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Introduction

Mexico’s Foreign Trade Policy has experienced dramatic changes from the
middle 80’s to now. In that period, the country dismantled most of its obstacles
to international trade; embraced the General Agreement on Tariffs and Trade
(GATT) membership; signed free trade agreements with a substantial amount of
countries, including the United States and the European Union (EU); and
became a founding member of the World Trade Organization (WTO). At the
same time, Mexico became very active in regional fora such as the Asia-Pacific
Economic Cooperation (APEC) arrangement, the Organization for Economic
Cooperation and Development (OECD), the Bank of Economic Reconstruction
and Development (BERD), the Iberian American Summits (IAS), and the
Americas Summit (AS).

Traditionally, Mexican Foreign Trade Policy has relied on unilateral, bilateral,
regional and multilateral approaches to the promotion of its trade interests in the
world. Prior to the middle 80’s, the Mexican Government pursued an Import
Substitution Policy (ISP) that favored local-national producers over foreign
products. Even foreign investment was discouraged, because at some point
local producers were expected to become strong enough to be able to compete
against foreign corporations. This was considered a temporary measure, since
Mexican producers were not supposed to be protected by Governmental
provisions forever, and, in fact, several foreign companies were allowed to carry
out operations in Mexico by being granted an exceptional treatment under

Mexican Foreign Investment Law.

Mexico joined the GATT until 1986. Prior attempts to become a member were
dropped since, it was argued, the country would lose sovereignty and power
decision-making in dealing with the management of the economy. Since then,
the Mexican economy opened, making domestic decision-making more and
more exposed to the imperatives of the international environment. This decision
was nurtured by the economic difficulties faced by the country in the 80’s. The
international prices of its main export product, the oil, diminished dramatically,
having devastated consequences for a country whose most important source of

revenues was the selling of oil products abroad. Mexico was also heavely



indebted, and the international creditors were not willing to deliver to the country
neither to other developing nations fresh credits, worsening the situation. Also,
the recession of the United States economy had important effects in Mexico,
due to the strong dependence on the American market for Mexican products. All
those circumstances claimed for dramatic changes in the Mexican economy
and eventually a restructuring of Mexico’s Foreign Trade and Foreign
Investment legislations were considered as a condition to discuss a
restructuring of the foreign debt with creditors, and a more predictable

relationship (via free trade agreements) with its major trade partners.

The coming of the North American Free Trade Agreement (NAFTA) is
considered a key decision to seal the economic reform carried out by Mexico. In
signing NAFTA, Mexico was able to institutionalized its economic relations with
the United States (and Canada), but also committed the Mexican Government

to behave in a predictable way as stated by the NAFTA provisions.

The NAFTA negotiations took place at a time when skepticism on the faith of
multilateral trade negotiations under the GATT framework, was flourishing.
Many countries believed that the GATT structure was no longer the best to
negotiate issues like market access and national treatment. The rules of
procedure, including the consensus and the single undertaking provisions made
more difficult to reach an agreement among its more than 120 members,
particularly during the Uruguay Round of multilateral trade negotiations. By
1989 it was believed that member countries should explore alternatives to
multilateralism in dealing with market access, and regionalism, apparently,
became an option. Between 1989 and 1994, more than 30 new wave regional
economic cooperation and/or integration initiatives were developed, such as
NAFTA (1994), the South American Common Market (MERCOSUR, 1991),
APEC (1989), the Association of Caribbean States (ACS, 1994), the African
Economic Community (AEC, 1991), the Arab Maghreb Union (AMU, 1989), the
West African Economic and Monetary Union (UEMOA, 1994), the Common
Market for Eastern and Southern Africa (COMESA, 1993), the Southern African
Development Community (SADC, 1992), the Central American Integration
System (SICA, 1991), and the Central European Free Trade Area (CEFTA,



1992), among others. This is not to suggest that the only reason to sign free
trade, customs union and common market agreements was the stagnation of
the GATT Uruguay Round, since each country involved in the mentioned
initiatives may have had specific needs and requirements when it comes to the
market access of its trade partners. However, the fact that the multilateral
approach was not perceived as an option, certainly contributed to the

perception that regionalism was a desirable process.

