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ABSTRACT

Sixteen years ago NAFTA embellished the valueeeftfade but over the years the dominant U.S. eugrio the
North American partnership has simply dictated temf trade with its neighbors to the north and southe United
States has feuded with Canada over such trade wispas softwood imports. The U.S. — Mexico disptitmast
significance is the continuous refusal to allow Mexi trucks to operate freely on American roadw&ythough a pilot
program to ascertain the safety improvements in baxitrucks was started by the Bush administratiowds not
funded in the stimulus bill last year, resultinghtexico imposing retaliatory tariffs on U.S. expoithis paper argues
that the Obama administration needs to make chasgeAmerica honors its trade agreements, avoids$eptimnist
measures, and employs statesmanship as one oatlsetavavoid trade disputes.

INTRODUCTION

This paper argues that a trade dispute is neved,gegpecially in recessionary times, and that fine for the
North American partners (Canada, Mexico, and thé@ddnStates) to work together in order to resohaelé disputes
and avoid them altogether when possible. As P42@08) notes, the dual-bilateral strategy (U.S.an#&la, U.S. —
Mexico) is a failed institutional structure thatedgls remedying since it exacerbates the defining detullitating
characteristic of the United States’ relations with contiguous neighbors — asymmetry. Nowhere else the
asymmetries between interlinked neighbors so se@iéeil, 2009: 740). It leads Washington to ricdeighshod over
its border trade partners by either ignoring them toeir interests or simply try to impose its will of which causes
Ottawa and Mexico City to either retreat or be dsfee. Given the imbalance in power and wealthrudy tequal
relationship may be elusive, but it is in the Idegn interests of all three trade partners to binfditutions that will
reduce this imbalance (Holbrooke, 2008; Pastor8208).

This paper begins with a background discussiorhefgrowth of regional trade agreements (RTAS). sTifi
followed by discussion of NAFTA: the formation, iteportance, how it has contributed to growth e and foreign
direct investment (FDI). At the end of this recaldtion, the paper turns to the details of Ameritrade policy actions
under NAFTA and the World Trade Organization (WTi@Ywo sensitive areas: Canadian softwood lumaed, the
trucking issue with Mexico. This is followed by hawstly the Mexican retaliatory tariffs to the bam Mexican trucks
operating unfettered in the U.S. are to Americaaly, some possible breakthroughs by the Obamarastnation are
discussed as potential opportunities for a contadéviorth American partnership that may well leadhe formation of
a customs union. Additionally, a summary and disimrsof the key points presented in the paper ereiged followed
by conclusions and suggestions for future research.

REGIONAL TRADE AGREEMENTS

Overall, there are more than 200 RTAs in operationldwide and the share of world trade accountadbfo
members of these agreements increased from 37rpénc&980 to 60 percent in 1990 and to more tilap&rcent by
2005. Western Hemisphere countries have pursuedoeto integration through numerous RTAs. By ear00@,
Mexico had entered into a total of 12 FTAs invotyid2 countries. It has negotiated bilateral or iatéiral trade
agreements with most countries in the Western Hamie including the United States and Canada, CBilivia,
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Costa Rica, Nicaragua, Uruguay, Colombia, Guatenii&alvador, and Honduras. Mexico has venturedobihe
hemisphere in negotiating FTAs and, in July 200@ered into agreements with Israel and the Europédan (EU).
Mexico has also completed an FTA with the Europ&rA (EFTA) of Iceland, Liechtenstein, Norway, and
Switzerland. The Mexican government has continodddk for potential free trade partners, and exjeanits outreach
to Asia in 2000 by entering into negotiations wiimgapore, Korea, and Japan. In 2004, Japan anitdsigned an
Economic Partnership Agreement; negotiations on $With Singapore and Korea are stalled (Villarréa09: 15).
Large countries such as the U.S., have signed aevegional and bilateral trade agreements with msimaller
countries: NAFTA, the U.S.-Chile FTA, the U.S.-JandFTA and the EU’s FTAs with several developingrtaes.
An interesting characteristic of all of these deslhat at least one country always gains frorr8A (Sara, 2008).

