercussions of Mexico's 1982• debt crisis 
stifled the country's economic growth in the following years. There was no overall 
expansion between 1982 and 1988 as the Government followed austerity programs to 
meet its foreign debt obligations. Real per capita income fell by more than 15 percent 
during those years. Adoption of the "Economic Solidarity Pact" in December 1987 was 
an important part of the Mexican Government's strategy for controlling the country's 
rampant inflation. Successful in reducing inflation· from its peak of about 200 percent at 
the end of 1987 to an average yearly rate of less than 20 percent in 1989, the Pact has 
been extended until the end of 1990. 1 

In Ute decades up to the mid-1980s, the Government played an increasingly 
interventionist role in the Mexican economy. Starting in 1985, however, the Mexican 
authorities began to scale down the Government's holdings and deemphasized its role in 
the state-owned ("parastatal") sector. Subsequently, the "privatization" of nonstrategic 
state-owned enterprises became part of the Government's 1987 economic reform 
program. In November 1989, Mexican officials also announced a sweeping regulatory 
revision. The Government made rapid progress in its endeavors towards establishing a 
market economy of free enterprise with rapidly diminishing involvement by the state in its 
capacity of owner and of regulator.2 

Trade and exchange rates 

Over 70 percent of Mexico's foreign trade is conducted with the United States. 
Given Mexico's trade dependence on the United States, the peso/dollar rate is of critical 
importance for the country's export competitiveness. 

The relationship between these two currencies has undergone a dramatic change 
since 1983. As the tabulation below shows, the Mexican currency depreciated from a 
free market rate of 150.3 pesos per U.S. dollar in 1983, to 2,892 pesos per dollar on 
August 16, 1990.3 

The peso's depreciation accelerated sharply in 1987 when the Mexican Government 
decided to stop supporting the currency. The withdrawal of support also devalued the 
peso in real terms, boosting exports but accelerating inflation. A near 200-percent rate 
of inflation led to the adoption of the Economic Solidarity Pact at the end of the year. It 
also resulted in a freeze of the exchange rate in February 1988, which amounted to the 

Pesos per 
U.S. dollar 

1983 ............................... . 
1984 ............................... . 
1985 ............................... . 
1986 ............................... . 
1987 ............................... . 
1988 ............................... . 
1989 ............................... . 
1990 (Aug.) ......................... . 

Yearly average4 

Controlled rate 

120.1 
167.8 
256.9 
611.8 

1,378.2 
2,273.1 
2,461.5 
2,851.0 

Free market rate 

150.3 
185.2 
310.2 
637.4 

1,405.8 
2,288.3 

(NIA) 
2,892.0 

1 For more information on the Pact, see Phase 1 Report, ch. 1. 
2 For a detailed account of Mexico's deregulation and privatization programs, see phase I Report, 

ch. 3. 
3 Stated ~n terms of the "free market rate." Mexico features a triple exchange system. The free 

market !ate 1s offered in .exchange houses, while a nearly identical "official free rate" is determined by 
transactions of commercial banks. The "controlled rate" applies to most exports and imports and debt 
payments. 

4 IMF, International Financial Statistics and Latin American Weekly Report. 



peso's appreciation in real terms, with the effect of encouraging imports. In an effort. to 
maintain real exchange rate stability, the Government then allowed the peso to sh de 
against the U.S. dollar by 1 peso per day. The peso continued to depreciate in relations 
to the dollar by a 17-percent annual rate in 1989, and by a 14-percent annual rate in the 
first half of 1990. 

United States Trade with Mexico 

The United States is Mexico's most important trading partner. Mexico is the 
third-largest U.S. trading partner, after Canada and Japan. In 1989, Mexico accounted 
for only 6. 9 percent of overall U.S. exports and 5. 7 percent of its imports, compared with 
Mexico's dependence on the United States for over 70 percent of its trade in both 
directions. ·-

The tabulation below shows United States-Mexican bilateral trade since 1983. Figure 
D-1 shows the U.S. trade balance with Mexico, 1985-89. 