For Mexico, a free trade agreement with its major trade partner was a follow-up
step after the country was able to become a member of GATT. Thus, when the
Uruguay Round experienced a major stagnation, Mexico actively pursued a
comprehensive trade arrangement with the United States. Even though
multilateralism was identified as an important forum for Mexican authorities, the
fact that more than three quarters of Mexico’s total international trade were
carried out with one country made the NAFTA negotiations extremely attractive
and important. At that time, the US Government had already signed bilateral
free trade agreements with Israel (1985) and Canada (1989). Being Mexico its
third major trade partner, the United States considered feasible a free trade deal,
specially because it already had one with its major trade partner, that is,

Canada.

For the NAFTA negotiations to succeed, President George Bush Senior needed
the Congress to authorized the so-called fast-track authority with which the
Executive branch would be allowed to negotiated trade arrangements. Once
ready, they would be submitted for the consideration of legislators, so that they
ratify either reject the agreement, without the possibility of making amendments
to it. In order to negotiate NAFTA, President Bush Senior was granted the fast-
track authority. Several studies suggest that in signing NAFTA, the United
States Government paved the way for additional negotiations within the GATT
framework, since most of GATT members were not happy to know that major
economic powers were sponsoring free trade, customs union and/or common
market agreements far from the multilateral environment. Some analysts also
suggest that despite the fact that NAFTA is a matter of concern with respect to

the multilateral negotiating environment, several provisions of the agreement



served as “model negotiations” to nurture the Uruguay Round multilateral
negotiations. In any case, the fast-track authority granted to President Bush
Senior to sign NAFTA was also the same authority so that the United States
signed the Uruguay Round agreements and became member of the new-born
WTO.

By the time WTO was created, the enthusiasm over regional economic
cooperation and/or integration agreements was considerably high. The new
wave mentioned above remained in place, i. e. no single regionalization
initiative born in the 1989-1994 period neither in previous times was dismantled,
putting the multilateral trading system in a difficult coexistence with initiatives
based on the GATT article XXIV provision on free trade, customs union and/or

common markets arrangements.

Mexico, in fact, pursued additional free trade negotiations with countries in three
continents, despite the coming into force of the Uruguay Round agreements.
Thus, from the time the Uruguay Round experienced a dramatic stagnation to
now, Mexico signed 10 free trade agreements, that is —an apart from NAFTA-:
with Bolivia, Chile, Costa Rica, the so-called Group of Three (G3, including
Mexico, Colombia and Venezuela), Nicaragua, the so-called North Triangle (NT,
including Mexico, El Salvador, Guatemala and Honduras), the European Union,
the European Free Trade Association (EFTA), and Israel. Currently, Mexico
explores the possibility of concluding free trade agreements with MERCOSUR
countries —even though in this particular case the crisis experienced by
Argentina and the traditional rivalry with Brazil may postpone the negotiating

procedure-, and Japan.

The existence of a net of free trade initiatives raises concerns not only in
dealing with the multilateral trading system but also among the free trade
arrangements themselves. Some studies suggest the risk of overlapping
between the agreements. Mexico, in fact, experienced it, when NAFTA came
into force and Brazil claimed that the Mexican Government had failed to comply
with the provisions stated at the Montevideo Treaty of the Latin American

Association of Integration (LAAI), created long before NAFTA was born. The



most important problem, however, is the possibility of a multiple-compromising
scheme, considered by several practitioners trade promiscuity where each
arrangement intends to make prevail its particular provisions and rules. That is
why it is claimed that the multilateral trading system should prevail in dealing

with market access issues.