Realism theory considers international institutnaking as unnatural for states, which, accordinge@list
premises, should grant supreme value to the maatiiz of their autonomy and independence. Everensorwhen
the institutions’ finality, as it is the case wilTAs, is to facilitate economic integration anceimttependence. So, when
nation-states nevertheless agree to participade conomic alliance like NAFTA, because theresaféicient gains to
be made, we should expect the members of thahedlito seek counterbalancing effects. However, augaction will
depend for a large measure, on the relative poWarember states. While dominant states in an aléamay possess
enough power to compensate alone for the relatiss 6f autonomy induced by an institutional arramget (internal
balancing), less powerful states may need to laokothers to build some counter-power and de-canaentheir
entanglement (Belanger, 2004). Park (2000) studige/o-country model, where market size is an indicaf a
country’s ability to manipulate in terms of tradée points out that market size asymmetry givestasaefficiencies
only on the large country’s part due to its abitibyaffect its terms of trade. Certainly, in the NPA pact, the United
States predominance among the other two tradinggrarappears to sway the U.S. to use “hardbdit#ido affect its
terms of trade. Thus, realism, because it is arthef power politics, introduces a variable thastitutionalization
theories tend to neglect, namely, the relative sgtnynor asymmetry of capabilities among memberestand, by
doing so indicates that asymmetry may lead to dingrpreferences among the members of an institatialliance, be
it a military or economic one. An amended realigdry of international cooperation argues that fesserful nation-
states often fear that institutionalized co-operatieven if it proves to be advantageous for ewvegyevould increase
their dependence on a dominant and potentially megé& neighbor. For this reason, they negotiateoran fof
institutionalization that gives them a certain llevkeffective voice or voice opportunities (Belamg2004).

Free trade areas comprising the United Statesh@worie hand, and on the other, countries with anbatly less
economic strength than that of the United Statasstrdeal with the asymmetric power of the Unitedt&t. By their
nature, these free-trade areas run the risk ofrbegpextensions of hegemonic U.S. policies. WhenUinited States,
rather than accommodate the interests of anothentgoin a FTA, forcefully defends the economiceists of a
domestic U.S. industry, it may evince unfavorahieesentful reactions in the other country. Thealyits of such a
free-trade area contrast with the diplomatic givel dake in the WTO, a larger multilateral orgari@mat where
hegemonic power may be diluted or effectively cored.

NAFTA: THE NORTH AMERICAN FREE TRADE AGREEMENT

Europe’s success at economic integration causeer otitions to consider the benefits of forming rthain
regional trading blocs. Accelerating integratiorEarope caused new urgency in the task of creatiNgrth American
trading bloc. Preceding the creation of NAFTA, thieited States and Canada had the world’s largéestebal trade
agreement; each was the others’ largest tradintmerarTo further support trade activity, the twaintries established
the U.S.-Canada FTA (USCFTA) in 1989 which was glesd to eliminate all trade barriers between the ¢auntries.
This bilateral trading relationship is the worldagest, with $700 billion in volume. About 80 pent of Canada’s
exports (approximately one-third of its GDP) goiteysouthern neighbor, making it the largest exgrotd the United
States. Canadian products command approximatepjeftent of the U.S. import market share. In consoar,i China,
the second largest exporter to the United Statdg,ammmands less than 10 percent. Canada is laskartgest import
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market of U.S. products, absorbing about one-foafth.S. exports. The United States runs a sizahtte deficit with
Canada, at approximately $82 billion in 2006.

The Inclusion of Mexico

Policy makers in Ottawa and Washington considexteneling their FTA to Mexico and creating NAFTA sthp
after the joint successes gained under the USCHI&. whole idea was subjected to extensive debatdl ithree
countries. Including Mexico was not accomplishedthaiit great struggle and debate. For instance, when
unemployment was 7 percent in the early 1990s, mamgricans thought it did not seem to be the best to open up
borders. The proposed agreement was negotiatdeeimidst of a recession in the United States. Tit&li reaction
from some sectors of the U.S. economy was very thvegéo the proposed agreement. Organized labanearghat
NAFTA would result in hundreds of U.S. companiekeating to Mexico to take advantage of cheap laldrich
would result in a loss of jobs in the U.S. At tlzan® time, corporate America and its leaders sup@dite agreement
because the potential lower production costs tlatidvbe derived through the agreement.

By the mid-1980s, many Latin American economistd Abandoned their statist views of the 1950s a4
favor of sound budgets, low inflation, deregulatedrkets, and free trade, the so-called Washingtonsé€nsus
(Krugman, 2009: 34-35). In 1990 Mexico and the BaiStates announced their intention to negotiateTahbetween
their countries (Krugman, 2009). The next year @anpined the process. Merchandise trade betweerJthited
States and the NAFTA partners as a share of UdSsgtomestic product (GDP) has grown from 4.4 perice1993 to
6.6 percent in 2007. From a regional perspectote) trilateral merchandise trade (both imports explorts) rose more
than threefold since 1993; now exceeding $900dbilinnually (Selko, 2009: 38).