After 1987, U.S. exports to Mexico increased rapidly, amounting to $14 billion in 
19 8 7, $19. 9 billion in 19 8 8, and $ 24 .1 billion in 19 8 9. As a result of a comparatively 
slower growth of U.S. imports from Mexico, the U.S. deficit in bilateral trade contracted, 
even though Bureau of Census data still show a deficit of $2.4 billion for 1989: 

In 1989, manufactured goods accounted for over three-fourths of U.S. exports to 
Mexico (figure D-2) and over two-thirds of U.S. imports from that country (figure D-3). 
Agriculture products were responsible for 8. 9 percent of U.S. exports and 10. 0 percent of 
U.S. imports.s Fuels and raw materials accounted for 18.0 percent of U.S. imports from 
Mexico, reflecting major petroleum purchases from that country. (Tables showing the 
principal U.S. export and U.S. import items in trade with Mexico are at the end of this 
appendix.) 

Selected Mexican exports to the United States Mexico enter duty free either under 
the Generalized System of Preferences (GSP), for which Mexico is eligible as a 
developing country, or under items 9802.00.60 and 9802.00.80 of the Harmonized Tariff 
System (HTS). In 1989, merchandise valued at $2.5 billion, or 9.3 percent of overall 
U.S. imports from Mexico, entered duty-free under GSP. Mexico was the leading 
beneficiary country under the program. 

Imports under HTS 9802.00.60 and 9802.00.80 of the Harmonized Tariff Schedule 
(formerly item 806/807 of the TSUS) have rapidly increased as a share of imports from 
Mexico during the 1980s and, in 1989, they accounted for 45 percent of the total (see 
table D-1). These items reenter the United States after being assembled in Mexico from 
U.S. components, or being processed from U.S. materials. The United States does not 
levy duties on the U.S. materials and components incorporated in the reentering 
products, only on the value added in Mexico. By the same token, a considerable portion 
of U.S. exports to Mexico are inputs into Mexican products that will eventually reenter 
the U.S. market. Tables D-2 and D-3 show leading U.S. imports for consumption from 
Mexico and leading U.S. exports for consumption to Mexico, respectively. 

U.S.-Mexlean Biiaterai Trade 

Year 

1983 
1984 
1985 
1986 
1987 
1988 
1989 

u. s. Exports 
to Mexico 
(FAS) 

U.S. Imports 
from Mexico 
(customs value) 

8,755 
11 ,461 
13,084 
11,925 
14,045 
19,853 
24.117 

(In ml/lions of dollars) 

16,619 
17,762 
18,938 
17, 196 
19, 766 
22,617 
26,557 

a A considerable part of U.S. agricultural exports to Mexico is financed under the U.S. 
Department of Agriculture's export loan guarantee programs. 

U.S. 
Balance 

-7,864 
-6,301 
-5,854 
-5.272 
-5,721 
-2,764 
-2,439 
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Figure D-1 
U.S. exports, Imports, and trade balance with Mexico, 1985-89 

Biiiion dollars 
30~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~-

-10 

-20 
1985 1986 1987 1988 

Source: Complied from offlclal statistics of the U.S. Departmen~ of Commerce. 

Figure D-2 
Composition of U.S. exports to Mexico, by product sector, 1989 

Manufactures 
76.5% 

Source: Complied from official statistics of the U.S. Department of Commerce. 
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Figure 0-3 
Composition of U.S. Imports to Mexico, by product sector, 1989 

Manufactures 
66.8% 

Source: Complied from offlclal statistics of the U.S. Department of Commerce. 

Food 
10.0% 

Fuel/raw material 
18.0% 
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Table D-1 

0 U.S. Imports from Mexico entered under HTS Items 9802.00.60 and 9802.00.80, 1985-89 
I (values In ml/lions of dollars) 

°' 1985 1986 1987 1988 1989 

Percent Percent Percent Percent Percent 
of of of of of 

Value total Value total Value total Value total Value total 

Total U.S. Imports .................. 18,938.2 100.0 17.196.4 100.0 19,765.8 100.0 22,617.2 100.0 26,556.6 100.0 
HTS 9802.00.60 .................... 30.3 .2 89.9 .5 112.3 .6 131.0 .6 181.1 .7 
HTS 9802.00.80 .................... 5,536.7 29.2 6,366.7 37.0 8,576.4 43.4 10,653.5 47.1 11, 766. 7 44.3 