In any case, it would be fair to recognize that Mexico has pursued unilateral,
bilateral, regional and multilateral approaches to promote its economic interests
in the world. Unilateral measures have been considered necessary, for instance,
to face unfair competition practices by countries like China, whose products,
due to controversial production mechanisms happen to be very inexpensive.
Mexico has unilaterally imposed anti-dumping and countervailing duties to
Chinese products. These measures will become more difficult to implement due
to the Chinese membership at WTO —and in fact, Mexico negotiated a six to
eight year protection mechanism depending on the economic sector involved, to
protect its economy against Chinese products by the time Beijing became a full
member. Mexico has also signed bilateral agreements, like the ones, already
mentioned, with Israel and the European Union. Regionalism is very much in
the Mexican agenda, since, as explained before, most of the free trade
agreements signed in the past decade have been concluded with Latin
American Countries, without forgetting the Mexican participation in the US-
sponsored initiative to create a Free Trade Area of the Americas (FTAA). And,
speaking about multilateralism, apart from being a founding member of WTO,
Mexico will be hosting, in 2003, the WTO Ministerial Meeting where a new

multilateral round of trade negotiations is expected to continue.

Despite this multi-task approach shown by Mexico to promote its economic
interests in the world, it should not be forgotten that its most important trade
relationship is with the United States. NAFTA, in fact, has increased the already
intense structural existing relationship between Mexico and the US. The
northern neighbor takes most of Mexico’s international trade, a fact that has
pros and cons. The advantage of maintaining such a relation is that the United
States is the largest market in the world. The most important disadvantage is,

as witnessed today, the fact that a recession in that country in fact diminishes



consumption, thus harming Mexican products traditionally sold in the American
market. Some analysts also emphasize the political consequences of
maintaining a strong relationship between two asymmetrical countries like
Mexico and the United States, by suggesting the most vulnerable country, in
this case Mexico, is exposed to the imperatives of a country that is dominant
both in economic and non-economic terms, raising concerns about a limited
sovereignty. However, Mexico has not succeeded in diversifying its economic
links to other parts of the world, thus suggesting the signing of several free
trade agreements is more a political decision with minor economic impacts on

Mexico’s foreign trade.

What is that Mexico should do to promote its economic interests in the world in
a better way? Is it the current path the right one? The way in which the
economy was opened from the middle 80's to now has produced dramatic
transformations within Mexico. After being an essentially raw materials exporter,
today most of its export products are manufactures. As suggested before,
however, oil is still very important when it comes to the total revenues of the
country. Part of the explanation can be found in the amount of components
needed from abroad to produce manufactures in Mexico. Because the opening
of the economy was conducted too fast, local producers were not able to
compete against foreign products. Most of those companies collapsed, making
Mexican production very dependent upon components made abroad. Thus, if
Mexico intends to increase its exports, it is needed, in fact, to increase the
imports of foreign goods and services. Also, an analysis of Mexico’s trade
balance reveals the strong dependence on foreign food products to satisfy the
most basic consumption requirements of the Mexican society. Currently there is
a debate on the extend in which the fact that Mexico is not able to produce
enough food to feed its population constitutes a threat to the national security of
the country. This is just to say that free trade agreements are increasing trade
between Mexico and its partners, but free trade has also distorting effects that
Mexico has not been able to deal with, at the expense of its productive and
competitive capabilities. Thus, Mexico needs an industrial policy where the role
of free trade negotiations is clearly defined. At the same time, the debate on the

need of additional free trade, customs union and/or common market



agreements should be seen in face of the existing trade arrangements, the
overlapping between them, and the fulfilment or not of their goals. The
multilateral environment may be a good way to pursue trade negotiations by
countries like Mexico, capable of addressing specific issues of concern for other
developing and even developed countries, and also with the possibility of
working together with like-minded countries to succeed in the negotiating

process.