From the start, NAFTA was bitterly controversialah three countries as the economic integratimcess was
debated. Most recognized that NAFTA was an attdémptcelerate economic integration or even a reskdsperiment
in globalization. FTAs represent economic integratwhereby countries seek to remove all barriersade between
themselves, but each country determines its owndbaragainst nonmembers. An FTA is the lowestlle¥e&conomic
integration that is possible between two or morentides. Countries belonging to an FTA also typicalstablish a
process by which trade disputes can be resolveclisfoms union is one step beyond an FTA. In additioall the
arrangements of an FTA, a customs union imposesmmmexternal policies on non-participants to comipatle
diversion.

Because of the very different levels of economicetigpment, NAFTA was labeled one of the most rddicze
trade experiments in history. This huge FTA covgnnore than 8 million square miles and comprisednofe than
430 million people supercharged trade among theethignatory countries. Since 1993 trade in goetlsden the three
countries has almost tripled, from $297 billion®883 billion in 2006. American merchandise exptotthe other two
NAFTA countries rose 157 percent; service expooterl25 percent. Looking at American sales incezaséween
1993 and 2004, they rose in Canadian markets frb®@ ®illion to $189 billion; and from $42 billiom $111 billion in
the Mexican marketplace (Forbes & Ames, 2009).

Latin America generally refers to all countries thoof the United States. This definition includesdto but
excludes the island nations of the Caribbean (Brutdhistrom, & Puky, 2009). But politically, the Miean
government was interested in cementing marketdibEtion reforms by demonstrating its commitmanfree trade.
Economically, Mexico was interested in securingfgnential treatment for 80 percent of its expo@snsequently, by
the stroke of a pen, Mexico declared itself a Nénherican country (Peng, Wang, & Liang, 2008).

Those voting con in the debate pointed out thatihiklaw legal system is based on a whole diffénghilosophy
of law; the language is different; and, in Mexiomuch of the business activity is aimed at expoth& United States.
The institutional and financial infrastructure lackthe strength of the other two partners and skeei of taxes and
accounting procedures became a concern as wellicMéxa developing country with unique social peshs related
to poverty and income distribution (Husted & All&2Q06). Critics further argued that it would simphake the poor
worse off and start an environmental race to thitobn Equally, advocates of the agreement made swmitteclaims
about the good it would bring (e.g., create lota@iv and better jobs, growth would accelerate,imeowould rise, and
extra resources would be available to meet enviemat concerns). For many observers and decisidersathe entry
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into force of the NAFTA in 1994 signaled the begimnof a new era for the negotiation of regionafprential trade
agreements. By its scope, comprehensiveness, aodipn, the treaty established a new standard: T¥aRccording

to one observer, is among the most highly detaileefnational trade agreements ever negotiateddsstygovernments
(Belanger, 2004).

It comprises twenty-two chapters setting forth #iiembligations on trade in goods, services, ietetual
property rights, dispute settlements and much nibiacorporates a panoply of annexes that elabdtat extent (and
limits) of obligations. For comparison purposess tineaty is as detailed and perhaps broader ipestitan the World
Trade Organization (WTO) agreement. And, NAFTA wiafted at a level of detail substantially highbattthe
European Commission treaty (Belanger, 2004). Neerss, the NAFTA design incorporates some stiokgitutional
features, namely its lack of governance structaressecondary rule-making provisions. This, in tushes the less-
powerful states, Canada and Mexico, to look foreotRTA opportunities outside of this treaty. In ettwords, the
weaker partners attach a relatively higher valugaming voice opportunities and as a consequeGemada and
Mexico will diverge from U.S. trade strategies (@=jer, 2004). However, the signatories of NAFTAilsehtely
wanted to avoid establishing any bureaucratic pramational institutions.

U.S. — Mexico Economic Relations

The United States and Mexico have strong econoia&c Based on a gross domestic product (GDP) df $1.
trillion in 2008 (about 7 percent of U.S. GDP), N®x has a free market economy with a strong expector. As a
partner in NAFTA and due to the proximity of Mexitmthe United States, the close trade and invedtmeeractions,
and other social and political issues are highlpanant to the United States. Mexico has a popmatif about 110
million people making it the most populous Sparspkaking country in the world and the third mogtyous country
in the Western Hemisphere (Villarreal, 2009).

