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NAFTA Renegotiation: A Media Perspective
Mariano Gomezperalta Interviews Ana Maria Salazar

Ana María Salazar is a recognized international law and national security expert
on Latin America. She is a journalist, analyst, op-ed writer and television anchor
at El Financiero Bloomberg TV, ADN40 News, and Imagen News, among others.
Ms. Salazar received her J.D. from Harvard Law School and a B.A. from the
University of California at Berkeley. She served at the Pentagon as Deputy
Assistant Secretary of Defense for Drug Enforcement Policy and Support and is a
former White House Policy Advisor. She also served in the U.S. State
Department’s Bureau of International Narcotics and Law Enforcement Aﬀairs.

MGC: Ana María thank you very much for this interview. You are a graduate of Harvard Law School, you
were named one of the 100 most inﬂuential Hispanic Americans in the US and you have held high level
positions at the US government. Before we start talking about NAFTA, I am very curious to know how you
started a career as a journalist and TV anchor.
AMS: My work on radio and TV started when I moved back to Mexico after working for the US government
for more than 10 years and waking up one day and realizing that I had to move on, and ﬁnd a job since
George W. Bush won the elections. I truly enjoyed all the diﬀerent positions I held. I especially liked
working for Bill Clinton’s White House as special assistant to the Envoy of the Americas (this was in 19971998) and then working at the Pentagon at the Deputy Assistant Secretary of Defense for Drug
Enforcement (1998-2001), so I knew that it would be hard to ﬁnd a job that I loved and felt would be
challenging. When the September 11 terrorist attacks took place, I was in an extraordinary position to
explain to a Mexican and Latin American audience what had happened and the implications of these
attacks in the upcoming years. I also started writing and teaching national security, leadership and
negotiation for both military and civilian audiences. I basically started a second career when I moved to
Mexico. I have been doing radio and TV in English and in Spanish now for more than 15 years!
MGC: You have interviewed many people and have been a speaker at numerous conferences since the
NAFTA renegotiation process started over nine months ago. What has been the issue that has attracted
the most journalistic interest in the renegotiation process so far?
AMS: That is an interesting question, because I believe that most of my audience, with the exception of the
direct stakeholders of NAFTA, do not understand the scope or the importance of NAFTA as the main tool
for growth and development for Mexico. From the media perspective, much of the focus has been on
President Trump himself, the way he has publicly treated Mexico and Mexicans, and his disruptive way of
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negotiating. Much of the analysis has to do with “how to confront a bully” and not necessarily the
negotiations themselves, which is a shame, because I believe the Mexican negotiators, from the Ministry
of Economy, have done an extraordinary job in a very challenging political environment.
MGC: Where do you think the renegotiation process will end? Will President Trump withdraw from
NAFTA? Will we have a new NAFTA in 2019 or will the existing NAFTA remain unchanged?
AMS: I think NAFTA, as we know it, is dead. Whatever happens next, hopefully there will be an agreement
where the idea of a “North America” survives and where all three nations-Mexico, Canada and USA,
continue to strive to improve and protect the most powerful regional trade area in the world. But, recent
decisions and threats to impose tariﬀs, and the position taken by President Donald Trump, show that he
does not understand that the security and well-being of the people of North America does depend on the
ability of all three nations to cooperate on security, economy and commerce.
MGC: On the security front, do you think the
renegotiation of NAFTA can aﬀect Mexico’s and
Canada’s willingness to cooperate with the US on
security or even military issues?
AMS: Ultimately the security of the US in part
depends on having secure borders. And secure
borders require cooperation with both of your
bordering neighbors. I would never have believed
that the day would have come that a President of
the United States would use the national security
argument as a reason to impose tariﬀs on Canada,
probably the United States’ most important ally. The
United States’ security issues with Mexico have a
diﬀerent complexity, but also require close cooperation and trust. I don´t think that curtailing security
cooperation between neighbors is a negotiation strategy that could create pressure on Donald Trump, but
there are political pressures in both Canada and Mexico that could result in a change of security policies
toward the US.
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NAFTA and Its Impact on Income
(In)equality: An Analytical Approach
for Evaluating the Agreement
Beatriz Leycegui