Imports under Items 
9802.00.60 and 9802.00.80 ........... 5,567.0 29.4 6,456.6 37.5 8,688.7 44.0 10, 784.5 47.7 11,947.8 45.0 
Imports under GSP .................. 1,240.0 6.5 1,443.4 8.4 1,721.3 8.7 2, 192.3 9.7 2,470.8 9.3 

Source: Compiled from official statistics of the U.S. Department of Commerce. 
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Table D-2 
Leading U.S. Imports for consumption from Mexico, 1987-June 1990 

(Thousands of dollars) 

HTS 

No. Description 1987 

Total all commodities ...................................... 19,765,789 
270900 Crude oil from petroleum and bituminous mlnerals ............. 3,500,836 
870323 Pass veh spk-lg Int com rcpr p eng >1500 nov 3m cc .......... 1, 109,602 
854430 Insulated wiring sets for vehlcles ships aircraft ................ 614,822 

·980100 Imports of artlcles exported & returned, no. change ............ 569,614 
852810 Color televlslon receivers ................................... 337.219 
070200 Tomatoes, fresh or.chllled ..................... ~ ......... ; ... 158,808 
852990 Pts .. ex antenna, for tmsmssn, rdr, radio, tv, etc nesol ............ 466,200 
010290. Bovine anlmals, live, nesol .................................. 252, 144 
090111 C~ffee, not roasted, not decaffeinated ....................... 380,431 
870821 Safety seat belts and parts of 8701 to 8705 ................... 193,605 
870324 Pass veh spk-lg Int com rcpr p eng > 3000 cc ....... : ......... 282;598 
870899 Parts and accessories of motor vehicles, nesol ................ 239,419 
870431 Mtr v~h trans gds spk lg Inc p eng, gvw nov 5 mtn ............ 88,336 
847330 Parts & accessories for adp machines & units ................. 85,504 
999995 Estimated Imports of I.ow valued transactions ................. 127,366 
840734 ·Spark-lgntn recprctlno piston engine etc > 1000 cc ............ 603,785 
854451 -Electrlcal conductors> 80 but=< 1000v w cnctrs .............. 162,665 
710691 Sllvt;1r', unwrought nesol . : ...... ·: ........................... 275;890 
853650 Elect switches f voltage not over 1000 v, nesol ................ 130,760 
070960 Fruits of ge,..Us capsicum or plmenta, fr:esh/chflled ............. 45,592 
271000 Oil (not crude) from petrol & bltum mineral etc ............... 208, 156 
852721 Radlobroadcast receivers for motor·vehlcles w rcos ............ 280,550 
853690 Elect appr f prtct to elect clrct nov J 000 v nesol .............. 16, 114 
940120 Seats of a kind used for motor vehicles ...................... ~3.535 
8501'40 Ac motors.· single-phase " .. : ... ; ....... · .................... 112,991 
852510 Transml~slon apparatus for radio or televlslori ................. 150,250 
260300 Copper o.res and concentrates ............................... 41 
847191 Dlgltal process unit with storage, Input output un .............. .67,494 
080710 Melons, Including cataloupes & watermelons. fresh ............ 66,788 
901890 Instr & appl f medical surgical dental vet. nesol ................ 4.7.3.55 

· Total of Items shown ..... , ....... -.. : ....... · .............. 10,608,470 

Total other ............... ; ............................. 9,157,319 

Note.-Data before 1989 are estimated. 
Top 30 commodities sorted by lmpo~s for consumption, Customs value ln.1990 January-June. 

Sour:ce: Compiled from offlclal statistics of the US Department of Commerce. 

1988 

22,617, 177 
2,853,843 
1,434,538 

888,266 
745,454 
586,472 
150,266 
518,002 
262,004 

·282,432 
248, 185 

·307,635 
397,685 

- 717 
117 ,002 
149,254 
490,316 
165,997 
241,227 
175,795 
54,264 

229, 145 
426,559 
28,992 
50,299 

131,105 
159,367 

3,026 
131,522 
60,909 
79,566 

11,369,844 

11,247;333 

January-June 

1989 1989 1990 

26,556,570 13,226,552 14, 189,571 
3,999.140 1,970,552 1,848,901 
1,334,279 781.170 779,209 
1,051,798 532,762 592,353 