As NAFTA celebrates its f6anniversary in 2010, not all is rosy. Opponentglobalization in both Canada and
the United States no longer focus on the negatiyact of competition from Mexico but rather on Ghiand India.
Despite its impressive gains, many Mexicans feglalyed by NAFTA. Because of Chinese competitionxidan real
wages in manufacturing have stagnated. Many U &a@ian, European, and Japanese multinationakhidtieg some
of their factory work to China, which has now reqgd Mexico as the second largest exporter to theedStates (after
Canada); and China may displace Canada in 2010.

About 1,000 maquiladora factories have closed dsiwoe 2000. One reason many Mexicans are disaggbisit
that the deal might have been oversold by its spsnas a cure-all for Mexico, billed as the nexutBoKorea. If
NAFTA has disappointed, it may be in part becalse NMexican government has not capitalized on tbméndous
opportunities NAFTA has offered. There is only saam free trade can do; other reforms in infrastietand
education need to keep up with the changes inltiEatized world.

U.S. — Mexico Bilateral FDI

Exporting and importing are not the only strated@mscompanies to engage in international operati¢ibl is
another option. In 1993, more than $30 billionaneign capital was invested in Mexico (Krugman, 2088). It forms
another part of the economic relationship betwaeninited States and Mexico. It consists of investis in real estate,
manufacturing plants, and retail facilities, in alnithe foreign investor owns 10 percent or moré¢hef entity. The
United States is the largest source of FDI in Mexid.S. FDI on a historical cost basis in Mexicorgased from $17
billion in 1994 to $91.7 billion in 2007. MexicarDIF in the United States is much lower than U.S.estment in
Mexico, with levels of Mexican FDI fluctuating ovére last decade. In 2005, Mexican FDI in the Whiiates totaled
$8.7 billion, representing an increase of 440 parcgince 1994. The sharp rise in U.S. FDI since WNAF
implementation is also a result of the liberaliaatof Mexico’s restrictions on foreign investmemtthe late 1980s and
the early 1990s. Prior to NAFTA, Mexico had a vprgtective policy that restricted foreign investrnand controlled
the exchange rate to encourage domestic growthiddiexpolicy reversals and economic reforms helpédg in a
steady increase of FDI flows into Mexico (Villarte2009). Nearly half of total investment in Mexid® in the
manufacturing industry of which the maquiladorausitly forms a major part. Mexico’s export-orientasisembly
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plants are closely linked to U.S. — Mexico tradevarious labor intensive industries. These plamsegate a large
amount of trade with the U.S. and a majority of thents have U.S. parent companies. These plactsuat for a
substantial share of Mexico’s imports and about digits exports (Villarreal, 2009).

FDI is another phenomenon that grew significantlythe second half of the twentieth century. FDIrespnts
capital investment — such as building a factorparchasing a company — in another country. Wheeidor capital is
invested in the domestic market it is labeled asid FDI. When domestic residents invest capitabath, it is defined
as outward FDI. The motivations for FDI include €Beking new markets and cheaper resources, (&jimgdrade
barriers, and (3) strategically increasing efficigmf a firm’s foreign operations. When a compastablishes a plant
overseas, it usually imports capital goods to treign country. It may or may not export goods @iuthe country. FDI
also contributes to the transfer of technology,avtdan benefit both countries. From a politicalsperctive, FDI can be
a sensitive issue. Government policies can inflaelD| by altering the relative attractiveness @& ttost country to
foreign investors in a wide variety of ways (Elarg®attnaik, 2007; Globerman & Shapiro, 1999).

The NAFTA liberalized the environment for FDI invesgal ways. It strengthens some of the protections
embodied in the FTA including a provision forcin@gtes and provinces to also grant national treatreemvestors.
National treatment in NAFTA is further strengthertagd Most Favored Nation and minimum standard céttrent
provisions whereby respectively signing parties thngrant investors treatment no less favorable thah granted to
investors and investments of non-signing countiws that provided for under international law (@Gohan & Shapiro,
1999). Chapter 11 of NAFTA concerns protection o¥gte investments in the member states. It is wmiop granting
private investors the right to sue sovereign fargggvernments. Typically, international treatiesnpie one state (the
home of the investor) to sue another state. Undd¥ T, foreign individuals and foreign firms havestinprecedented
right to challenge the policies of sovereign staftéise value of their investment diminishes dueaty law, regulation,
procedure, requirement or practice (Duina & BuxbaR@08).