Beatriz Leycegui leads the international trade practice at SAI Law & Economics
in Mexico City (“SAI”). She served as undersecretary of the Ministry of the
Economy from 2007-2011 where she negotiated numerous international trade
and investment agreements. She is the legal editor of The SAI Report, a
comprehensive brieﬁng report on NAFTA which is published and distributed by
SAI on a monthly basis to a wide range of subscribers.

NAFTA was implemented in January, 1994. Almost 25 years later, it is still unclear as to whether it has
fulﬁlled the promises that the Mexican, U.S. and Canadian governments made prior to its enactment.
Negotiations for the modernization of the treaty between the three countries, which started in August 2017,
continue and resolution of the most substantive matters of discussion is still pending.
That NAFTA reshaped North American economic relations is not under discussion: i) it drove an
unprecedented integration between Canada and the U.S., (developed economies) and Mexico (a
developing economy); and ii) it encouraged a more than tripling of regional trade and cross-border
investment between the three countries. Yet, debate persists regarding NAFTA’s legacy on other issues,
such as its eﬀect on employment, wages, growth and inequality. This article focuses on this last matter:
income inequality. Studies suggest that Mexican states that beneﬁted most from trade openness are also
the ones in which income inequality decreased the most, contrary to recurring opinions which state that
NAFTA has sharpened inequality issues in the country.
NAFTA’s direct eﬀects
Shortly after the implementation of NAFTA, the eﬀects of economic integration between the three member
countries were apparent. After just two years, Mexico had doubled its open economy index, measured as
exports plus imports as a share of its GDP. Today, that index is equivalent to 74.2%, meaning that Mexico’s
openness more than tripled in 20 years (see Graph 1). Also during this time, Mexico, the U.S. and Canada
did not remain oblivious to the transformation of trade brought about by the revolution in information
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technologies. Throughout the years, they evolved from trading partners to production associates, creating
productive synergies so relevant that, today, several industries could not prevail without the input produced
by other industries in the region. Besides, the negotiation of the original NAFTA served as a model for the
negotiation of several subsequent free trade agreements (FTA).
Graph 1. Mexico’s Open Economy Index (measured as Exports
plus Imports as a Share of its GDP)

Therefore, the transition to an open economy scheme, ﬁrst with NAFTA and then with subsequent FTAs,
increased the dynamism of the Mexican external sector and the inﬂux of investments in the country from
diﬀerent parts of the world (see Graph 2).
Graph 2. Mexico’s Exports and FDI Evolution
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As shown in the graphs above, foreign trade and investment ﬂows in Mexico increased after NAFTA. This,
along with the strengthening of economic institutions (the most important being granting of autonomy to
the Central Bank, i.e., the Bank of Mexico or “Banxico,” in 1994) made macroeconomic variables in Mexico
converge to similar levels as its regional partners, ﬁnally leaving behind the extreme volatility and high
susceptibility to economic crisis endured in the previous decades.
Graph 3. Convergence of macroeconomic variables to stable levels

Has NAFTA aided in reducing income inequality in Mexico?
Certainly, macroeconomic conditions have improved in the last 20 years for many reasons, perhaps the
most relevant being the transition to an open economy model and the strengthening of Mexican economic
and ﬁnancial institutions. Nevertheless, debate persists on whether NAFTA's beneﬁts have reached the
whole population. Many have stated that NAFTA's beneﬁts in areas such as employment, wages, growth
and inequality have been meagre at best.
Plenty of studies and press releases state that Mexico's GDP per capita growth has been very low, and
that the eﬀect of NAFTA on the reduction of the wage gap between Mexico and the U.S. has been nil.
However, GDP per capita sustained growth cannot be solely attributed to one FTA: Agustín Carstens,
former governor of the Bank of Mexico and specialist of the Mexican economy, states that “[…] to hold
NAFTA responsible for overall growth in Mexico is putting too much weight on NAFTA. It's a very important
element, but Mexico needs to take care of many diﬀerent assignments in other areas to make the Mexican
economy more productive and really exploit its capacities to grow”.
The following graph shows the evolution of the GDP per capita in Mexico from 1990 to 2016. GDP per
capita grew 33.8% during this period, at a meager average annual growth rate of 1.1%.
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Graph 4. GDP per capita Evolution in Mexico