942,251 427,484 481,043 
768,240 370,017 394,708 
222,316 167,732 336,558 
625,335 311,728 318,035 
284,226 156,229 215,088 
434, 184 141,983 211,134 
363,714 158,366 208,051 
372,552 165,056 '196,690 
329,992 162, 190 180,342 
118,874 . 0 141,348 
276,522 130,384 136;650 
213,273 97,062 136;200 
330,381 205;579 133,363 
241,556 116,747 130,383 
337,941 225,936 121;779 
175,845 76,499 115,367 
87,071 65,451 112,773 

121.258 59,530 105,691 
318,413 180;659 '98,624 
174,768 73.730 98;580 
179,917 94~764 96,823 

'171.587 84,365 93,792 
143,926 88,763 .90,995 
40,970 5, 170 87,468 

196,355 90,903 77,305 
92,643 85, 199 . 74,024 

121,010 49,762 . 73,314 

14,070,334 7,075,771 7.~86,5~0 

12,486,236 6,150,781 6,502,981 



Table D-3 

? 
Leading U.S. e1(porta tor conaumptlon to Mexico, 1987-June 1990 

(Thousands of dollars) 
00 

HTS January-June 

No. Description 1987 1988 1989 1989 1990 

Total d commodities .•..•.................••.•••... : ...•.. 14,045, 175 19,853,345 24.117,255 11.936,756 13.197,366 
870899 Parts and acce11orle1 of motor vehlclea, nesof ..•.•••••••••••• 215,955 268,981 918,806 416,915 809,880 
988000 Eatlmat of under $1501 data •.•...•........•..••.•.•...•..•• 339,334 459,502 675,707 279,962 520,010 
852990 Pta,ex antenna, tor tmsmHn,rdr,radlo,tv,etc nesol ••.•••.•.... 126,365 177.442 557,668 276.098 289,232 
870829 Pts l acce88 of bodies of· motor vehlclea. nesol ........ · .•...•. 219, 141 278,084 454, 108 209,071 260,202 
100590 Com (m= other than seed com ••••.•...••.....••....... 274,983 388,702 437,030 133.270 253,897 
271000 ~~~g~ ~~~.~~~~.~.~~.~~.~~~.::::::::::::::: 380,849 296,537 439, 174 •238,652 227,869 
100700 62,040 144,160 320,044 164,401 216,805 
853890 Pt f elect appr f elect clrct; f elct contrt nesol ..•..•••.•.•.... 63.186 109,713 353,571 162.306 195,021 
847330 Parts & accessories for a~ machines & units ..... ; •..••...... 318,235 421,231 360,408 178, 732 189,744 
854430 Insulated wiring sets for ve lea ship• aircraft ....•.....•••... 400,955 503,708 474,954 272,894 187,533 
850490 Pta for elect transformers static converters lndct .•••••..••.•.• 66,837 109,842 234,575 102.142 148,383 
880240 Alrplane lot a/~. unladen we=t > 15,000 kg ....••.....•..•.. 45, 106 7,923 209, 161 51 ,364 113,001 
840991 Spark~lon Int combustion ston en=:.art• .•............ 148,671 197,881 247,311 144;371 108,008 ' 
980110 Value o rEer artlclea previous ed .......••••.... 47,953 56,611 314,696 168, 195 106,338 ' 
854419 Insulated wtre, .nesol •... · ••...............•...•....•.. 5,491 5,825 129,506 ' 59,032 105,849 ' ' 
392890' Artlclea of plast a, neaol •... ; .••......•..........• ~ ..•.•... 38,899 ' 58,723 182.134 86.485 105,008 
120100 Soybeans, whether or not broken ...••........••...•......•.• 220,437 350.129 308,898 202.870 92,059 
481910 Cartons, boxes & casea corrugated paper & paperbd ..•..•.... 59,709 116,371 156,607 80.168 83,212 
840999 Spart-Ignition reciprocating Int com platn eng pts .... ~ ...•..... 176,721 196.327 138,092 65.802 82,065 
850300 Pts elec motor, generators.Inc sets & rot convert ........•.... ' 106,697 186,341 208,039 117,013 80,067 
980900' Exports valued not over $10,000. not lndentlfled .....••.••.•... 154.535 268.281 219,088 124,417 77.849 
903290 Pta, autom ~at~/controllln~lrlst & apprts ..•............. 15.993 16,007' 141,928 49.272 77,759 
87082.1 Safety seat s an parts of 8 Ot'to 8705 ................... 320 249 136,528 73,539 68,361 
853290 Parts for electrical capacitors ..................•......••.••. 37,557 45,044 97,917 36,287 '66,068 
710812 Gold, nonmonetary, unwrought neaol •.•...•....••....•..•... 3,016 1,494 82.513 3,618 64,317 
540720 Synthetic .fllarrient yam fabric trom the strip ...••.......•..... · 8,969 11.929 92.313 47.742 58,892 
830160 Parts of locks, base metal .......•.................•....... 4,881 7,813 98,566 46,546 .57.441 
940190 Parts of seats (ex medical, barber, dental etc) ...• : •...•.•. :. 5,345 5,691 79,900 24,763 57,004 
854011 Cathode-ray tv /lcture tubes. color Inc monitor ...•........... 16,215 ' 49.280 102,260 53.538 58,503 
440710 Coniferous woo sawn, aUced etc, over 6 mm thick .•..•...•... 39,770 69.107 98,971 42,242 55,430 