Foreign investment in domestic markets may be viemagatively — as loss of ownership — to domestisiders.
Similarly, when domestic companies go overseatcsmwill point to the loss in employment and ineoias negatives
for the home country. FDI and international tradd#l yrow as long as trade barriers continue to fatider the
stewardship of the WTO. Although there are occadiaalls for protectionism, the growth of FDI andernational
trade continues unabated as we head toward agiaial market. The only reason for FDI to take placthe existence
of market imperfections. A majority of studies hdweused on the macroeconomic imperfections imtheketplace to
explain the motivations for FDI. Another branchabfidy has looked at FDI from a microeconomic perspe; the
skills and know-how of a firm require that it becéted overseas to exploit its full productivity. Ang the various
theories offered in the literature, Dunning’s etie©LI paradigm provides an overview of both theperfections in
the market and the uniqueness of the firm to erpkDI. The O stands for ownership, L for locati@md | for
internalization (Dunning, 2009; Dunning, 2002). Ding’s OLI paradigm is able to integrate the muéimotivations
for FDI into three broad and simple categoriesetibgnizes the impact of both macro and micro faatovolved in the
decision to go overseas and substitute FDI foretradther authors have classified the motives btritbm the
perspective of the multinational as it operatesiglobal environment without national boundarieailtMationals
engage in FDI to seek resources and markets arathi@ve global efficiency and strategic fit. Stgatefit may
encompass several different criteria such as sgguniarkets, cutting costs, and accommodating détoéors, including
import barriers, shortage of foreign exchange, amdueness of product (Buckley, Clegg, Cross, \Mass, and Zheng,
2007).

The flow of international trade is affected sigodtly by the flow of foreign direct investment. F&an either
complement trade or act as a substitute for treddier studies had pointed to a negative cormalietween FDI and
trade, especially bilateral trade. Recent studiesrwhelmingly show a positive relationship betwdedl and trade.
This interaction requires new policies and coortiimaby and between countries. If FDI results ioreased trade for
both countries, it makes sense to lower trade dyariio the fullest extent possible. However, theeffies of trade
through FDI may not be immediate, and the shortiteffects of FDI can be destabilizing for a countrize WTO has
to balance the social and economic consequencE®lo&nd trade to achieve the right balance of frade policies
(Filatotchev, Strange, Piesse, and Lien, 2007; Qing, and Sobczak, 2009; Luo and Tung, 2007).
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U.S. — Canadian Economic Relations and Trade Diffidties

For a number of years, going back to 1982, Americaber firms argued that Canadian rivals, which tcees
mostly from publicly owned Crown lands, paid adidilly low cutting fees that were an unfair subsi8y May 2002,
for the fourth time, the U.S. Department of Commeeiraposed a 27 percent countervailing duty on Canasbftwood
lumber. The tariff effectively barring the impoiitat of Canadian softwood lumber was contested bygthvernment of
Canada and several provinces and lumber compariesssue went before NAFTA panels and the WTO rsdvienes
with rulings generally in favor of Canada. In 20@4i-national NAFTA panel issued a “final” decisifinding (1) that
Canadian firms had not injured U.S. rivals andt(@t approximately $4 billion in U.S. tariffs catked needed to be
refunded (Howe, 2009). The United States ignohed‘final” ruling and launched a post-final decisitextraordinary
challenge” (allowed by the NAFTA rules), allegingat the first panel was unfair. In 2005, NAFTA'strawordinary
challenge committee upheld the original panel'sdietr However, the United States ignored even thaing.
Washington'’s initial response was that the ruliogsh’t settle anything — and that it will take moegotiation before
this dispute is wrapped up. But by November 2068, 11.S. Commerce Department said it would complh he
NAFTA ruling, even though it disagreed with it. the following months the Commerce Department saitlad
recalculated its countervailing and anti-dumpingieiion softwood. This resulted in new duties tesbeat a total of
10.8%, almost halving the old rate. The decision @geected to save Canadian lumber companies $600ma year
(Howe, 2009).

Because a major selling point of NAFTA to Canadiaras that it would set up an institutional framekveo
adjudicate trade disputes like this, Canadian napsgs questioned whether America’s signature mesaything at all.
Secretary of State Rice, at that time, insisted #haerica’s record on honoring treaties was “as djas gold.”
Canadian radicals called for cutting off oil andsgxports in retaliation. The Canadian governmeat,so radical,
launched an information campaign to inform othenrtdes seeking trade treaties with the United eStatbout what
lessons Canadians learned (Howe, 2009). Last yeatBuy American” proposal included in the Admimnaton’s
economic recover bill stirred up more resentmer@amada until the issue was finally resolved.