In the next graph, inequality is measured using the Gini Index. This index is often used to estimate the
income inequality that exists in the population of a certain territory. Its value ranges from 0 to 1, with 0
representing maximum equality (all citizens earn the same income), and 1 representing maximum
inequality (all income is owned by only one citizen).
Inequality in income has certainly decreased since the beginning of the '90s, particularly in the postNAFTA era. As can be observed in the following graph, the Gini Index decreased from a level of 0.50 in
1992 to a level of 0.43 in 2016, approaching to the world's average level of 0.36.
Graph 5. Gini Index Evolution in Mexico
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The question is whether NAFTA had any impact on GDP per capita and on inequality. The graphs that
follow analyze the relationship at a Mexican-state level between trade openness and GDP per capita, on
the one hand, and inequality, on the other hand. States were ranked according to the average penetration
of exports into their economies (trade openness is measured as the share of exports in GDP), for the
period for which there is information available, and then compared according to the change in the GDP per
capita and the Gini Index in the last two decades.
If NAFTA had a positive eﬀect on the reduction of inequality, it would be expected that the GDP per capita
would have increased more in the states with a higher degree of trade openness, and the Gini Index would
have decreased more as well. The analysis below indicates that NAFTA economic spillovers helped to
increase income while also reducing income inequality in Mexico.
Graph 6 shows the change in the GDP per capita by state from 1993 to 2010, ordered by its trade
openness ranking (states are ordered from the least to the most open). The size of the circles represents
the GDP per capita at the beginning and at the end of the period. As can be observed, the most open
states increased their GDP per capita in greater proportion than the least open states. Moreover, in the
least open states GDP per capita remained almost unchanged, and even decreased in the case of the
Mexican state of Campeche.
Graph 7 shows the same exercise as Graph 6 but with the change of the Gini Index from 1990 to 2010,
instead of the change in the GDP per capita and, as shown, the most open states show the highest
reductions of income inequality. Besides this general result, it is worth mentioning two additional facts: (i)
the Gini Index decreased in all of the 32 Mexican states during this period, which means that the reduction
in income inequality at the national level was driven by reductions in income inequality in the most open
states; and, (ii) states with higher trade openness were not the most equal at the beginning of the period
(as shown by the size of the blue circles), but were certainly the most equal states, in terms of income, at
the end of the period (they have the smallest size of the purple circles).
Both previous situations controvert the common allegations regarding NAFTA's meagre results on the
improvement of income inequality.
Of course, this does not imply that trade openness is the sole factor motivating economic growth and
income equality, but we can infer from the data that states that have been more open to trade grew
proportionally more and reduced inequality more than the states that experienced less penetration of
exports.
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Graph 6. Trade Openness Ranking (Exports as % of GDP) and its Relationship with
GDP per capita Growth
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Graph 7. Trade Openness Ranking (Exports as % of GDP) and its Relationship with
Income Inequality

