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A positive NAFTA renegotiation

NAFTA status quo as floor for negotiations

 “Read my lips: no new taxes”

* No quotas

 Modernization (TPP+) rather than full renegotiation
* Trilateral agreement

* Prompt agreement

* Flexible agreement



A negative NAFTA renegotiation

* Full renegotiation rather than modernization
e Attempt to include new tariffs and quotas- managed trade
* Overly restrictive rules of origin
* Attempt to restrict trade depending on trade balance
* Lack of significant further liberalization
o Trade in services
o NTB’s especially procurement and sub-federal restrictions

* Long-winded negotiations

* No agreement is preferable to a bad agreement



NAFTA modernization can be divided into four types of actions:

1. Updates
2. Upgrades
3. Architecture

4. Complementary Regional Measures



1. Updates: committing to doing what should have been done

* Chapter 10: Government Procurement

e Article 1021: Joint Programs for Small Business
* Important for employment and political support
* Article 1024: Further Negotiations for further liberalization: Buy America(n) and sub-Federal
restrictions
* Limits opportunities for small business
* Generates uncertainty
e Limits fair competition



1. Updates: committing to doing what should have been done

 Chapter 15: Competition Policy

Article 1504: Working Group on Trade and Competition, to issue recommendations on the link
between competition laws and trade in the region

* Excessive use of AD/CVD remedies
Greater use of national (and regional) anti-competitive practice determinations



1. Updates: committing to doing what should have been done

e Chapter 19: Review and Dispute Settlement in Antidumping/Countervailing Duty Matters

* Article 1907: Consultations to develop more effective rules on subsidies and reliance on a
substitute system to deal with unfair trade practices

* Greater reliance on information exchange and consultations, mediation

* Chapter 19 red line: at a minimum status quo



2. Upgrades

a. Modernizing existing commitments

* TPP neither an automatic floor nor a ceiling, but a template

e Different tradeoffs in plurilateral v. regional negotiations



2. Upgrades

a. Modernizing existing commitments

* Rules of Origin

* Main focus of negotiations
e Goldilocks: too low leads to no FDI incentive, too high leads to MFN use
* Need transition phase



2. Upgrades

a. Modernizing existing commitments

* Trade Remedies

e Back to the future: NAFTA Chapter 19 or bust
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2. Upgrades

a. Modernizing existing commitments

* Cross Border Trade in Services

* Aim for TPP+
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2. Upgrades

a. Modernizing existing commitments
* Financial Services

Very limited NAFTA coverage, need great scope and coverage, possible given Mexico’s
unilateral liberalization

* AML v. financial integration tradeoff needs to be addressed
* Need strong prudential commitment, v. US trends
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2. Upgrades

a. Modernizing existing commitments

* Energy

* Very limited NAFTA coverage, need great scope, possible given Mexico’s unilateral
liberalization

* V. energy supply commitments

e Address renewables as well as hydrocarbons

* Need regulatory coherence

* Key for regional competitiveness, unique advantage, possible under NAFTA but not TPP
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2. Upgrades

a. Modernizing existing commitments
* Telecommunications

* Very limited NAFTA coverage, need great scope and coverage, possible given Mexico’s
unilateral liberalization

* A networked region
* No place for complexity (Hufbauer)
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2. Upgrades

a. Modernizing existing commitments

* Government Procurement

 Need end to US protectionism (Buy American)
* Sub-federal coverage positive for Mexican (and US, Canadian) goods and service

providers
* Would instill greater transparency in Mexican states to combat corruption

15



2. Upgrades

a. Modernizing existing commitments

* Competition

* New NAFTA as model: privilege competition policy over AD/CVD remedies
* Gradual move towards CET?
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2. Upgrades

a. Modernizing existing commitments

e Labor

* Important for US domestic politics
* Mexican reforms — status
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2. Upgrades

a. Modernizing existing commitments

e Environment

* Need to commit to Paris Agreement
e US withdrawal can create both negative externalities and an uneven playing field
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2. Upgrades

a. Modernizing existing commitments

* Dispute Settlement

* Make sure panelist selection is agile

* Privilege consultations, good offices, conciliation, mediation and alternative dispute
resolution over panels

* Ensure quick and effective enforcement should a dispute reach the panel stage
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2. Upgrades

a. Modernizing existing commitments

* Exceptions

* Given tariffs are at zero, no new safeguard commitments beyond WTO
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2. Upgrades

a. Modernizing existing commitments

* Final Provisions

e Accession. Is NAFTA the new TPP: a template?
* Despite NAFTA Article 2204, no country or group of countries ever acceded to NAFTA
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2. Upgrades

b. New Issues

* Electronic Commerce

e Ecosystem —taxation (OECD)
* Just part of the digital economy

* Aim for TPP+
* Focus on regulatory cooperation not de minimis
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2. Upgrades

b. New Issues

e State-Owned Enterprises

* Positive for transparency and efficiency in Mexican SOEs
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2. Upgrades

b. New Issues

* Cooperation and Capacity Building

* Be specific and pragmatic
* Need commitments on temporary entry of business persons
e Easier in NAFTA than TPP
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2. Upgrades

b. New Issues

 Competitiveness and Business Facilitation

e Opportunity cost of limited commitments higher in NAFTA than TPP
* Aim for TPP+
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2. Upgrades

b. New Issues

* Development

* . political correctness
* Better through agreement on central issues (e.g. Buy American)
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2. Upgrades

b. New Issues

* Small and Medium-Sized Enterprises

* Key for employment and political support of the agreement in the three countries
* Deeper commitments easier in NAFTA than TPP
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2. Upgrades

b. New Issues

* Regulatory Coherence

* Was not seen as being of paramount importance in original NAFTA
* One of main NTBs, very limited success under bilateral initiatives
* One of the most important chapters, aim for TPP+

28



2. Upgrades

b. New Issues

* Transparency and Anti-Corruption

* Mexican civil society would welcome very strong commitments
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3. Architecture

a. Ensure adequate financing and functioning of Commission,
Secretariat, working groups and sub-groups
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3. Architecture

b.

Preparing NAFTA for future upgrades

A rigid agreement: Goldilocks again

Fourth industrial revolution: convergence of physical, biological, and digital
technologies will transform how we produce and trade

. Rules of origin

. Regulatory cooperation

Avoid side letters — sugar
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3. Architecture

C.

Preparing NAFTA for new members

Accession: Pacific Alliance?
Cumulation

Additional disciplines:

o  Exchange rate manipulation
o Trade balances
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4. Complementary Regional Measures

 Infrastructure: a networked region (rules, roads, molecules,
electrons)

* Aviation: 2015 Mexico-US Air Transport Agreement
 Regional FCPA (Serra)

 Information and promotion, especially for small businesses
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Concluding thoughts

No Mexican priority has a zero-sum focus

Deeper trade and investment links favor regional competitiveness
and job creation

A more prosperous Mexico is positive for US exports, and for
Mexican investments in the US

Pushing too hard from a zero-sum perspective risks unravelling
NAFTA

....and making deep cooperation on security and migration
politically difficult

Seize the opportunity to make NAFTA the most modern FTA in the
world
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