TRUCKING BAN ON MEXICAN TRUCKS

When NAFTA was enacted a provision granting Mexitraickers full access to the United States was tietgd
but never put into effect. The U.S. has avoided mgimg with provisions of the transportation chapdé NAFTA for
over a decade, causing Mexico’s leadership to btingssue before the WTO during that time (Badffi@lLevy, 2009).
Efforts to comply have been met with oppositiontbe grounds of safety, security, environmental ygmh and job
losses for U.S. truckers (Forbes & Ames, 2009).. Ua®makers and the International Brotherhood oéristers,
among other groups, maintain concerns regardingafety of Mexican trucks. A NAFTA panel evaluatkd situation
in 2001 in determined that the United States wasdlation of NAFTA in their refusal to allow acceto the Mexican
trucks. The panel held that the United States cputdsafety requirements on the trucks and presertain companies
from driving their trucks in the United States, bould not prevent access all together (Howe, 2009)

In response to this, the Bush administration crkatpilot trucking program. The program began i@2@nd was
designed to allow certain Mexican trucks to drimtoithe U.S. for one year. The program was intertdeshow that
Mexican trucks driving in the U.S. would be ablecmmply with U.S. safety regulations. Various claiof success
were made about the pilot program but it was slwett because when President Obama signed the Billidh
omnibus spending bill on March 10, 2009, that stdsfunding for the program. According to two mensbef the
House of Representatives, both Republicans, tetmgathis pilot program in fact violated the U.S.ANTA
obligations (Howe, 2009).

The decision made by Congress was stunning; dafigco to retaliate. It was also incomprehensititeeo than
it may have acted as a repayment of debt owedetd &amsters Union for its support of the Demodrathe recent
elections. When Senators Biden and Obama had #mecehboth voted to cut off funding for the pilobgram. Now,
with Obama signing the funding bill that includearmarks, and not saying anything about the cutoffinds for the
pilot program, it sent a clear message to Mexiaathaities that the U.S. had no intention of allogvitheir trucks to
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operate in the United States (Weintraub, 2009)efponse to the cancellation of the pilot progritaxico increased
duties on $2.4 billion worth of U.S. exports; thesdaliatory tariffs represented Mexico’s voice iagh U.S.
protectionism.

AN ESTIMATION OF LOSSES BECAUSE OF THE BAN ON TRUCK S

Proponents of lifting the U.S. ban and freeing upxMan trucks to directly deliver goods in theirigtbor
countries will cut logistics costs by millions oblthrs, reduce pollution due to truck delays at ploets of entry, and
ultimately benefit consumers in both nations. Thiags at the border introduce uncertainty in thgpsuchain and this
uncertainty triggers an assortment of “hidden ¢bsisch as lost sales, rotten produce, and neednfoe inventory
procedures (Carey, 2007). And the so-called tmegktdance — having cargo pass from Mexico to tt&. that has to
be off-loaded, carted across the border, and thadeld onto another truck, is costing consumero 400 million a
year in the U.S. Costs created by the current ¢texnprocess to move cargo across the border argusbin the
uncertainty about crossing times and delays athihveler. There exists environmental costs due tmgdthecks
polluting the air and evidence suggests that thetime in traffic is an important trade frictiodmproving the operation
of trucking between Mexico and the U.S. is an ingiatr step to maximize the benefits of NAFTA.

Mexican-imposed duties are hitting American farmansl manufacturers in 40 states. There's been $4er
million worth of export losses (Ikowitz, 2009). Thetaliatory tariffs has opened up and undercut &1 the intended
free trade provisions of NAFTA. The ramifications an extended trade tiff will cause tremendous dgen@ both
economies (Grillo, 2009, Ortega, 2009; Roberts,920Roberts, 2009b). The National Corn Growers Aission
(NCGA) and 140 other agricultural, manufacturingl @ervice organizations and associations all signktter sent to
the White House urging the President to work quyickl resolve the dispute. The NCGA claim $900 williworth of
agricultural products will be affected by thesaftarand 12,000 jobs will be at risk (President ®aaurged, 2009).
This April 7, 2009 letter to the President and eopio leaders of key Washington agencies urgeadhdnistration to
work “expeditiously” to comply with NAFTA since thieud threatens not only 12,000 agricultural jolis &#nother
14,000 manufacturing jobs. The signatories inclyd@eong others, the National Pork Producing CourldilS.
Chamber of Commerce, American Farm Bureau, Natigkssociation of Manufacturers, Grocery Manufactgrin
Association, National Cattlemen’s Beef Associatidvgtional Foreign Trade Council, Emerging Committee
American Trade, and the NCGA. Mexico is a majorirgraarket. In 2008, Mexico was the top export dedton for
U.S. rice, the number two destination for U.S. smyis, and the third largest buyer of U.S. wheatlafpcommerce
between the two countries is worth an estimated$8lion and more than 70,000 trucks cross thelbodaily.

