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THE WHITE HOUSE 


Office of the Press Secretary 


For Immediate Release August 12, 1992 


STATEMENT BY THE PRESIDENT 


Today marks the beginning of a new era on the North 
American continent. This morning, the United States, Mexico, 
and Canada are announcing the completion of negotiations for a 
North American Free Trade Agreement -- NAFTA. I want to 
express deep appreciation to Ambassador Carla Hills, our United 
States Trade Representative , and to Secretary Serra of Mexico 
and Minister Wilson of Canada for this outstanding achievement. 


This historic trade agreement will further open markets in 
Mexico, Canada, and the United States. It will create jobs and 
generate economic growth in all three countries. 


The Cold War is over. The principal challenge now facing 
the United States is to compete in a rapidly changing and 
expanding global marketplace. This agreement will level the 
North American playing field, allowing American companies to 
increase sales from Alaska to the Yucatan. By sweeping aside 
barriers and expanding trade, NAFTA will make our companies 
more competitive everywhere in the world. We have seen this 
happen with the u.s.-canada Free Trade Agreement; we will see 
it even more with the NAFTA. 


Open markets in Mexico and Canada mean more American jobs. 
Our nation is the world's leading exporter -- well ahead of 
Japan and Germany. Today, over seven million Americans are 
hard at work making products that will be sold around the 
world. Export-related jobs pay 17 percent more than the 
average U.S. wage. These jobs are the kind that our nation 
needs to grow and prosper -- the kind that showcase American 
talent and technology. 


More than 600,000 Americans are now employed making 
products and selling them to Mexico -- our fastest growing 
major export market. We sold over $33 billion worth of goods 
to Mexico last year, and are projected to sell _$44 billion this 
year. In the last five years, as President Salinas has 
dismantled many longstanding Mexican trade and investment 
restrictions, our exports to Mexico have nearly tripled -
that's more than one-quarter of a million new American jobs. 
This agreement helps us lock in these _gains and build on them. 
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Last year the Congress endorsed moving forward with NAFTA 
by extending the ''fast track" procedures for congressional 
consideration and implementation of trade agreements. The 
successful completion of the NAFTA talks shows how much can be 
accomplished when the Executive Branch and the Congress work 
together to do what is best for our Nation. I will work 
closely with Congress for rapid implementation. 


At the time "fast track" was extended, I outlined steps we 
would take to address environmental and labor concerns. We 
have taken every promised step, and we are meeting -- or 
beating -- every commitment I outlined. 


This is the first time a trade agreement has included 
stringent provisions to benefit the environment. The NAFTA 
maintains this nation's high environmental, health, and safety 
standards. In fact, it goes even further and encourages all 
three countries to seek the highest possible standards. 


The Environmental Protection Agency and its Mexican 
counterpart have already developed a comprehensive integrated 
border plan to clean up air, water, and hazardous waste along 
the Rio Grande. These problems are serious, but they will be 
solved by environmental cooperation, increased trade, and 
higher levels of economic growth -- not protectionism. 
Unfortunately, Congress has reduced funding for our border plan 
in the appropriations process -- I ask Congress to fully fund 
these important environmental initiatives. 


With NAFTA, we are moving forward with our trade strategy. 
Trade is part of my long-term economic growth plan to create 
more opportunities for all Americans. In a changing world, we 
must give our workers the education and skills they need to 
compete, and assistance and training to find good jobs. 


I've said many times: level the playing field and the 
American worker can out-think, out-produce, and out-work 
anyone, anytime. 


Today's historic agreement links our future with our past. 
Five centuries ago this very month, a man of courage and vision 
set sail from the Old World in search of new trade routes and 
opportunities. Christopher Columbus was an entrepreneur -- and 
the journey he started 500 years ago c o tinues to pay off 
apundantly today. By moving forward wi~h the North American 
Free Trade Agreement, we will replenish that investment, 
opening up new horizons of opportunity and enterprise in the 
New World. 


# # # 







KEY POINTS: NORTH AMERICAN FREE TRADE AGREEMENT (NAFTA) 


NAFTA IMPLEMENTS PRESIDENT BUSH'S VISION OF CONTINENTAL FREE TRADE 


o Since President Bush took office, the United States has 
regained its position as the world's No. 1 exporter, with $422 
billion in exports supporting 7.5 million jobs in 1991. Those 
export-related jobs pay 17% more than the average U.S. job. 


o NAFTA will increase growth and jobs by linking us to our first 
and third largest trading partners, Canada and Mexico. 


Exports to Mexico have almost tripled since 1987, to an 
estimated $44 bn (est. $8 bn surplus) in 1992. 85% of US 
exports to Mexico are manufactured goods. 


Since 1988, the year the U.S.-Canada Free Trade Agreement 
was concluded, exports to Canada have risen $13 billion 
-- 19 percent -- to $85 billion in 1991. 


o More than 600,000 Americans owe their jobs to our exports to 
Mexico. That number is expected to swell to over one million 
by 1995 if NAFTA and Mexican economic reforms are implemented. 
All credible academic studies predict NAFTA will produce 
significant net u.s. job creation and real wage gains. 


NAFTA WILL GENERATE JOBS AND BOOST EXPORTS BECAUSE IT: 


o Eliminates tariffs and nontariff barriers. About 65 percent 
of u.s. exports of industrial and agricultural goods will 
enter Mexico duty-free either when NAFTA is implemented or 
within five years; 


o opens Mexico's $146 billion services market. u.s. banks, 
insurance, trucking and telecommunications companies (and 
others) will have long-standing barriers removed. NAFTA will 
also improve access to Canada's $285 billion services market; 


o Opens up the North American auto market. NAFTA will slash 
Mexican tariffs by half immediately and phase-out restrictions 
that have kept u.s. parts and vehicles out of Mexico's auto 
market; 


o Provides fair rules for investors. u.s. companies in Mexico 
and Canada will be_ granted equal treatment with nationals, and 
·will no longer face export or "local content" requirements; 


o strengthens patent, copyright, and trademark protection. 


NAFTA WILL SAFEGUARD U.S. WORKERS AND SENSITIVE INDUSTRIES 


o NAFTA gives sensitive sectors time to adjust to full 
competition by gradually phasing out tariffs and by providing 
a safeguard against injurious import surges; and through 
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Tough rules of origin to prevent non-NAFTA countries shipping 
products through canada or Mexico to take advantage of NAFTA. 


The Administration is also working with ~~e Congress to ensure 
that effective, adequately funded worker adjustment assistance 
is in place by the time NAFTA is implemented. 


NAFTA WILL ENHANCE ENVIRONMENTAL PROTECTION IN NORTH AMERICA 


o NAFTA specifically protects U.S. health, safety, and 
environmental standards. Furthermore, NAFTA allows states and 
cities in NAFTA countries to enact tougher standards. 


o NAFTA also permits parties to restrict trade.in enda~gered 
species and to take other steps pursuant to 1nternat1onal 
environmental accords. 


o Presidents Bush and Salinas have already increased cooperation 
on common environmental problems: 


In February 1992, the two presidents announced the 
"Integrated Environmental Plan for the Border" which will 
oversee working groups on air and water pollution, waste 
and hazardous waste management, and emergency response. 


Mexico has pledged $460 million over three years and 
President Bush's FY93 budget includes $241 million--twice 
the level in FY92--for the border's rivers, air, and 
waste. Unfortunately, Congress cut this request by 
almost $100 million. 


o In the longer term, NAFTA will help Mexico's economy grow, 
creating more resources for the environment. Studies show 
that as a nation's GDP increases, pollution decreases. 


NAFTA-LED GROWTH IN MEXICO WILL HAVE OTHER BENEFITS FOR THE U.S. 


o As Mexico's economy grows, it will import more: 70 cents of 
each Mexican import dollar -- and 15 cents of each additional 
dollar of Mexican income -- is spent on U.S. goods. 


o NAFTA has focussed attention on critical infrastructure needs 
at the border; the US and Mexico are building bridges, 
improving crossing points, and upgrading border facilities. 


o NAFTA-led growth will diminish pressure to emigrate to the us 
by creating new jqbs and higher wages for Mexicans at home. 
One study projected 1.3 million fewer immigrants from NAFTA. 


THE ADMINISTRATION WILL WORK CLOSELY WITH CONGRESS TO IMPLEMENT 
NAFTA SO THAT THE AMERICAN PEOPLE CAN BENEFIT AS SOON AS POSSIBLE 







EXAMPLES OF NAFTA'S MARKET-OPENING PROVISIONS 


TARIFFS: Approximately 65 percent of U.S. industrial and 
agricultural exports to Mexico, will be eligible for duty-free 
treatment e i ther immediately or within five years. Mexico's 
tariffs currently average 10 percent, which is two-and-a-half 
times the average u.s. tariff. 


FINANCIAL SERVICES: Mexico's closed financial services markets 
will be opened and u.s. banks and securities firms will be 
allowed to estabristr who1ly-~ subsidiaries-. Existing 
restrictions, including limits on foreign market share, will be 
eliminated by January 1, 2000, giving U.S. banks and securities 
firms the opportunity to compete. with . . local.. firms. 


INSURANCE: u.s. insurance firms will gain major new opportunities 
in the Mexican market: firms with existing joint ventures will be 
permitted to obtain 100-percent ownership by 1996 and new 
entrants to the market can obtain ·a majority stake in Mexican 
firms by 1998. By the year 2000, all equity and market share 
restrictions will be eliminated, opening up completely what i s 
now a $3.5 billion market. 


TELECOMMUNICATIONS: NAFTA opens Mexico's $6 billion 
telecommunications services and equipment market. It gives U.S. 
providers of voice mail or packet-switched services 
nondiscriminatory access to the Mexican public telephone network 
and eliminates all investment restrictions by July 1995. 


TRUCKING: More than 90 percent of u.s. trade with Mexico is 
shipped by land, yet U.S. truckers have been denied the right to 
carry cargo in Mexico or to own warehouses. With NAFTA, U.S. 
truckers will no longer be forced to "hand off" trailers to 
Mexican drivers and return home empty . . NAFTA will permit U.S. 
trucking companies to carry international cargo to the Mexican 
states contiguous to the U.S. by 1995, and gives them cross
border access to all of Mexico by the end of 1999. 


MOTOR VEHICLES AND AUTO PARTs- T-ARIFFS·:- U.s· ~ autos and light 
trucks will enjoy greater access to Mexico, which has the 
fastest-growing auto market in the world. With NAFTA, Mexican 
tariffs on vehicles and light trucks will be cut in half 
immediately. Within five years, duties on three-quarters of u.s. 
parts exports to Mexico will be eliminated and Mexican "trade 
ba).ancing" and "local content requirements" will be phased out 
over ten years. 