There are many other factors other than trade that have placed certain states in a much less favorable
position in terms of income and inequality. Nevertheless, the relationship between trade and income and
its distribution among the population is clear: local economies with higher trade integration have higher
income levels and a better distribution of that income. From Mexico's perspective, the challenge ahead is
how to integrate poorer states, speciﬁcally the ones in the Southeast of Mexico, into the global value
chains and thus decrease the remaining gaps between more and less developed states.
NAFTA triggered foreign trade and investment in Mexico in the last 20 years, which, along with the
strengthening of institutions, led to an improvement in macroeconomic stability. Some claim this is not
enough and argue that NAFTA's outcomes have not beneﬁtted the most vulnerable. Yet, speciﬁcally for
income inequality, data suggests that an inverse relationship exists between trade openness and income
inequality: the more trade openness of a certain state the less inequality. Not everything can be
attributable to NAFTA, positive or negative; certainly, several actions need to be implemented to achieve
the reduction of inequality, as well as a more dynamic economic growth, job creation and poverty
reduction. Nevertheless, trade integration seems to be a very good and even necessary ﬁrst step, and
NAFTA is certainly part of the solution, not part of the problem.
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If NAFTA Terminates: All is Not Lost
Miguel del Villar Volkersz

Miguel del Villar Volkersz is the Founder of Promoting Good Trade (PGT), a
consulting ﬁrm that provides strategic advice to domestic and foreign
enterprises operating in Mexico. Prior to establishing PGT, he was Mexico's
Senior Counsellor for Commercial Aﬀairs in Korea and Deputy Director of
Mexico's Customs Administration Oﬃce.