HOW MEXICAN RETALIATORY TARIFFS COST AMERICANS

Mexico’s new tariffs on American-made goods, roygd0 products that account for approximately $2lkoh
in exports to Mexico in 2007, mostly face importtids of 10 to 20 percent of their value. Many oé tthoices of
products are aimed at specific members of CongiHss.tariffs apply to 36 agricultural and 53 indigtproducts.
Mexican officials appear to have targeted proddotsn states represented by lawmakers who are miiaiein
Congress or have some voice on trade issues. Tiffs taok effect March 19, 2009 and Mexico’s assig Economy
Secretary, Bearriz Leycegui, warned that the Ifstaoiffs could grow unless there is progress talvegsolving the
trucking dispute. Mexican Economy Secretary Gerd&®d@ Mateos called the U.S. trade policy wrongo{ectionist)
and a clear violation of NAFTA. Mexico is the UsSthird largest trading partner and the new tanill affect goods
across 40 states. California’s table grapes wilefa 45 percent duty at the Mexican border; witrapads and juices
among other agricultural products will pay 20 peatc&Vith the cost of imported U.S. products nowhegig Mexicans
will substitute these U.S. brands with productarfr&urope, Canada, and Latin America. U.S. exponeélisiose
market share and the consequences of a trade tir lsst thing the slumping U.S. economy needs itstneighbor.
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DISCUSSION

The paper illustrates clearly that the United Staeeds to resolve the current trade spat with ddexind perhaps
equally as important, acting to provide the worlithwneeded reassurance that the U.S. will standtdbyrade
agreements in these difficult times. This papewnjoles unequivocal evidence that in order to bertaeriously in the
global market-place the U.S. must avoid agreeingrte thing while actually doing something differefite non-
compliance with a NAFTA provision hurts the U.Sedibility with trading partners in regard to ourilép to enforce
existing obligations under trade agreements anceumities the U.S. ability to call on other countriesmeet their
obligations under trade agreements. Increasingiefity in trade between the United States and Mewitl benefit
both sides and strengthen President Calderon’snantet policies. But alas, the U.S. trade relatigmsvith Mexico is
now in peril, a victim of the politics of protectism and populism. And with the U.S. executive braof government
ready to declare the recession over, tariffs froexido are obviously detrimental to this economimoreery plan.

Although Canada and Mexico have traditionally btentop U.S. trade partners, the rapidly 21 pesggnannual
growth in U.S. — China trade from 2001 through 20€3ulted in China supplanting Mexico as the U.Snber two
trade partner in 2006. Despite dropping to thirdcpl as a U.S. trade partner, the value of Mexitade with the
United States still rose throughout the period. éftheless, many of the low-cost manufacturers imated to China
could have had Mexico as the main destination é $upply chain management infrastructure had beeplace
allowing cross-border trucking. This lack of ingtibnal laws and structures to support inter-mddaisportation fully
among NAFTA partners provided Mexico with an addedt while the U.S. benefited from the expansiotrade with
China. While perhaps understandable for Mexicartallfy slap duties on American goods as legallyn&ed, this will
either increase the costs of American consumeryatsdn Mexico or force consumers there to switdmds. Mexico
has free trade agreements with 43 nations, anét#liatory duties drive up the price of U.S. goadsMexico,
consumers there have plenty of options elsewheeanwhile, U.S. exporters will lose market sharMaxico, costing
more U.S. jobs and loss of income.

It should not be lost on any member of Congress ttie Great Depression was deepened significantlthb
Smoot-Hawley Tariff Act of 1930. While it may beljtizally popular to bash international trade dgrirecessionary
times, these types of actions will only serve tflidh more pain on the American people and willnish America’s
reputation for honoring legal commitments. The miadiee-trade era began during the Great Depressiter the
catastrophe of the 1930 tariff that ignited a “begthy-neighbor” reaction around the world, andftbes of goods and
services slowed tremendously. The 80-year histdryree trade progress is now under pressure froenglobal
recession. In the United States, labor union aatid views dominate the Democratic Congress antbgionism is
increasingly becoming popular in this country anldeos. This collapse in trade raises questions tatheufuture of
international business in a world of globalizatiomhe US President should press Congress to rdt#ytrade pacts
negotiated already with both Columbia and Panamadtition to the right message to Central and ISé8mterica, the
President should also press Congress to ratifaliteady negotiated FTA with South Korea. Thus f4r, Obama has
coddled protectionist supporters (Nau, 2010).