AUTO RULE OF ORIGIN: Only vehicles with substantial North 
American parts and labor content will benefit from tariff cuts 
under NAFTA's strict rule of origin •.. NAFTA will require that 
autos contain 62.5 percent North American content, considerably 
more than _the so percent content requirement of the u.s.-canada 
Free Trade Agreement. NAFTA contains tracing requirements so 







that individual parts can be identified to determine the content 
of major components and sub-assemblies, e.g. engines. 


TEXTILES AND APPAREL: Barriers to trade on $250 million of U.S. 
exports of textiles and apparel to Mexico will be eliminated 
immediately and another $700 million will be freed from 
restriction within 6 years under NAFTA. All North American trade 
restrictions will be eliminated within ten years, and tough rules 
of origin will ensure that the benefits of trade liberalization 
accrue to North American producers. 


AGRICULTURE: Mexico-· ±mpoL ted $3 billion- irr U.S. agricultural 
goods last year, making it our third-largest market. NAFTA will 
immediately eliminate import licenses, which were required on 25 
percent on u.s. agricultural expo.r.:ts... .. las.t . _year . and will phase out 
Mexican tariffs. 


ENERGY: NAFTA provides increased access for U.S. firms to 
Mexico's electricity, petrochemical, gas, and energy services and 
equipment markets. 


INTELLECTUAL PROPERTY RIGHTS: NAFTA provide a higher level of 
protection than that in any other bilateral or multilateral 
agreement. u.s. high technology, entertainment, and consumer 
goods producers that rely on protection for their patents, 
copyrights, and trademarks will all realize substantial gains 
under NAFTA. For example, NAFTA will limit compulsory licensing, 
resolving an important concern with Canada. 


INVESTMENT: Mexican "domestic content" rules will be eliminated, 
permitting additional sourcing of U.S. inputs and, for the first 
time, U.S. companies operating in Mexico will receive the same 
treatment as Mexican-owned firms. Mexico has agreed to drop its 
export performance requirements, which presently force firms to 
export as a condition of being allowed . to . invest .• . 







A quick reference aid on US foreign policy 


US-Mexico Relations 


US-Mexico Cooperation 
and NAFTA 


The US-Mexican partnership is based 
on a deep mutual respect for the forces 
of democracy and free markets. 
President Bush and Mexican President 
Carlos Salinas have deepened the 
bilateral relationship through numer
ous initiatives and extensive coopera
tion on a wide range of issues. When 
the two Presidents met in 1990, 
President Bush said, "[L]et us begin 
this new century not simply as neigh
bors, but as friends," while President 
Salinas has stated that US-Mexico 
relations are on the brink of a "new 
era." 


Mexico's dramatic market-based 
economic refonns, which began in the 
early 1980s, laid the foundations upon 
which this new era could be built. 
Presidents Bush and Salinas seized the 
opportunity to cement an enduring and 
mutually beneficial US-Mexico rela
tionship when they announced in June 
1990 their intention to negotiate a 
North American Free Trade Agree
ment (NAFTA). 


They had a vision that, by breaking 
down the economic barriers throughout 
the continent, NAFTA would-not-only 
create opportunities for US economic 
growth but serve as a basis for enhanc
ing ongoing US-Mexico cooperation on 
a host of issues. As the two countries 
enter the 21st century, cooperation on 
issues such as migration, environmen
tal pollution, and narcotics control
which do not respect national bor
ders-is of critical importance. 


US Department of State 
Bureau of Public A/fairs 
Office of Public Comrnmication 


US Mexico cooperation-already is 
at historic levels. Among other efforts, 
the two countries have reinvigorated 
the Binational Commission whose 
working groups meet regularly at the 
ministerial level to enhance cooperation 
on such issues as agriculture, culture, 
environment, labor, migration, narcot
ics control, and legal matters. The US
Mexican Binational Committee on 
Bridges and Border Crossings facili
tates legal traffic across the 2,000-mile 
border-the busiest border in the 
world. State and local governments 
along the border also cooperate 
extensively on tourism, education, and 
other concerns. As Mexico continues to 
implement political and economic 
reforms based upon democratic and 
free enterprise principles, the relation
ship will improve even more. 


Growing Economic Ties and · 
Economic Reform In Mexico 


Supporting and encouraging market
based economic liberalization in Mexico 
is in the US interest. This liberaliza
tion, which NAFTA will enshrine and 
expand, has led directly to Mexico's 
economic growth and, consequently, to 
errlr.mced-opportunities for-US exports 
and investment. 


As the Mexican economy has grown 
(13.1% since 1987), so have US exports. 
Since 1987, US exports to Mexico have 
more than tripled to a projected $44 
billion in 1992. Mexico has become 
America's third largest trading partner 
and the fastest-growing US export 
market. Mexico recently overtook 
Japan as America's second largest 
export market for manufactured goods. 


The United States now sells more per 
capita to Mexicans ($350) than to far 
wealthier members of the European 
Community ($266). 


The United States can expect that 
further Mexican economic growth will 
translate into US gains through 
increased demand for imports. For 
every $1 of income growth, Mexicans 
spend 14 cents on US products, and 
Mexico purchases 70% of its imports 
from the United States. Given the 
increasing importance of international 
markets in today's economy, encourag
ing economic growth in a market open 
to US exports helps ensure continued 
US prosperity. 


Mexico's moves toward a market 
economy in the 1980s and 1990s has 
been key to the growth in US-Mexico 
economic ties. Mexico has rejected its 
traditional economic policies, which had 
restricted imports and investment and 
had sealed off its economy from 
competition. 


Mexico has reduced trade barriers, 
privatized more than 900 state enter
prises, denationalized the banking 
industry, and deregulated many sectors 
ofthe economy. In 1986, Mexico joined 
the General Agreement on Tariffs and 
Trade. Under President Salinas' 
leadership, the economic reform 
program has been accelerated with 
considerable results: Mexico has low 
inflation; a stable, market-based, and 
fully convertible currency; a dramati
cally improved investment climate; and 
a bold plan for agricultural refonn. 
N AFT A will lock in this progress and 
further reduce Mexico's trade barriers, 
encouraging growth in both countries. 


July 31, 1992 







Democratic Refonn In Mexico 


Mexico's political reforms reflect and 
underpin the country's economic 
transformation. Opposition parties and 
non-governmental interest groups have 
achieved expanded access to the 
political process, while Mexico's two 
most recent elections, in August 1991 
and July 1992, were the fairest in its 
history. 


The Salinas Administration has 
attacked long-standing corruption 
problems, dismissing several high-level 
officials and more than 600 government 
employees, To improve human rights 
performance, the government estab
lished the National Commission on 
Human Rights in 1990 and initiated a 
12-point plan to ensure that the 
Mexican police respect the human 
rights of detainees. The commission is 
i.t:lvestigating and correcting abuses, 
resolving controversial cases, reducing 
official impunity for abuse of power, 
and earning considerable foreign and 
domestic respect for doing so. 


Mexican Foreign Relations 


The new era of US-Mexico relations 
has achieved closer cooperation on key 
foreign policy issues. Mexico already 
has made a significant contribution to 
ending civil strife in Central America, a 
major US foreign policy goal. As one of 
the countries leading efforts toward 
peace in Central America, Mexico 
helped persuade the rebel forces and 
Government in El Salvador to demobi
lize and end their war. Similarly, 
Mexico has played a constructive role 
in encouraging the end to armed 
conflict in Guatemala. Overall, like the 
United States, Mexico has been an 
important voice in supporting the 
growth of democracy and free market 
reform throughout Latin America and 
the Caribbean. 


Environment 


For more than 100 years, the United 
States and Mexico have been cooperat
ing on joint ·environmental problems. 
Since 1889, the bilateral International 
Boundary and Water Commission, has 


addressed boundary and water prob
lems. Recently, growing populations 
and industries along the border began 
posing environmental, economic, and 
infrastructure challenges to both 
countries. In response, the two 
governments signed the 1983 La Paz 
Border Environment Agreement, 
which established a program for 
environmental coordination to address 
problems with air and water pollution, 
hazardous waste, and environmental 
enforcement. 


Building upon this agreement, 
Pres.i~Q.Sal.iAII.i PeleiMliiEl 
in 1992 an Integrated Border Environ
mental Plan to deal with border 
pollution problems. Mexico has 
committed $460. million to environmen
tal infrastructure projects along the 
border over the next 3 years. The 
Bush Administration has requested 
$241 million in FY 1993 alone to 
support border environmental projects. 


Immigration and Law Enforcement 


Millions of border crossings and 
increasing population in the border 
areas pose problems for US and 
Mexican immigration and law enforce
ment officials. To address these 
problems, the Mexican Government 
created a special police force known as 
Gru:po Beta that has reduced violence 
by alien smugglers and others and 
more effectively monitored border 
traffic. In 1991, Mexican officials 
apprehended 133,300 third-country 
nationals (up from 13,000 in 1988), the 
majority of whom were headed to the 
United States, thereby saving the US 
millions of dollars in detention costs. 


To deter illegal entry to the United 
States, the US Immigration and 
N~f~NS)·hae--· · 
upgraded fencing in certain border 
areas. INS is deploying more than 300 
additional Border Patrol agents, most 
of them along the border with Mexico. 
It also is improving cooperation with 
the Gru:po Beta. 


Continued Mexican economic 
growth, enhanced by free trade with 
the US, will increase job opportunities 
in Mexico, thereby reducing over time 
the pressures for illegal immigration to 


the US. The Commission for the Study 
of International Migration and Coop
erative Economic Development 
reported to the Congress and President 
in 1990 that economic growth in the 
home countries of migrants is the 
single most important long-term 
remedy to the problem of unauthorized 
migration to the United States. In the 
interim, however, humane law enforce
ment is key to US-Mexican coopera
tion. 


Anti-Narcotics Cooperation 


President Salinas shares the US 
Government's deep concern over illegal 
drugs and has supported enhanced 
bilateral cooperation to stem their 
spread to North America. Mexico has 
become a leader in promoting regional 
cooperation to stop drug-trafficking. it 
also has played a key role in an anti
narcotics effort ofthe Organization of 
American States. 


The Salinas Administration has 
increased resources devoted to the war 
on drugs from $37 million in 1989 to $77 
million in 1991. It has eradicated one
third of the 1991 estimated marijuana 
crop and two-thirds of the opium poppy 
crop. Mexico has reformed its legal 
system to make money-laundering and 
other drug-related financial activity 
crimes and is undertaking a vigorous 
asset seizure program. The govern
ment also has broadened drug treat
ment, education, and prevention 
programs to reach its young people. 


US-Mexico anti-narcotics coopera-
. tion has reached unprecedented levels 
in policy coordination and operations. 
The US-Mexico Mixed Permanent 
Commission reviews cooperative 
efforts. The Mutual Legal .Assistance 
Treaty enhances the capability of both 
governments to prosecute criminals 
operating on both sides of the border. 
The countries are preparing joint 
training teams to assist Central and 
South American nations in implement
ing drug education and treatment 
programs. The United States supplies 
helicopters and sophisticated aircraft to 
Mexico's rapid response force (North
ern Border Response Force). • 
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INTRODUCTION 


This document provides a synopsis of the proposed North American Free 


Trade Agreement. 