There is no doubt that the North American Free Trade Agreement (“NAFTA”) has generated an enormous
amount of economic activity in North America. Regional trade increased 128% since NAFTA came into
eﬀect. The ﬁgures for the bilateral trade relationship between the United States and Mexico (which
triggered the current renegotiation process) reﬂect a gross increase in exports from the United States into
Mexico of 455%. The exports from Mexico to the United States increased 637% since the commencement
of NAFTA. The daily trade under NAFTA is approximately US$1.8 billion. We know that wages in Mexico
(which is another source of major contention among the NAFTA partners) for ﬁrms that export products to
the United States and Canada are 30% higher on average than the wages of Mexican non-exporting ﬁrms.
We also know that companies with foreign direct investment in Mexico pay 25% more to their employees
than Mexican owned ﬁrms. Will all this come to an end if NAFTA terminates? The answer is no. Trade in
North America will continue with or without NAFTA. North America will continue to be a very dynamic
region in terms of international trade and investment. The United States, Canada and Mexico will continue
to be key trading partners, sharing borders and many political, economic and cultural ties. Trade among
the United States, Canada and Mexico will continue regardless of the outcome of the NAFTA negotiations.
It is also well established that trade among the NAFTA partners will be governed by the rules of the World
Trade Organization (WTO) if NAFTA collapses. Under the WTO, tariﬀs on trade are already very low (for
many products they are zero) and there is a highly developed set of rules for non-tariﬀ barriers. Therefore,
one would not expect major changes in the trade patterns in the region if NAFTA were to come to an end.
It is also false that foreign investment will cease to be directed to the NAFTA countries if the agreement
disappears. As many commentators have pointed out, there seems to be very little evidence supporting a
direct, positive and well-connected causal relationship between investment treaties and foreign direct
investment.
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One loss is a path to internal reform
So, if there will be very little impact on international trade ﬂows and foreign investment, what would the
NAFTA countries lose if the agreement terminates? One thing the United States, Canada and Mexico
would lose is the beneﬁt of further internal reform. NAFTA triggered very signiﬁcant changes in the
domestic legislation of the three member countries. In the case of the United States, the implementing
legislation incorporated everything that was agreed in NAFTA. The provisions of the implementing
legislation would have never been adopted unilaterally by the United States. It is inconceivable that the US
would have adopted, on its own, the alternative dispute resolution mechanism set forth in NAFTA Chapter
XIX which allows international tribunals to review domestic determinations on anti-dumping margins and
injury. Similarly, NAFTA had a substantial impact on Mexico's internal laws. When NAFTA came into eﬀect,
Mexico amended more than 25 federal laws to give eﬀect to the provisions of the treaty, including rules for
international trade, insurance, foreign investment, ﬁnancial institutions and many others. Mexico
implemented many long term unpopular changes that otherwise would have been politically unviable.
What we really lose without NAFTA is the possibility of utilizing the treaty as an instrument to achieve
internal reform.
What should we do then if there is no NAFTA? One thing the NAFTA parties could do is start ﬁghting some
of the bureaucratic ineﬃciencies that aﬀect the productivity of ﬁrms and that in the aggregate aﬀect the
competitiveness of the region.
For example, UNCTAD's 2017 report on trade and investment ranks Mexico as number 13 in the index for
attracting investment. However, it is a reality that both foreign investors and national ﬁrms that establish
operations in Mexico are often aﬀected by administrative practices that are ineﬃcient and harmful for ﬁrms.
This is a very common complaint by ﬁrms against the government. These ineﬃciencies aﬀect all of the
procedures that the ﬁrm needs to undertake in order to operate in Mexico as an enterprise (e.g.,
constitution of the ﬁrm, licenses and permits, inspections, labor regime, etc.), and have a very important
negative eﬀect on businesses.
There is still much that governments and the private sector can do without NAFTA
Regardless of whether NAFTA remains, the United States, Mexico and Canada should work on their trade
facilitation agenda, including simplifying administrative procedures. This may sound like a minor item but it
is incredible that Mexico City (to name an example) is ranked 31 out of 32 Mexican provinces in the
competitiveness score of The World Bank's Doing Business 2018 report. To open an enterprise in Mexico,
ﬁrms need to process administrative permits and licenses in more than 12 governmental agencies. It takes
an average of 62 administrative days to register property in Mexico, such as real estate property, in the
public registry. The licensing of urban development projects takes 100 days on average to be issued and
more than 20 federal, local and municipal agencies are involved. This is an issue that Mexico can improve
to advance its competitiveness standards, attract more foreign investment and facilitate the production
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and exportation of goods outside the NAFTA framework. The United States and Canada could take a
similar approach and address their administrative barriers (many of which have been discussed in NAFTA
trilateral committees).
But, the competitiveness agenda is not only with the government and its administrative processes. It is
also the responsibility of private sector ﬁrms. It is true that governmental agencies are slow and
bureaucratic and they often have excessive and expensive procedural requirements aﬀecting trade and
investment, but it is also true that many times companies are unsuccessful in obtaining the required
permits due to their own failure to maintain adequate housekeeping procedures and have their
documentation in order. There are numerous examples that illustrate the foregoing. Mexico's tax
authorities often state that tax returns are not paid to companies due to the companies' own ﬂaws and
procedural mistakes. There are also many stories of US and Canadian ﬁrms that are unsuccessful in the
Mexican market because they do not carry out proper due diligence procedures regarding labor laws or
maintain corporate books, environmental permits and other basic items such as adequate notarized
powers of attorney and translations of operative agreements. Many enterprises do not have the
appropriate procedures to insert themselves in the local market eﬃciently. They maintain international
managers with no real connection with the host country. They do not participate in local associations and
chambers and sometimes carry out their business assuming that things in the host country work in the
same manner as they do in their home country. In every international investment process, there is a
cultural element that aﬀects competitiveness. Foreign ﬁrms must be capable of inserting themselves in the
local market and operate as if they were a domestic company. Many ﬁrms have learned this the hard way
in the last two decades and others such as a number of Canadian ﬁrms, including Scotiabank and Four
Seasons, have learned this principle very quickly. In short, an adequate business strategy bridges the
cultural gap and makes the ﬁrm more competitive. The sum of all these eﬀorts by foreign ﬁrms would add
up and create a more competitive region in North America. When we think North America would be less
competitive without NAFTA, we should think that there are a number of things the three member countries
could do internally to oﬀset the termination of NAFTA. Improving administrative procedures and having
ﬁrms work on their establishment strategies will have a much more signiﬁcant impact in the region's overall
competitiveness than a small increase in tariﬀs due to the termination of a 25-year old agreement.
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