That does not solve, of course, the missing compatibility between the existing
free trade, customs union, and common market agreements and the multilateral
trading system. Yet, more than a hundred regional economic cooperation and/or
integration Initiatives exist all over the world and they cannot be ignored.
Virtually any country in any part pf the world, is involved in such initiatives. The
logical approach would be the multilaterilization of regionalism. That could be
done by multilateralizing the existing free trade, customs union and common
market initiatives, as suggested by some members of APEC. The other option,
seems to be more complex an very difficult to implement: the creation of a
multilateral negotiation environment where the participants would be, instead of
States, free trade, customs union and common market areas. This proposal, in
particular, would be very difficult to implement in the NAFTA region, where its
members, particularly the United States, do not seem to share common
negotiation interests with Mexico and Canada vis-a-vis other partners, such as
the EU. That is why Mexico already signed a free trade agreement with the
European Community, whilst the United States established on December 15™,
1995, the Transatlantic Agenda. Canada, on the other side, has not been able
to negotiate a trade arrangement with the EU. This illustrates the difficulties in
developing a common purpose within a region with respect to other parts of the
world. Only a few regional initiatives have consolidated a common approach in

that respect, being an exceptional example the European Union itself.

In the following pages, these matters will be discussed through the analysis of
Mexico’s Foreign Trade Policy. To do that, the first chapter will deal with the
economic reform carried out by Mexico from the middle 80’s to now and its

implications for the foreign trade policy of the country. The second chapter will



discuss the characteristics of the foreign trade policy of Mexico, by emphasizing
the unilateral, bilateral, regional and multilateral approaches pursued by the
Mexican Government to promote the economic interests of the country in the
world. From chapters three to six, four case studies of free trade negotiations
conducted by Mexico, will be examined. The first one is the NAFTA agreement,
which is the most important for economic and non-economic reasons,
considering that it involves the participation of Mexico’s major trade partner. The
next analysis focuses on the Mexico-European Union agreement, which is the
most comprehensive negotiation conducted, so far, by the Mexican Government.
Following in the analysis there is the Mexico-Costa Rica Free Trade Agreement,
and, finally, the Mexico-Israel Free Trade Agreement. These agreements were
not chosen by accident. Of the ten free trade agreements concluded by Mexico
in the past decade, these are either important and/or representative of Mexico’s
Foreign Trade Policy. NAFTA, for instance, is a mandatory reference, since it
paved the way for successive free trade negotiations. The agreement with the
European Union includes provisions that set economic and non-economic
standards for future trade negotiations conducted by Brussels. The agreement
with Costa Rica illustrates the way in which Mexico is promoting its economic
agenda in Latin America. Finally, the agreement with Israel, though hard to
justify in commercial terms, given the minimum importance of Israel in Mexico’s
total foreign trade, includes and excludes several economic sectors, a situation
which occurs in sharp contrast to other agreements signed by Mexico and Israel

with other partners.

This study finishes with concluding remarks on the debate over the challenges
that Mexico’s Foreign Trade Policy is facing in the years to come, the
desirability of additional free trade, customs union and/or common market
negotiations and the inevitable questions: what happens once trade
liberalization has been achieved through the agreements mentioned above —
since all of them have an average lasting time of 5 to 15 years? Will bilateral
relations evolve to a more comprehensive and inter-dependent relationship, say,
from a free trade area to a customs union - i. e. a common external tariff, or
from there to a common market? What are the chances for Mexico to redefine

its foreign trade strategy by multilateralizing the existing regional and bilateral



trade arrangements? Is Mexico willing to become a leader at the WTO
environment? Is the current Mexican Government in favor of designing a
comprehensive industrial policy for the next 20 years in which the role of
multilateral, regional and bilateral trade negotiations is clearly defined?

Before proceeding to the analysis of the issues mentioned above, | would like to
take this opportunity to thank my dear colleague and friend Professor Moénica
Gonzélez for sharing her views on several matters discussed bellow, and also
for her valuable time and work in organizing the index at the end of this

research.
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