On August 12, 1992, Canadian Minister of Industry, Science and Technology 


and Minister for International Trade Michael Wilson, Mexican Secretary of 


Trade and Industrial Development Jaime" Serra and United States Trade 


Representative Carla Hills completed negotiations on a proposed North 


American Free Trade Agreement (NAFIA). Officials of the three governments 


have been directed ro complete work on the final text of the Agreement as 


soon as possible. The final text will be made public when completed. The 


following description does 1Wt itself constitute an agreement between the three .. 
countries and is nat intended as an iriterpretation of the final text. 


For ease of reference a summary of significant environmental provisions of 
I 


the NAFTA is included at the end of this document. 


-, 
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PREAl\ffiLE 


The Preamble to =tfi_e- NAFT A sets out the principles and aspirations on which the Agreement 
is based. It affirmfthe three countries' commitment to promoting employment and economic 
growth in each country through the expansion of trade and investment opportunities in the 
·tree-trade area and by enhancing the competitiveness of Canadian, Mexican and U.S. firms 
in global markets, in a manner that protects the environment. The Preamble confirms the 
resolve of the NAFT A partners to promote sustainable development, to protect, enhance and 
enforce workers' rights and to improve working conditions in each country. 


OBJECTIVES AND OTIIER OPE~1NG PROVISIONS 


The opening provisions of the NAFT A formally establish a free trade area between Canada, 
Mexico and the United States, consistent with the General Agreement on Tariffs and Trade 
(GA TI). They set out the basic rules and principles that will govern the Agreement and the 
objectives that will serve as the basis for interpreting its provisions. 


The objectives of the Agreement are to eliminate barriers to trade, promote conditions of fair 
competition, increase investment opportunities, provide adequate protection for intellectual 
property rights, establish effective procedures for the implementation and application of the 
Agreement and for the resolution of dispute~ and to further trilateral, regional and 
multilateral cooperation. The NAFTA countries will meet these objectives by observing the 
principles and rules of the Agreerpent, such a.S national treatment, most-favored-nation 
treatment and procedural •transparency•. 


Each country affirms its respective rights and obligations under the GATI and other 
international agreements. For purposes of interpretation, the Agreement establishes that the 
NAFT A takes priority over other agreements. . .to the extent there is any conflict, but provides 
for exceptions to this general rule. For example, the trade provisions of certain 
environmental agreements take precedence over NAFf A, subject to a requirement to 
minimize inconsistencies with the Agreement. 


The opening provisions also set out a general rule regarding the application 'of the Agreement 
to sub-federal levels of government in the three countries. In addition, this:"'SSction defines 
terms that apply to the whole Agreement, to ensure uniform and consistent usage. 







'. 


RULES OF ORIGIN 


NAFTA eliminates_ all tariffs on goods originating in Canada, Mexico and the United States 
over a •transition:~riod". Rules of origin are necessary to defme which goods are eligible 
for this prefere~t:W- tariff treatment. 


-Till~ section of the Agreement is designed to: 


• ensure that NAFr A benefits are accorded only to goods produced in the North 
American region- not goods made wholly or in large part in other countries; 


• provide clear rules and predictable results; and 


• minimize administrative burdens for exporters, importers and producers trading under 
NAFfA. 


The rules of origin specify that goods originate in North America if they are wholly North 
American. Goods containing non-regional materials are also considered to be North 
American if the non-regional materials are sufficiently transformed in the NAFT A region so 
as to undergo a specified change in tariff classification. In some cases, goods must include a 
specified percentage of North American content in addition to meeting the tariff classification 
requirement. The rules of origin section also Contains a provision similar to one in the 
Canada-United States Free Trade Agreement (Fr A) that allows goods to be treated as 
originating when the finished good is specifically named in the same tariff subheading as its 
parts and it meets the required value content test . . . 
Regional value content may be calculated using either the "transaction-value• or the "net
cost" method. The transaction-value method is based on the price paid or payable for a 
good; this avoids the need for complex cost accounting systems. The net-cost method is 
based on the total cost of the good less the costs of royalties, sales promotion, and packing 
and shipping. Additionally, the net-cost method sets a limitation on allowable interest. 
Although producers generally have the option to use either method, the net-cost method must 
be used where the transaction value is not acceptable under the GA TI Customs Valuation 
Code, and must also be used for certain products, such as automotive goods. 


In order to qualify for preferential tariff treatment, automotive goods must contain a specified 
percentage of North American content (rising to 62.5 percent for passenger automobiles and 
light trucks as well as engines and transmissions for such vehicles, and to 60 percent for 
other vehicles and automotive parts) based on the net-cost formula. In calculating the content 
level of automotive goods, the value of imports of automotive parts from outside the NAFT A 
region will be traced through the production chain to improve the accuracy of the content 
calculation . . RegionaLcontent averaging .provisions afford administrative flexibility for 
automotive parts producers and assemblers. 
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A de minimis rule prevents goods from losing eligibility for preference solely because they 
contain minimal amounts of "non-originating• material. Under this rule, a good that would 
ot.~e!'VI.ise fail to meet a specific rule of origin will nonetheless be considered to be North 
American if the yal.ue of non-NAFTA materials comprises no more. than seven percent of the 
price or total ~t-oJ the good. · 


CUSTOMS ADMINISTRATION 


In order to ensure that only goods satisfying the rules of origin are accorded preferential 
tariff treatment under the Agreement, and .to provide certainty to and streamlined procedures 
for importers, exporters and producers of the three countries, the NAFT A includes a number 
of provisions on customs administration. Specifically, this section provides for: 


• uniform regulations to ensure consistent interpretation, application and administration 
of the rules of origin; 


• a uniform Certificate of Origin as well as certification requirements and procedures 
for importers and exporters that claim preferential tariff treatment; 


• common record-:keeping requirements in the three countries for such goods; 


• rules for both traders and customs authorities with respect to verifying the origin of 
such goods; 


. 
• importers, exporters and producers to · obtain advance rulings on the origin of goods 


from the customs authority of the country into which the goods are to be imported; 


• the importing country to give exporters and producers in other NAFT A countries 
substantially the same rights of review and appeal of its origin determinations and 
advance rulings as it provides to importers in its territory; 


• a trilateral working group to address future modifications of the.rules of origin and 
the uniform regulations; and 


-.~,. 


• specific time periods to ensure the expeditious resolution of disputes regarding the 
rules of origin between NAFT A partners. ··3J 
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TRADE IN GOODS 


National Treatment 


The NAFrA iit~rates the fundamental national treatment obligation of the GAIT. Once 
goods have beerl-imported into one NAFI' A country from another NAFr A country, they 
·m1J'S1 not be the object of discrimination. This commitment extends to provincial and state 
measures. 


Market Access 


These provisions establish rules governing trade in goods with respect to customs duties and 
other charges, quantitative restrictions, . such as quotas, licenses and permits, and import and 
export price requirements. They improve and make more secure the access for goods 
produced and traded within North America. 


Elimination of Tariffs: The NAFT A provides for the progressive elimination of all tariffs 
on goods qualifying as North American under its rules of origin. For most goods, existing 
customs duties will either be eliminated immediately or phased out in five or 10 equal annual 
stages. For certain sensitive items, tariffs will be phased out over a period of up to 15 
years. Tariffs will be phased out from the applied rates in effect on July 1, 1991, including 
the U.S. Generalized System of Preferences (GSP) and the Canadian General Preferential 
Ta.riff (GPT) rates. Tariff phase-outs under the Canada-U.S. FTA will continue as scheduled 
under that Agreement. The NAFT A provides that the three countries may consult and agree 
on a more rapid phase-out of tariffs. 


Import and Export Restrictions: All three Countries will eliminate prohibitions and 
quantitative restrictions applied at the border, such as quotas and import licenses. However, 
each NAFf A country maintains the right to impose border restrictions in limited 
circumstances, for example, to protect human, animal or plant life or health, or the 
environment. Special rules apply to trade in agriculture, autos, energy and textiles. 


Drawback: NAFf A establishes rules on the use of "drawback" or similar programs that 
provide for the refund or waiver of customs duties on materials used in the production of 
goods subsequently exported to another NAFTA country. 


Existing drawback programs will terminate by January 1, 2001, for Mexico-U.S. and 
Canada-Mexico trade; the Agreement will extend for two years the deadline established in 
the Canada-U.S. FfA for the elimination of drawback programs. At the time these 
programs are eliminated, each NAFTA country will adopt a procedure for goods still subject 
to duti~ in the free trade area to avoid the "double taxation" effects of the payment of duties 
in two countries. 
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Under these procedures, the amount of customs duties that a country may waive or refund 
under such programs will not exceed the lesser of: 


• duties o~¢ ~or paid on imported, non-North American materials used in the 
production-of a good subsequently exported to another NAFT A country; or 


·- duties paid to that NAFr A country on the importation of such good. 


Customs User Fees: The three countries have agreed not to impose new customs user fees 
similar to the U.S. merchandise processing fee or the Mexican customs processing fee 
("derechos de tnimite aduanero"). Mexico will eliminate by June 30, 1999, its existing 
customs processing fee on North American goods. The United States will eliminate its 
current merchandise processing fee on goods originating in Mexico by the same date. For 
goods originating in Canada, the United States currently is phasing down and will eliminate 
this fee by January 1, 1994, as provided in the Canada-U.S. FI'A. 


Waiver of Customs Duties: The NAFI' A prohibits any new performance-based customs duty 
waiver or duty remission programs. Existing programs in Mexico will be eliminated by 
January 1, 2001. Consistent with the obligations of the Canada-U.S. FTA, Canada will end 
its existing duty remission programs by January 1, 1998. 


Export Taxes: The NAFf A prohibits all three countries from applying export taxes unless 
such taxes are also applied on goods to be consumed domestically. Limited exceptions allow 
Mexico to impose export taxes in order to relieve critical shortages of foodstuffs and basic 
goods. 


Other Export Measures: When .a NAFI'A eountry imposes an export restriction on a 
product, it must not reduce the proportion of total supply of that product made available to 
the other NAFT A countries below the level of the preceding three years or other agreed 
period, impose a higher price on exports to another NA.FI'A country than the domestic price 
or require the disruption of normal supply channels. Based on a reservation that Mexico has 
taken, these obligations do not apply as between Mexico and the other NAFrA countries.·· 


Duty-Free Temporary Admission of Goods: The Agreement allows business persons covered 
by NAFTA's "temporary entry" provisions to bring into a NAFTA country professional 
equipment and "tools of the trade" on a duty-free, temporary basis. These_z:ules also cover 
the importation of commercial samples, certain types of advertising fllms, and goods 
imported for sports purposes or for display and demonstration. Other rules..provide that by 
1998 all goods that are returned after repair or alteration in another NAFTA country will re
enter duty-free. The United States undertakes to clarify what ship repairs done in other 
NAFI'A countries on U.S.-flagged vessels qualify for preferential duty treatmenL 


' 
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Country-of-Origin Marking: This section also provides principles and rules governing 
country-of-origin marking. These provisions are designed to minimize unnecessary costs and 
facilitate the flow of trade within the region, while ensuring that accurate information about 
the country of origin remains available to purchasers. 