Total of Items shown •........... _. .......... · ............... 3,602, 163 4,808,928 8,270,472 3,911,707 4,813,603 

Total· other ...............• : ................... ; ...•..... 10.443,012 15,044,416 15,846,783 8,025,049 8,383.763 

Note.-Data before 1989 are estimated. 
Top 30 commodities sorted by Imports for consumption, Customs value In 1990 January-June. 

Source: CompUed from offlclal statistics of the US Department of Commerce. 



Mexican operations assembling U.S. -made components or processing U.S. materials 
take place in the Mexican "in-bond" or maquiladora industry. The industry is based on 
the concept of production sharing; it is concentrated in the border areas of Mexico with 
some establishments having "twin-plants" on the U.S. side of the border. The 
maquiladora industry is Mexico's second-largest source of hard-currency earnings from 
exports, after petroleum. Maquiladoras, which are overwhelmingly but not exclusively 
U.S.-owned, constitute a trade link of steadily growing importance between the United 
States and Mexico. 
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APPENDIX E 
MEXICAN STEEL PRODUCTS SUBJECT TO VRAS 



Table E-1 

Mexican Steel Products Subject to VRAs: Import Penetration and Estimated Tonnage for the lnltlal 
Perlod 1 

Product 

Semi-finished Steel .................................. . 
Cl A Flat Rolled ..................................... . 

Cl A HR Sheet, strip ............................... . 
Cl A CR Sheet, strip ............................... . 
Plate ............................................ . 

Stalnless Flat Rolled ................................. . 
Coated Flat Rolled .................................. . 
Bar and Rod ....................................... . 

Carbon CF Bar ................................... . 
Carbon Wire Rod .................................. . 
Stalnless Bar and Rod ............................. . 

Angles, Shapes. Sections/Rall and Rall Products ........ . 
Wire and Wire Products .............................. . 

Wire Rope ........................................ . 
Wire Strand ...................................... . 
Panels and Mesh .................................. . 
Other Wire. Wire Products and Fence ................ . 

Pipe and Tube ...................................... . 
OCTG ........................................... . 
Line Pipe ......................................... . 
Standard Pipe .......................... ." ......... . 

Tool Steel .......................................... . 

Import Penetration 

(Percent) 
0.24 
0.28 
0.23 
0.19 
0.70 
0.88 
0.67 
0.99 
0.53 
2.17 
0.03 
0.72 
3.00 
2.54 

(3) 
0.86 
1.82 
2.55 
2.00 
3.64 
4.21 
0.31 

1 Reflects lnltlal agreement period of fifteen months, e.g., 4th quarter 1989 and 1990. 
2 Tonnage estimate as based on May 1990 forecast of apparent consumption. 
3 Export celling Is fixed tonnage. 

E-2 

Export Celllng2 

(Metric Tons) 
259, 195 
118,415 
43,514 
31,439 
43,953 
11,942 

130,992 
211,058 

7,065 
128,464 

72 
70,351 
62,940 
4,978 
2,000 

17,639 
37,328 

184,416 
31,820 
63,591 
90,431 

322 