Fortunately, the U.S. — Canadian feud over lumbes é@nded. But looking southward, certainly the Gdam
administration needs to move forward quickly onesal/fronts simultaneously in order to avoid theptof managed
trade and protectionism. One of these minor yetotgmt initiatives is honoring the NAFTA pact are tarbitration
panel ruling and open-up the U.S. border to Mexitanking. A swift removal of the retaliatory Mexzig tariffs is
necessary as well. Despite these challenges, trwdof a seamless North American trade economybearealized
through sincere, fair, and trustworthy diplomacy atatesmanship going forward.

While the Mexican government has demonstrated pai@ver the years on the trucking impasse, perbape
of its disquiet stems from the disequilibrium iade: some 80 percent of Mexico’s merchandise egpuntmally go to
the U.S. whereas Mexico now receives about 12 pemfetotal U.S. exports of goods, making any tréitfea higher
stakes venture for Mexico. The Obama administraieecond year has nearly ended and no new vidianowing
forward to become a better trade partner with r@ogh to the north and south has been articulatbd.l@aders of the
two countries have been meeting in person but vthey get together they tend to be occupied withemmessing
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matters than trucks due to Mexico’s efforts to subthe drug cartels and the US concern of theospitlinto Arizona
and other border states. President Obama toldd@r@sCalderon that his administration is dealinthwie truck issue
but his administration wants to see more trade ntovail and sea and off the road (Palmer, 201&d&mwith Mexico,
2010).

CONCLUSION

The objective of this paper has been to emphak&éntportance of America’s commitment to trade agrents,
in particular under the NAFTA umbrella. The U.Sstmoved willing to disregard internationally agtemiles when
they did not coincide with American interests, aather rely on whatever weight or leverage it mags relations with
Canada and Mexico. The disputes represent a promnara revealing case where power-politics has gilexy over
international trade rules. Major U.S. economic guatitical interests have led to a disregard for CUS/NAFTA
provisions and left the two weaker trade partnersnégotiate whatever settlement may prove acceptablthe
Americans. The disputes raise key questions comggethe effective business of the Canadian-U.Snpgaship and the
Mexican-U.S. partnership.

The Canada-U.S. softwood lumber dispute has beenobrthe longest and most significant trade dispute
between the two countries. The dispute was pradrgy virtue of the fact that Canada and the Ud.omly are
partners to NAFTA, but also are members of the WNAEFTA contains provisions for the resolution ofrade dispute
by an arbitration panel. A WTO agreement knownhasRispute Settlement Understanding (DSU) sepgratelvides
for the creation of panels to resolve trade dispuBecause these NAFTA provisions and the DSU arallpl dispute-
settlement mechanisms, independent of each othisrpossible for a party to have separate recorgach of these
mechanisms.

Although the NAFTA proceedings were essentiallyofable to Canada, the U.S. was unwilling to look at
NAFTA, a regional trade agreement, as the apprtephiasis for resolving this regional dispute. Iadighe U.S. sought
to rely on its hegemonic economic power to coerapa@a to yield to the interests of U.S. producers.

The United States should have accepted the NAFTasibm. Admittedly, U.S. action along these lineggyim
require a high degree of statesmanship and pdlitieativity, and might result in U.S.-abandonmehscorched earth
litigation tactics that serve as an on-going barrietrade. Further, the United States must syviftbve to honor its
signatory obligation within the North American Fréeade Agreement to allow unfettered Mexican tragkservices
on American roadways.

One of the key contributions of this paper is biriggthe sixteen year feuds between contiguous ciegnio the
forefront and highlighting the costs and relateffialilties of conducting international trade in anvironment that has
now evolved into Mexico assigning significant retdry tariffs to U.S. exporters. A full-fledgedgfit between the
neighboring countries of Mexico and the United &ailone could threaten more than $350 billiomimual commerce
between the two parties and that is clearly in nigtointerest.

Future research suggestions include an investiyatiovhy NAFTA and other regional trade agreemdatk
adequate enforcement powers and how diplomacy @telssnanship can be brought to the forefront incthreduct of
international trade. The oversight and manageméopulism, protectionism, and tariffs and nonftabarriers to
trade should also be further researched in theegbof one or more RTAs.
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