Alcoholic BeviciJ.g~s - Distinctive Products: The three countries have agreed to recognize 
Canadiari ·wruskey-, Tequila, Mezcal, Bourbon Whiskey and Tennessee Whiskey as 
· ·d~ctive products" and to prohibit the sale of products under these names unless they meet 
the requirements of their country of origin. 


TEXTILES AND APPAREL 


This section provides special rules for trade in fibers, yarns, textiles and clothing in the 
North American market. The NAFr A textiles and apparel provisions take precedence over 
those of the Multifiber Arrangement and other agreements between NAFTA countries 
applicable to textile products. 


Elimination of Tariff and Non-Tariff Barriers 


The three countries will eliminate immediately or phase out over a maximum period of 
10 years their customs duties on textile and apparel goods manufactured in North America 
that meet the NAFT A rules of origin. In addition, the United States will immediately 
remove import quotas on such goods produced in Mexico, and will gradually phase out 
import quotas on Mexican textile and apparel goods that do not meet such rules. No 
NAFr A country may impose any new quota, except in accordance with specified 
"safeguards" provisions. 


Safeguards 


If textile or apparel producers face serious damage as a result of increased imports from 
another NAFrA country, the importing country may, during the "transition period-, either 
increase tariffs or, with the exception of Canada-U.S. trade, impose quotas on the imports to 
provide temporary relief to that industry, subject to specific disciplines. In the case of goods 
that meet NAFr A's rules of origin, the importing country may take safeguard actions only in 
t.'le form of tariff increases . 


. • 
·' 
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Rules of Origin 


Specific rules of origin in the NAFr A define when imported textile or apparel goods qualify 
for prefer~ntial tr~tment. For most products, the rule of origin is •yarn forward", which 
means that textile -~d apparel goods must be produced from yarn made in a NAFTA country 
in order to beneiit from such treatment. A "fiber forward" rule is provided for certain 
products · such as -cotton and man-made fiber yarns. Fiber forward means that goods must be 
·prel!uced from fiber made in a NAFT A country. In other cases, apparel cut and sewn from 
certiin imported fabrics that the NAFT A countries agree are in short supply, such as silk, 
linen and certain shirting fabrics, can qualify for preferential treatment. 


Additional provisions, responsive to the needs of North American industry, include •tariff 
rate quotas• (TRQ's), under which yarns, fabrics and apparel that are made in North 
America, but that do not meet the rules of origin, can still qualify for preferential duty 
treatment up to specified import levels. The TRQ's for Canada that were included in the 
Canada-U.S. FTA have been increased and provided an annual growth rate for at least the 
first five years. 


The NAFT A countries will undertake a general review of the textile and apparel rules of 
origin prior to January 1, 1998. In the interim, they will consult on r~uest on whether 
specific goods should be made subject to different rules of origin, taking into account 
availability of supply within the free trade area. In addition, the three countries have 
established a process to permit annual adjustments to TRQ levels. 


Labelling Requirements . 


A joint government and private sector Comf!llttee on Labelling for Textile Products will 
recommend ways to eliminate unnecessary 6pstacles to textile trade resulting from different 
labelling requirements in the three countries through a work program to develop uniform 
labelling requirements, for example regarding pictograms and symbols, care instructions, 


· fiber content information and methods for attachment of labels. 


AUfOl\fOTIVE GOODS 


The NAFT A will eliminate barriers to trade in North American automobiles, trucks, buses 
and parts ("automotive goods") within the free trade area, and eliminate investment 
restrictions in this sector, over a 10-year transition period. 
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Tariff Elimination 


Each NAFTA country will phase out all duties on its imports of North American automotive 
goods during ~~--~sition period. Most trade in automotive goods between Canada and the 
United States:ii-conducted on a duty-free basis under the terms of either the Canada-U.S. 
FI'A or the ~~-U.S. "Autopact". 


· Ve~Ies: Canada and the United States eliminated tariffs on their trade in vehicles under the 
Cart"ada-U.S. FrA. Under the NAFTA, for its imports from Mexico, the United States will: 


• eliminate immediately its tariffs on passenger automobiles; 


• reduce immediately to 10 percent its tariffs on light trucks and phase out the 
remaining tariffs over five years; and 


• phase out its tariffs on other vehicles ov~r 10 years. 


For imports from Canada and the United States, Mexico will: 


• reduce immediately by 50 percent its tariffs on passenger automobiles and phase out 
the remaining tariffs over 10 years; 


• reduce immediately by 50 percent its tariffs on light trucks and phase out the 
remaining tariffs over five years; and 


• phase out its tariffs on all other vehicles over 10 years. 


Canada will eliminate its tariffs . on vehicles imported from Mexico on the same schedule as 
Mexico will follow for imports ·from Canada and the United States. 


Parts: Each country will eliminate its remaining tariffs on certain automotive parts 
immediately and phase out duties on other parts over five years and a small portion over 10 
years. 


Rules of Origin 


The NAFT A rules of origin section provides that in order to qualify for preferential tariff 
treatment, automotive goods must contain a specified percentage of North American content 
(rising to 62.5 percent for passenger automobiles and light trucks as well as engines and 
transmissions for such vehicles, and to 60 percent for other vehicles and automotive parts) 
based on the net-cost formula. In calculating the content level of automotive goods, the 
value of imports of automotive parts from outside the NAFr A region will be traced through 
the production chain to.impfove the-accuracy of the. content calculation .• . 
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Mexican Auto Decree 


The Mexican Aut9 Decree will terminate at the end of the transition period. Over this 
period, the restriCtjol}s under the Auto Decree will be modified by: 


• elimmating 1m mediately the limitation on imports of vehicles based on sales in the 
Mexican market; 


~ 


• -amending its "trade balancing" requirements immediately to permit assemblers to 
reduce gradually the level of exports of vehicles and parts required to import such 
goods, and eliminating, at the end of the transition period," the requirement that only 
assemblers in Mexico may import vehicles; 


• changing its "national value-added" rules by reducing gradually the percentage of 
parts required to be purchased from Mexican parts producers; by counting purchases 
from certain in-bond production facilities ("maquiladoras") toward this percentage; by 
ensuring that Canadian, Mexican and U.S. parts manufacturers may participate in the 
growing Mexican market on a competitive basis, while requiring assemblers in 
Mexico during the transition period to continue to purchase parts from Mexican parts 
producers; and by eliminating at the end of the transition period the national value 
added requirement. 


1\fexican Auto-Transportation Decree 


The Mexican Auto-Transportation Decree covering trucks (other than light trucks) and buses 
will be eliminated immediately, and replaced with a transitional system of quotas in effect for 
five years. 


Imports of Used Vehicles 


Canada's remaining restrictions on the import of used motor vehicles from the United States 
will be eliminated on.January 1, 1994, in accordance with the Canada-U.S. FTA. Beginning 
15 years after the NAFrA goes into effect, Canada will phase out over 10 years its 
prohibition on imports of Mexican used motor vehicles. Mexico will phase out its 
prohibition on imports of North American used vehicles over the same period. 


Investment Restrictions 


In accordance with the ·NAFTA's investment provisions, Mexico will immediately permit 
"NAFf A investors" to make investments of up to 100 percent in Mexican "national 
suppliers" of parts, and up to 49 percent in other automotive parts enterprises, increasing to 
100 percent after fiy~ years. Mexico's thresholds for the screening of takeovers in the 
automotive sector will be governed by NAFTA's investment provisions. 
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Corporate Average Fuel Economy Fleet Content 


Under the NAFTA, the United States will modify the fleet content definition found in its 
Corporate Av~e Fuel Economy rcAFE•) rules, so that vehicle manufacturers may 
choose to have~~o-se Mexican-produced parts and vehicles they export tO the United States 
classified as ~~i-tic. After 10 years, Mexican production exported to the United States 
will receive the same treatment as U.S. or Canadian production for purposes of CAFE. 


·Canadian-produced automobiles currently may be classified as domestic for CAFE purposes. 
The NAFr A does not change the minimum fuel economy standards for vehicles sold in the 
United States. 


Automotive Standards 


The NAFT A creates a special intergovernmental group to review and make recommendations 
on federal automotive standards in the three countries, including recommendation.s to achieve 
greater compatibility in such standards. 


ThTERGY AND BASIC PETROCHEMICALS 


This section sets out the rights and obligations of the three countries regarding crude oil, gas, 
refined products, basic petrochemicals, coal, electricity and nuclear energy. 


In the NAFr A, the three countries confirm their full respect for their constitutions. They 
also recognize the desirability of strengthening the important role that trade in energy and 
basic petrochemical goods plays in the North American region and of enhancing this role 
through sustained and gradual liberalization. 


The NAFrA's energy provisions incorporate and build on GATI disciplines regarding 
quantitative restrictions on imports and exports as they apply to energy and basic 
petrochemical trade. The NAFr A provides that under these disciplines a country may not 
impose minimum or maximum import or export price requirements, subject to the same 
exceptions that apply to quantitative restrictions. The NAFT A also makes clear that each 
country may administer export and import licensing systems, provided that they are operated 
in a manner consistent with the provisions of the Agreement. In addition, no country may 
impose a tax, duty or charge on the export of energy or basic petrochemical goods unless the 
same tax, duty or charge is applied to such goods when consumed domestically. 


This section also provides that import and export restrictions on energy trade will be limited 
to certain specific circumstances, such as to conserve exhaustible natural resources, deal with 
a short suppTy situation or implement a price stabilization plan. 
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Further, when a NA.FfA country imposes any such restriction, it must not reduce the 
proportion of total supply made available to the other NAFT A countries below the level of 
the preceding thtee years or other agreed period, impose a higher price on exports to another 
NAFI' A coun~ th~ the domestic price or require the disruption of normal supply channels. 
Based on a reservation that Mexico has taken, these obligations do not apply as between 
Mexico and the other NAFT A countries. 


Thiisection also limits the grounds on which a NAFTA country may restrict exports or 
imports of energy or basic petrochemical goods for reasons of national security. However, 
based on a reservation that Mexico has taken, energy trade between Mexico and the other 
NAFf A countries will not be subject to this discipline, but will instead be governed by the 
Agreement's general national security provision, described in the "Exceptions" section 
below. · 


The NAFT A confirms that energy regulatory measures are subject to the Agreement's 
general rules regarding national treatment, import and export restrictions and export taxes. 
The three countries also agree that the implementation of regulatory measures should be 
undertaken in a manner that recognizes the importance of a stable regulatory environment. 


In the NAFT A, Mexico reserves to the Mexican State goods, activities and investments in 
Mexico in the oil, gas, refining, basic petrochemicals, nuclear and electricity sectors. 


The NAFT A energy provisions recognize new private investment opportunities in Mexico in 
non-basic petrochemical goods and in electricity generating facilities for "own use", co
generation and independent power production by allowing NAFT A investors to a~uire, 
establish and operate facilities in these activities. Investment in non-basic petrochemical 
goods is governed by the general provisions·of the Agreement. 


To promote cross-border trade in natural gas and basic petrochemicals, NAFI' A provides that 
state enterprises, end users and suppliers have the right to negotiate supply contracts. In 
addition, independent power producers, CFE (Mexico's state-owned electricity fmn) and 
electric utilities in other NAFI' A countries also have the right to negotiate power purchase 
and sale contracts. 


Each country will also allow its state enterprises to negotiate performance clauses in their 
service contracts . 


. Certain specific commitments relating to special aspects of Canada-U.S. en-ergy trade, set out 
in the Energy Chapter of the Canada-U.S. FTA, will continue to apply between the two 
countries. 


·' 
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AGRICULTURE 


The NAFf A ~ ~t separate bilateral undertakings on cross-border trade in agricultural 
products, one b~~een Canada and Mexico, and the other between Mexico and the United 
States. Both melude a special transitional safeguard mechanism. As a general matter, the 


_rul~ of the Canada-U.S. FTA on tariff and non-tariff barriers will COt:ltinue to apply to 
agrieultural trade between Canada and the United States. Trilateral provisions in the 
NAFT A address domestic support for agricultural goods and agricultural export subsidies. 


Tariffs and Non-Tariff Barriers 


Trade between Me:rico and the United States: When the Agreement goes into effect, 
Mexico and the United States will eliminate immediately all non-tariff barriers to their 
agricultural trade, generally through their conversion to either "tariff-rate quotas" (fRQ's) or 
ordinary tariffs. -


The TRQ's will facilitate the transition for producers of import-sensitive products in each 
country. No tariffs will be imposed on imports within the quota amount. The quantity 
eligible to enter duty-free under the TRQ will be based on recent average trade levels and 
will grow generally at three percent per year. The over-quota duty -initially established at 
a level designed to equal the existing tariff value of each non-tariff barrier - will
progressively decline to zero during either a 10- or 15-year transition period, depending on 
the product. 


Under the NAFT A, Mexico and the United .States will eliminate immediately tariffs on a 
broad range of agricultural products. This means that roughly one-half of U.S.-Mexico 
bilateral agricultural trade will be duty-free when the Agreement goes into effect. All tariff 
barriers between Mexico and the United States will be eliminated no later than 10 years after 
the Agreement takes effect, with the exception of duties on certain highly sensitive products 
~ including corn and dry beans for Mexico, and orange juice and sugar for the United 
States. Tariff phase-outs on these few remaining products will be completed after five more 
years. 


Mexico and the United States will gradually liberalize bilateral trade in sugar. Both 
countries will apply TRQ's of equivalent effect on third country sugar by the sixth year after 
the Agreement goes into effect. All restrictions on trade in sugar between the two countries 
will be eliminated by the end of the 15-year transition period, except that sugar exported 
under the U.S. Sugar Re-Export Programs will remain subject to most-favored-nation (MFN) 
tariff rates. 


~ 


Trade -between CAnada and Me:rico: Canada and Mexico will eliminate an .tariff.and non-· 
tariff barriers on their agricultural trade, with the exception of those in the dairy, poultry, 
egg and sugar sectors. 
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Canada will immediately exempt Mexico from import restrictions covering wheat, barley and 
their products, beef and veal, and margarine. Canada and Mexico will eliminate immediately 
or phase out within five years tariffs on many fruit and vegetable products, while tariffs on 
remaining fruit ~d -vegetable products will be phased out over 10 years. A small number of 
these products ~ -J?e subject to the special transitional safeguard described below. 


Other than in the dairy, poultry and egg sectors, Mexico will replace its import licenses with 
tarirfs, for example on wheat, or TRQ's, for example respecting corn and barley. These 
tan!fs will generally be phased out" over a 10-year period. 


Special Safeguard Provision 


During the first 10 years the Agreement is in effect, the NAFTA provides a special safeguard 
provision that applies to certain products within the scope of the bilateral undertakings 
described above. A NAFf A country may invoke the mechanism where imports of such 
products from the other country reach "trigger" levels set out in the Agreement. In such 
circumstances, the importing country may apply the tariff rate in effect at the time the 
Agreement went into effect or the then-current MFN rate, whichever is lower. This tariff 
rate may be applied for the remainder of the season or the calendar year, depending on the 
product. The trigger levels will increase over this 10-year period. 


Domestic Support 


Recognizing both the importance of domestic support measures to their respective· 
agricultural sectors and the potential effect of such measures on trade, each of the NAFT A 
countries will endeavor to move toward domestic support policies that are not trade
distorting. In addition, the three countries recognize that a country may change its domestic 
support mechanisms so long as such change is in compliance with applicable GA TI 
obligations. ' 


Export Subsidies 


Recognizing that the use of export subsidies within the free trade area is inappropriate except 
to counter subsidized imports from a non-NAFTA country, the Agreement provides that: 


• a NAFrA exporting country must give three-days' notice of its intent-to introduce a 
subsidy on agricultural exports to another NAFr A country; 


• when an exporting NAFr A country believes that another NAFf A country is 
importing non-NAFfA agricultural goods that benefit from export ·subsidies, it may 
request consultations on measures the importing country could take against such 
subsidized imports; and 
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• if the importing country adopts mutually agreed measures to counter that subsidy, the 
j~AFTA exporting country will not introduce its own export subsidy. 


Building on th~_hijateral discipline on export subsidies in the Canada-U.S. FTA, the three 
countries wilfwork toward the elimination of export subsidies in North American agricultural 
trade in purswf~f-their objective of eliminating such subsidies worldwide. 


A~ultural Marketing Standards 


The NAFI' A provides that when either Mexico or the United States applies a measure 
regarding the classification, grading or marketing of a domestic agricultural product, it will 
provide no less favorable treatment to like products imported from the other country for . . . 
pr~essmg. 


Resolution of Commercial Disputes 


The three countries will work toward development of a mechanism for resolving private 
cross-border commercial disputes involving agricultural products. 


Committee on Agricultural Trade 


A trilateral committee on agricultural trade will monitor the implementation and 
administration of this section. In addition, a Mexico-U.S. working group and a Canada
Mexico working group will be established under the committee to review the operation of 
grade and quality standards. 


--


SA~TfARY Morn PHYTOSMTfARY ~1EASURES 


This section imposes disciplines on the development, adoption and enforcement of sanitary 
and phytosanitary (SPS) measures, namely those taken for the protection of human, animal or 
plant life or health from risks arising from animal or plant pests or diseases, food additives 
or contaminants. These disciplines are designed to prevent use of SPS measures as disguised 
restrictions on trade, while safeguarding each country's right to take SPS measures to protect 
human, animal or plant life or health. 
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Basic Rights and Obligations 


The NAFr A co~fir]ns the right of each country to establish the level of SPS protection that it 
considers appropriate and provides that a NAFTA country may achieve that level of 
protection· through _$PS measures that: 


• are based on scientific principles and a risk assessment; 


• are applied only to the extent necessary to provide a country's chosen level of 
protection; and 


• do not result in unfair discrimination or disguised restrictions on trade. 


International Standards 


To avoid creating unnecessary barriers to trade, the NAFr A encourages the three countries 
to use relevant international standards in the development of their SPS measures. However, 
it permits each country to adopt more stringent, science-based measures when necessary to 
achieve its chosen level of protection. 


The NAFr A partners will promote the development and review of international SPS 
standards in such international and North American standardizing organizations as the Codex 
Alimentarius Commission, the International Office of Epizootics, the Tripartite Animal 
Health Commission, the International Plant Protection Convention and the North American 
Plant Protection Organization. 


Harmonization and Equivalence 


The three countries have agreed to work toward equivalent SPS measures without reducing 
any country's chosen level of protection of human, animal or plant life or health. Each 
NAFTA country will accept SPS measures of another NAFrA country as equivalent to its 
own, provided that the exporting country demonstrates that its measures achieve the 
importing country's chosen level of protection. 


Risk Assessment 


The NAFr A establishes disciplines on risk assessment, including for evaluating the 
likelihood of entry, establishment or spread of pests and diseases. SPS measures must be 
based on .an assessment of risk to human, animal or plant life or health, taking into account 
risk assessment techniques developed by international or North American standardizing 
organizations. A NAFr A country may grant a phase-in period for compliance by goods 
from -another NAFFA country-where the phase .. in would be consistent, with ensuring the 
importing country's chosen level of SPS protection. 


15 


: 







Adaptation to Regional Conditions 


This section also establishes rules for the adaptation of SPS measures to regional conditions, 
in particular ~ing pest- or disease-free areas and areas of low pest or disease prevalence. 
An exporting~uhtry must provide objective evidence whenever it claims that goods from its 
territory origmate -in a pest- or disease-free area or area of low pest or disease prevalence. 


· Pr0t.edural "Transparency" 


The NAFT A requires public notice in most cases prior to the adoption or modification of any 
SPS measure that may affect trade in North America. The notice must identify the goods to 
be covered, and the objectives of and reasons for the measure. All SPS measures must be 
published promptly. Each NAFTA country will ensure that a designated inquiry point 
provides information regarding such measures. 


Control, Inspection and Approval Procedures 


The NAFT A also establishes rules governing procedures for ensuring the fulfillment of SPS 
measures. These rules allow for the continued operation of domestic control, inspection and 
approval procedures, including national systems for approving the use of additives or for 
establishing tolerances for contaminants in foods, beverages or feedstuffs, subject to such 
disciplines as national treatment, timeliness and procedural "transparency•. 


Technical Assistance 


The three countries will facilitate the provis_ion of technical assistance concerning SPS 
measures either directly or through appropriate international or North American standardizing 
organizations. 


Committee on Sanitary and Phytosanitary Measures 


A Committee on Sanitary and Phytosanitary Measures will facilitate the enhancement of food 
safety and sanitary conditions in the free trade area, promote the harmonization and · 
equivalence of SPS measures and facilitate technical cooperation and consultations, including 
consultations regarding disputes involving SPS measures . 


. • 
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TECHNICAL STANDARDS 


This section appliis~ia standards-related measures, namely standards, governmental technical 
regulations and the-procedures used to determine that these standards and regulations are 
met. It recognizeS tfie crucial role of these measures in promoting safety and protecting 
human, animal and plant life and health, the environment and consumers. The three 
countries have agreed not to use standards-related measures as unnecessary obstacles to trade, 
and will cooperate and work towards the enhancement and compatibility of these measures in 
the free trade area. 


Basic Rights and Obligations 


The NAFT A affirms that each country maintains the right to adopt, apply and enforce 
standards-related measures, to choose the level of protection it wishes to achieve through 
such measures and to conduct assessments of risk to ensure that those levels are achieved. In 
addition, the NAFT A affirms each country's rights and obligations under the GATI · 
Agreement on Technical Barriers to Trade and other international agreements, including 
environmental and conservation agreements. 


The NAFT A also sets out certain disciplines on the use of standards-related measures, with a 
view to facilitating trade between the NAFr A partners. For example, each country must 
ensure that its standards-related measures provide both national treatment and 
most-favored-nation treatment. That is, they must ensure that goods or specified services 
from the other two countries are treated no less favorably than like goods or services of 
national origin, and like goods or services from non-NAFTA countries. 


International Standards 


Each NAFT A country will use international standards as a basis for its standards-related 
measures if those standards are an effective and appropriate means to fulfill the country's 
objectives. However, each country retains the right to adopt, apply and enforce 
standards-related measures that result in a higher level of protection than would be achieved 
by measures based on international standards. 


Compatibility 
·. 


The NAFT A countries will work jointly to enhance safety, health and environmental and 
consumer protection. They will also seek to make their standards-related measures more 
compatible, taking into account international standard-setting activities, so as to facilitate 
trade and to reduce the additional costs that arise from having to meet different requirements 
in each- cpunti7'.. . . -
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Conformity Assessment 


Conformity assessment procedures are used to determine that the requirements set out in 
technical regul~tions or standards are fulfilled. The Agreement sets out a detailed list of 
rules governir_rg.- il!ese procedures to ensure that they do not create unnecessary obstacles to 
trade between:=tlle-NAFT A countries. 


-Pr~edural "Transparency" 


The NAFT A requires public notice in most cases prior to the adoption or modification of 
standards-related measures that may affect trade in North America. The notice must identify 
the goods or services to be covered and the objectives of and the reasons for the measure. 
Other NAFT A ~untries and anyone interested in a particular standards-related measure will 
be -allowed to comment on it. Each NAFTA country will ensure that designated inquiry 
points are able to respond to questions and provide information regarding standards-related 
measures to other NAFT A countries and any interested person. 


Technical Cooperation 


Each country will, on request, provide to another NAFT A country technical advice, 
information and assistance on mutually agreed terms and conditions to enhance their 
standards-related measures. The Agreement encourages cooperation between the 
standardizing bodies of the NAFT A countries. 


Committee on StandardS-Related Measures 


A Committee on Standards-Related Measures will monitor the implementation and 
administration of this section of the Agreement, facilitate the attainment of compatibility, 
enhance cooperation on developing, applying and enforcing standards-related measures and 
facilitate consultations regarding disputes in this area. Subcommittees and working groups 
will be created to deal with specific topics of interest. The Agreement provides that these 
subcommittees and working groups may invite the participation of scientists and 
representatives of interested non-governmental organizations from the three countries. 
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EMERGENCY ACI10N 


This section of lhe ~Agreement establishes rules and procedures under which a NAFT A 
country may take_. safeguard• actions to provide temporary relief to industries adversely 
aff~ted by surges ill imports. A transitional bilateral safeguard m~hanism applies to 
emergency actions taken against import surges that result from tariff reductions under the 
N.tU=TA. A global safeguard applies to import surges from all countries. 


The· Agreement's procedures governing safeguard actions provide that ~lief may be imposed 
for only a limited period of time and require that the NAFTA country taking the action must 
compensate the NAFT A country against whose good the action is taken. If the countries are 
not able to agree on the appropriate compensation, the exporting country may take trade 
measures of equivalent effect to compensate for the trade effect of the safeguard. 


Bilateral Safeguard 


During the transition period, if increases in impOrts from another NAFr A country cause or 
threaten to cause serious injury to a domestic industry, a NAFrA country may take a 
safeguard action that temporarily suspends the agreed duty elimination or re-establishes the 
pre-NAFrA rate of duty. The injury must result from the elimination of duties under the 
NAFTA. Such a safeguard action may be taken only once, and for a maximum period of 
three years. In the case of certain extremely sensitive goods, a country may extend the 
safeguard action for a fourth year. Bilateral safeguard actions may be taken after the 
transition period only with the consent of the country whose good would be affected by such 
action. 


Global Safeguard 


The Agreement provides that where a NAFT A partner undertakes a safeguard action on a 
global or multilateral basis (in accordance with Article XIX of the GATI, which pennits 
both tariff and quota-based safeguard measures), each NAFT A partner must be excluded 
from the action unless its exports: 


• account for a substantial share of total imports of the good in question; and 


• contribute importantly to the serious injury or the threat of injury. 


The Agreement stipulates that a NAFT A country normally will not be considered to account 
for a substantial share of imports if it does not fall among the top five suppliers of the good. 
For a NAFrA country's goods to be deemed not to contribute importantly to injury, the rate 
of growth ,of.imports..of the .gQ.O;Q~ _entering.from that country must be appreciably lower than 
that of total imports of those goods. Even if a NAFI' A country is initially" excluded from a 
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safeguard action, the country taking the action has the right subsequently to include it in the 
action if a surge in imports from that country undermines the effectiveness of the action. 


Procedural R~~~ments 


This section al$6--provides detailed procedures to guide the administration of safeguard 
. measures, including: 


• - entrusting injury determinations to a specified administrative authority; and 


• requirements for the form and content of petitions, the conduct of investigations, 
including public hearings to allow all interested parties an opportunity to present 
views, and notification and publication of investigations and decisions. 


REVIEW OF M'TIDlThfi>ING 
AND COUNfERV AILING DUfY MAITERS 


The N~t:T A establishes a mechanism for independent binational panels to review final 
antidumping (AD) and countervailing duty (CVD) determinations by administrative 
authorities in each country. Each country will make those changes to its law necessary to 
ensure effective panel review. This section also sets out procedures for panel review of 
future amendments to each country's antidumping and countervailing duty laws. In addition, 
it establishes an •extraordinary challenge" procedure to deal with allegations that certain 
actions may have affected a panel's decision· and the panel review process. Finally, the 
NAFT A creates a safeguard mechanism designed to remedy instances in which application of 
a country's domestic law undernlines the functioning of the panel process. 


Panel Process 


Binational panels will substitute for domestic judicial review in cases in which either the 
.· importing or exporting country seeks panel review of a determination based on a request by a 


person entitled to judicial review of that determination under the domestic law of the 
importing country. 


Each panel will comprise five qualified individuals from the countries involved, drawn from 
a roster maintained by the three countries. Each country involved will select two panelists, 
with the fifth selected by agreement of those countries or, in the absence of agreement, by 
the agreement of the four designated panelists or by lot. 


A panel must apply· the domestic law of-the importing· country in reviewing a ·determination: · 
The three countries will develop rules of procedure for panels. The panel will either uphold 
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the determination or remand it to the administrative authority for action not inconsistent with 
the panel's decision. Panel decisions will be binding. 


Retention of AD- ~Ild CVD Laws 


The NAFT A explicitly preserves the right of each country to retain its AD and CVD laws. 
Each country may amend its AD and CVD laws after the NAFr A takes effect. Any such 
arn'6_!ldment, to the extent it applies .to imports from another NAFrA country, may be subject 
to panel review for inconsistency with the object and purpose of the Agreement, the GATT 
or the relevant GATT codes. If a panel finds such an inconsistency, and consultations fail to 
resolve the matter, the country that requested the review may take comparable legislative or 
administrative action or terminate the Agreement. 


Extraordinary Challenge Procedure 


The NAFT A also provides for an extraordinary challenge procedure and establishes certain 
grounds for invoking this procedure. Following a panel decision, either of the countries 
involved may request the establishment of a three-person extraordinary challenge committee, 
comprising judges or former judges from those countries. If it determines that one of the 
grounds for the extraordinary challenge has been met, it will vacate the original panel 
decision. In such event, a new panel will be established. 


Special Committee to Safeguard the Panel Process 


This section provides a safeguard mechanism to ensure that the panel process functions as 
intended. A NAFI' A country may request a "special committee" to determine if the 
application of another country's domestic law has: 


• prevented the establishment of a panel; 


• prevented a panel from rendering a final decision; 


• prevented the implementation of a panel's decision or denied it binding force and 
effect; or 


• failed to provide opportunity for judicial review of the basis for the disputed 
administrative determination by an independent court applying the standards set out in 
the country's domestic law. 


If a special committee makes an affirmative finding on any of these grounds, the countries 
involved will attempt to resolve the matter in the light of the special committee's finding. If 
they are unableto.do. so.;.. the ..complaining. counuy. may. suspend the ,binational panel system · 
with respect to the other country or may suspend other benefits under the Agreement. If the 
complaining country suspends the panel system, the country complained against may take 


21 







reciprocal action. Unless the countries involved resolve the matter, or unless the country 
ccmpl:rincd against demonstrates to the special committee that it has taken the necessary 
corrective acti9_n, any suspension of benefits may remain in effect. 


~.,··- -


GO'\i'EMTMENT PROCUREMENT 


The Agreement opens a significant portion of the government procurement market in each 
NAFr A country on a non-discriminatory basis to suppliers from the other NA.FI' A countries 
for goods, services and construction services. 


Coverage 


The NAFT A covers procurements by specified federal government departments and agencies 
and federal government enterprises in each NAFI'A country. · 


The NAFT A applies to procurements by federal government departments and agencies of: 


• over US$50,000 for goods and services; and 


• over US$6.5 million for construction services. 


For federal government enterprises, the NAFI' A applies to procurements of: 


• over US$250,000 for goods and serVices; and 


• over US$8 million for construction services. 


For procurements covered by the Canada-U.S. FI'A, the dollar thresholds of that Agreement 
will continue to apply. 


Mexico will phase in its coverage over a transition period. 


This section does not apply to the procurement of arms, ammunition, weapons and other 
national security procurements. Each country reserves the right to favor national suppliers 
for procurements specified in the Agreement. 


.• 
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Procedural Obligations 


In addition to _req~iring national and most-favored NAFT A country treatment, the Agreement 
imposes procedural disciplines on covered procurements that: 


• 


• 
• 


promote transparency and predictability by providing rules for technical specifications, 
qualifications of suppliers, setting of time limits and other aspects of the procurement 
process; 


prohibit offset practices and other discriminatory buy-national rf4uirements; and 


require each country to establish a bid protest system that allows suppliers to 
challenge procedures or awards. 


Technical Cooperation 


The three countries will exchange information regarding their procurement systems to ·assist 
suppliers in each country to take advantage of the opportunities created by this section. 


A Committee on Small Business will assist NAFfA small businesses to identify procurement 
opportunities in NAFr A countries. 


Future Negotiations 


Recognizing that improvements to NAFrA's procurement section are desirable, the three 
countries will endeavor to extend the coverage of this section to state and provincial 
governments that, after consultations, volu~y accept its commitments. 


CROSS-BORDER TRADE IN SERVICES 


The NAFrA expands on initiatives in the Canada-U.S. FrA and the Uruguay Round of 
multilateral trade negotiations to create internationally-agreed disciplines on government 
regulation of trade in services. The cross-border trade in services provisions establish a set 
of basic rules and obligations to facilitate trade in services between the three CQUntries. 


National Treatment 


The Agreement extends to services the basic obligation of national treatment, which has long 
been applied to ,goods-througn the GATI_and.other, trade.agr~men~. "':Under. NAFI:A's 
national -'treatment rule, each NAFr A country must treat service providers of the other 


23 







NAFT A countries no less favorably than it treats its own service providers in like 
circumstances. · 


With respect ~- measures of a state or province, national treatment means treatment no less 
favorable ~)h~ most favorable treatment that the state or province accords to the service 
providers of the--~ country of which it forms a part. 


·Mast-Favored-Nation Treatment 


The Agreement also applies another basic GAIT obligation to services: that of most
favored-nation treatment. -This rule requires each NAFT A country to treat service providers 
of the other NAFT A countries no less favorably than it treats service providers of any other 
country in like circumstances. 


Local Presence 


Under the Agreement, a NAFTA country may not require a service provider of another 
NAFf A country to establish or maintain a residence, representative office, branch or any 
other form of enterprise in its territory as a condition for the provision of a service. 


Reservations 


Each NAFr A country will be able to keep certain current laws and other measures that do 
not comply with the niles and obligations described above. Such federal, state and provincial 
measures will be listed in the Agreement. Each NAFT A country will have up to two years 
to complete the list of state and provincial measures of this kind. All such measures 
currently in force at the municipal and othe~ local government level may be retained. 


Each NAFT A country may renew or amend its non-conforming measures provided that the 
renewal or amendment does not make a measure more inconsistent with the rules and 
obligations described above. 


Non-Discriminatory Quantitative Restrictions 


Each country will also list its existing non-discriminatory measures that limit the number of 
service providers or the operations of service providers in a particular sector. Any other 
NAFr A country will be able to request consultations on such measures with a view to 
negotiating their liberalization or removal. 


Licensing and Certification 


The N~FT A provisions related to professional licensing and certifiC3tion are designed to 
avoid unnecessary barriers -to trade. -Specifically; each--country must.seek .to..ensure that its · 
licensing a."ld certification requirements and procedures are based on objective and 
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transparent criteria such as professional competence, are no more burdensome than is 
necessary to ensure the quality of the service and are not in themselves a restriction on the 
provision of the service. This section also provides a mechanism for the mutual recognition 
of licenses and certitlcations, but does not require a NAFT A country automatically to 
recognize the credentials of service providers of another country. In particular, the three 
countries will uiigeJ1hlce a work program with a view to liberalizing the licensing of foreign 
legal consultants and the temporary licensing of engineers. 


Coriil.Ilencing two years after implementation of the Agreement, a NAFTA country will 
remove any citizenship or permanent residency requirement for the licensing and certification 
of professional service providers in its territory. Any failure to comply with this obligation 
will entitle the other NAFTA countries to maintain or reinstate equivalent requirements in the 
same service sector. 


Denial of Benefits 


A NAFT A country may deny the benefits of this section to a specific firm if the services 
involved are provided through an enterprise of another NAFT A country that is owned or 
controlled by persons of a non-NAFr A country and the enterprise has no substantive 
business activities in the free trade area. In addition, for transportation services, a NAFr A 
country may deny benefits to a firm if these services are provided with equipment that is not 
registered by any of the NAFTA countries. 


Exclusions 


The services section does ·not apply to a number of matters dealt with in other parts of the 
Agreement, including government procurem~nt, subsidies, financial services and energy
related services. The rules described above -~so will not affect most air services, basic 
telecommunications, social services provided by the government of any NAFT A country, the 
maritime industry except for certain services between Canada and Mexico and sectors 
currently reserved by the Mexican Constitution to the Mexican State and Mexican nationals. 
Each NAFrA country maintains the right to take action necessary to enforce measures of 
general application that are consistent with the Agreement, such as regarding deceptive 
practices. 


LM'TI TRANSPORTATION ... 
• 


The NAFr A provides a timetable for the removal of barriers to the provision of land 
transportation services between the NAFT A countries and for the establishment of compatible 
Iand transport technical. and safety standards. ·It provides-for the phase. ouLOf.restriction.s on 
cross-border land transportation services among the three countries in order to create equal 
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opportunities in the North American international land transportation market. The provisions 
:!!'e c~s!gned to ensure that the land transportation services industries of the three countries 
will have a full opportunity to enhance their competitiveness without being placerl at a 
disadvantage du~~ the transition to liberalized trade. 


Liberalization of-R-estrictions 


B~and Trucking Services: When. the NAFf A goes into effect, the United States will 
amend its moratorium on grants of truck and bus operating authority by allowing full access 
for Mexican charter and tour bus operators to its cross-border market. Mexico will grant 
equivalent rights to U.S. and Canadian charter and tour bus operators. Canadian truck and 
bus companies are not subject to the U.S. moratorium. Canada will continue to permit U.S. 
and Mexican truck and bus operators to obtain operating authority in Canada on a national 
treatment basis. 


Three years after signature of the Agreement, Mexico will allow U.S . and Canadian truck 
operators to make cross-border deliveries to, and pick up cargo in, Mexican border states, 
and the United States will allow Mexican truck operators to perform the same services in 
U.S. border states. At the same time, Mexico will allow 49 percent Canadian and U.S. 
investment in bus companies and in truck companies providing international cargo services 
(including point-to-point distribution of such cargo within Mexico). The United States and 
Canada will permit Mexican truck companies to distribute international cargo as well. The 
United States will maintain its moratorium on grants of operating authority for truck carriage ·. 
of domestic cargo and for domestic passenger service, continuing to allow Mexicans to hold 
a non-controlling interest in U.S. companies . 


. 
Three years after the Agreement goes into effect, the United States will allow bus fi.nns from 
Mexico to begin scheduled cross;border bus service to and from any part of the United 
States. At the same time, Mexico will provide the same treatment to bus firms from Canada 
and the United States. 


Six years after the Agreement goes into effect, the United States will provide cross-border 
access to its entire territory to trucking firms from Mexico. Mexico will provide the same 
treatment to trucking firms from Canada and the United States . 


Seven years after the Agreement goes into effect, Mexico will allow 51 percent Canadian and 
U.S. investment in Mexican bus companies and in Mexican truck companies providing 
international cargo services. At the same time, the United States will lift its moratorium on 
domestic operating authority for Mexican bus companies. 


Ten years after the Agreement goes into effect, Mexico will permit 100 percent investment in 
truck and bus companies in Mexico. No NAFT A country will be required to remove 
restrictions on· truck carriage of domestic cargo. 
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Rail Services: Under the Agreement and consistent with a Mexican reservation taken 
pursuant to its Constitution, Canadian and U.S. railroads will continue to be free to market 
their services in Mepco, operate unit trains with their own locomotives, construct and own 
tenninals and filiiilce rail infrastructure. Mexico will continue to enjoy full access to the 
Canadian and U~._iailroad systems. The Agreement does not affect each NAFI'A country's 
immigration law requirements for crews to change at or near their borders. 


-Porr_Services: The Agreement also liberalizes land-side aspects of marine transport. Mexico 
will immediately allow 100 percent Canadian and U.S. investment in, and operation of, port 
facilities such as cranes, piers, terminals and stevedoring companies for enterprises that 
handle their own cargo. For enterprises handling other companies' cargo, 100 percent 
Canadjan and U.S. ownership will be allowed after screening by the Mexican Foreign 
Investment Commission. Canada and the United States will continue to permit full Mexican 
participation in these activities. • 


Technical and Safety Standards 


Consistent with their commitment to enhance safety, health and environmental and consumer 
protection, the NAFT A partners will endeavor to make compatible, over a period of six 
years, their standards-related measures with respect to motor carrier and rail operations, 
including: 


• vehicles, including equipment such as tires and brakes, weights and dimensions, 
maintenance and repair and certain aspects of emission levels; 


• non-medical testing and licensing of .truck drivers; 
.· 


• medical standards for truck drivers; 


• locomotives and other rail equipment and operating personnel standards relevant to 
cross-border operations; 


• standards relating to the transportation of dangerous goods; and 


• road signs and supervision of motor C3Irier safety compliance. 


Access to Information 


Each NAFT A country will designate contact points to provide information regarding land 
transportation matters such as those related to operating authorizations and safety 
requirements. 
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Review Process 


Beginning five years after the Agreement goes into effect, a committee of government 
officials will CO!'l~-der the effectiveness of liberalization in the land transportation sector, 
including any spee!fic problems or unanticipated effects liberalization might have on each 
country's motor earner industry. No later than seven years after the Agreement goes into 
effect, consultations will also address possible further liberalization. The results of these 
coitsyltations will be forwarded to the NAFT A Trade Commission for appropriate action. 


TELECO:Ml\fONICATIONS 


NAFT A provides that public telecommunications transport networks ("public networks") and 
services are to be available on reasonable and non-discriminatory terms and conditions for 
firms or individuals who use those networks for the conduct of their business. These uses 
include the provision of enhanced or value-added telecommunications services and 
intracorporate communications. However, the operation and provision of public networks 
and services have not been made subject to the NAFI' A. 


Access to and Use of Public Networks 


The three countries will ensure that reasonable conditions of access and use include the 
ability to: 


• lease private lines; 


• attach terminal or other equipment to public networks; 


• interconnect private circuits to public networks; 


• perform switching, signalling and processing functions; and 


• use operating protocols of the user's choice . 


Moreover, conditions on access and use may be imposed only if necessary to safeguard the 
public service responsibilities of network operators or to protect the technical integrity of 
public networks. Provided that these criteria are met, such conditions on access and use may 
include restrictions on resale or shared use of public telecommunications transport services, 
requirements to use specified technical interfaces with public networks or services and 
restrictions on the·interconnection· of private circuits 'to ·provide public 'networks or services. 
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Rates for public telecommunications transport services must reflect economic costs, and 
private leased circuits must be available on a flat-rate pricing basis. However, NAFTA does 
not prohibit cross~subsidiz.ation between public telecommunications transport services. In 
addition, ·firms or=~dividuals may use public networks and services to move infonnation 
within a country and across NAFT A borders. 


The provisions in this section do not apply to measures affecting the distribution of radio or 
· tel~sion programming by broadcast stations or cable systems, which will have continued 
access to and use of public networks and services. 


Exclusions and Limitations 


The three countries arec not required to authorize a person of another NAFT A country to 
provide or operate telecommunications transport networks or services and may prohibit 
operators of private networks from providing public networks and services. 


Enhanced Telecommunications 


The NAFT A provides that each country will ensure that its licensing or other authorization 
procedures for the provision of enhanced or value-added telecommunications services are 
transparent, non-discriminatory and applied expeditiously. Enhanced providers of the three 
countries will not be subject to obligations that are normally imposed on providers of public 
networks and services, such as providing services to the public generally or cost-justifying 
their rates. 


Standards-Related Measures 


The NAFI' A limits the types of ~tandards-related measures that may be imposed on the 
attachment ·of telecommunications equipment to public networks. Such measures must be 
necessary to prevent technical damage to, and interference with, public networks and 
services, to prevent billing equipment malfunctions and to ensure user safety and access. In 
addition, any technically qualified entity will be permitted to test equipment to be attached to 
public networks. This section also establishes procedures in each country to permit the 
acceptance of equipment test results conducted in the other NAFr A countries. 


Monopoly Provision of Services 


The NAFI' A recognizes that a country may maintain or designate a monopoly-provider of 
public networks or services. Each country will ensure that any such monopofy does not 
abuse its monopoly position by engaging in anti-competitive conduct outside its monopoly 
that adversely affects a person of another NAFI'A country. 


·' 
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Provision of Information 


Information affecting access to and use of public networks and services must be made 
publicly avaUa?~J?~ _including: 


• tariffs me!_-olher terms and conditions of service; 


· • -- specification of network and service technical interfaces; 


• information on standardizing organizations; 


• conditions for the attachment of terminal or other equipment; and 


• notification, permit, registration or licensing requirements. 


Technical Cooperation 


The NAFf A countries will cooperate in the exchange of technical information and in the 
development of government-to-government training programs. Recognizing the importance 
to global telecommunications of international standards, they will also promote such 
standards through the work of the International Telecommunications Union, the International 
Organization for Standardization and other relevant international organizations. 


INVESTMENT 


The NAFfA removes significant'investment barriers, ensures basic protections for NAFTA 
investors and provides a mechanism for the settlement of disputes between such investors and 
a NAFTA country. 


Coverage 


This section covers investments in one country by NAFT A investors from another NAFT A 
country. NAFTA investors include all enterprises with substantial business activities in a 
NAFf A country. Investment covers all forms of ownership and interests in a business 
enterprise, tangible and intangible property and contractual investment interests. 


Non-Discriminatory and Minimum Standards of Treatment 


Each ~untry will treat NAFT A investors and their investments no less favorably than its 
own· irivestors· .... ·national treatment~ and investors of other countries ....: most-favored-nation 
treatment. With respect to measures of a state, provincial or local government, national 
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treatment is defined to mean treatment no less favorable than the most favorable treatment 
accorded to investors of the country of which it forms a part. In addition, each country must 
provide investmen~ __ of NAFI'A investors treatment in accordance with international law, 
including fair cujd-equitable treatment and full protection and security. 


Performance Requirements 


-No:NAFrA country may impose specified •performance requirements• in COMection with 
any investments in its territory, namely specified export levels, minimum domestic content, 
preferences for domestic sourcing, trade balancing, technology transfer or product 
mandating. However, these disciplines do not apply to any NAFTA country's government 
procurement, export promotion or foreign aid activities. 


- -


Transfers 


NAFr A investors will be able to convert local currency into foreign currency at the 
prevailing market rate of exchange for earnings, proceeds of a sale, loan repayments or other 
transactions associated with an inv~stment. Each NAFf A country will ensure that such 
foreign currency may be freely transferred. 


Expropriation 


No NAFf A country may directly or indirectly expropriate investments of NAFf A investors 
except for a public purpose, on a non-discriminatory basis and in accordance with principles 
of due process of law. Compensation to the investor must be paid without delay at the fair 
market value of the expropriated investment, plus any applicable interest. 


·. 
Dispute Settlement 


This section sets out a detailed mechanism for the resolution of investment disputes involving 
a breach of the NAFTA investment rules by the host country. A NAFrA investor, at its 
option, may seek either monetary damages through binding investor-state arbitration or the 
remedies that are available in the host country's domestic courts. 


Country-Specific Commitments and Exceptions 


The NAFr A includes explicit country-specific liberalization commitments and exceptions to 
the national· treatment, MFN and performance requirement rules. In the case of Mexico, 
these exceptions take into account constitutional requirements reserving certain activities to 
the Mexican State. Each country will specify exceptions for state and provincial measures 
within two years. Exceptions may not be made more restrictive and, if liberalized, may not 
subsequently be ·made-more-restrictive; · ·However; a· few ·sectors-, ·such as basic-·- · 
telecommunications, social services and maritime services, are not subject to this constraint. 
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Canada may review acquisitions as provided in the Canada-U.S. FTA. Mexico may review 
acqui£i~ons with an initial threshold of $25 million phased up to $150 million in the tenth 
year after the Agreement goes into effect. Threshold levels will be indexed. 


Exceptions - -- , 


Th~ investment provisions do not apply to government procurement and subsidies. Other 
proVisions of the Agreement address exceptions related to national security and to Canada's 
cultUral industries. 


Investment and the Environment 


The NAFr A provides that no country should-lower its environmental standards to attract an 
investment and that the countries will consult on the observance of this provision. The 
Agreement also specifies that a country may take action consistent with the NAFTA's 
investment provisions to protect its environment. 


COI\·1PETITION POLICY, 1\fONOPOLIES 
M~ STATE ENTERPRISES 


The NAFT A includes provisions on anti competitive government and private business 
practices, in recognition that disciplines in this area will help fulfill the objectives of the 
Agreement. • 


Competition Policy 


Each NAFT A country will adopt or maintain measures against anticompetitive business 
practices and will cooperate on issues of competition law enforcement and other competition 
issues. 


:Monopolies and State Enterprises 


State Enterprises: The Agreement requires any enterprise owned or controlled by a federal, 
provincial or state government to act in a manner consistent with that country's NAFTA 
obligations when exercising regulatory, administrative or other governmental authority, such 
as the granting of licenses. 


Monopolies: The NAFT A imposes certain additional disciplines on current and future 
federal government-owned monopolies .and on any.privately..owned.monopoly.that a NAFTA 
country may designate in the future. When buying or: selling a monopoly good or service, 
the monopoly must follow commercial considerations, consistent with the terms of its 
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government mandate, and must not discriminate against goods or businesses of the other 
NAFT A countrie~~~ NAFT A provides that each country must ensure that such monopolies do 
not use their mo~~_poiy positions to engage in anticompetitive practices in non-monopoly 
markets in that country's territory. 


Trade and Competition Committee 


·A ;IT;teral committee will consider issues concerning the relationship between competition 
laws and policies and trade in the free trade area. 


FINANCIAL SERVICES 


The NAFr A establishes a comprehensive principles-based approach to disciplining 
government measures regulating financial services. This section covers measures affecting 
the provision of financial services by financial institutions in the banking, insurance and 
securities sectors as well as other finanCial services. The section also sets out certain 
country-specific liberalization commitments, transition periods for compliance with the 
agreed principles and certain reservations listed by each country. 


Principles 


Commercial Presence and Cross-Border Semces: Under the Agreement, financial service 
providers of a NAFT A country may establi~ in any other NAFT A country banking, 
insurance and securities operations as well as other types of fmancial services. Each country 
must permit its residents to purchase financial services in the territory of another NAFTA 
country. In addition, a country may not impose new restrictions on the cross-border 
provision of financial services in a sector, unless the country has exempted that sector from 
this obligation. 


Non-Discriminatory Treatment: Each country will provide both national·treatment, 
·. including treatment respecting competitive opportunities, and most-favored-nation treatment 


to other NAFfA fmancial service providers operating in its territory. Under the Agreement, 
any measure that does not disadvantage financial service providers of another NAFI'A 
country in their ability to provide financial services, by comparison to domestic· providers, is 
deemed to provide equality of competitive opportunity. 
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Procedural "Transparency": In processing applications for entry into its financial services 
markets, each country will: 


• inform ~sted persons of its requirements for completing applications; 


• provide information on the status of an application on request; 


• ~- make an administrative detennination on a completed application within 120 days, 
where possible; 


• publish measures of general application no later than their effective date and, where 
practicable, allow interested persons the opportunity to comment on proposed 


· measures; and 


• establish one or more inquiry points to answer questions about its financial services 
measures. 


Prudential and Balance of Payments Measures: The NAFfA ensures that each country 
retains the right to take reasonable prudential measures notwithstanding any other provision 
of the Agreement. It also provides that a country may take measures for balance-of-payment 
purposes under limited circumstances. 


Consultations 


The Agreement provides specific procedures for NAFI' A countries to consult on financial 
services matters. 


Country-Specific Commitments : 


Canada: Under the Canada-U.S. FrA, U.S. firms and individuals are exempt from the non
resident provisions of Canada's "10/25" rules. Under the NAFI'A, Canada will extend this 
exemption to Mexican fmns and individuals who will thus be exempt from Canada's 
prohibition against non-residents collectively acquiring more than 25 percent of the shares of 
a federally-regulated Canadian fmancial institution. Mexican banks will also not be subject 
to the combined 12 percent asset ceiling that applies to non-NAFI'A banks, nor will they be 
required to seek the approval of the Minister of Finance as a condition of opening multiple 
branches in Canada. 


Mexico: Mexico will permit financial firms organized under the laws of another NAFTA 
country to establish financial institutions in Mexico, subject to certain market share limits 
that will apply during a transition period ending by the year 2000. Thereafter, temporary 
safeguard provisions may be. applicable. in the banking._ and sec.urities sectors • .. 
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Bankin~ and Securities: During the transition period, Mexico will gradually increase the 
4ggrega~ market share limit in banking from eight percent to 15 percent. For securities 
firms, the limit wW _increase from 10 percent to 20 percent over the same period. Mexico 
will apply indivicfuannarket share caps of 1.5 percent for banks and four percent for 
securities dealers- during the transition period. After the transition period, bank acquisitions 
will remain -subject to reasonable prudential considerations and a four percent market share 
limit on the resulting institution. 
. --
Insurance: Under the NAFTA, Canadian and U.S. insurers may gain access to the Mexican 
market in -two ways. First, frrms that form joint ventures with Mexican insurers may 
increase their foreign equity participation in such ventures in steps from 30 percent in 1994 
to 51 percent by 1998, and to 100 percent by the year 2000. These fums will not be subject 
to aggregate or -individual market share limits. Second, foreign . insurers may establish 
subsidiaries, subject to aggregate limits of six percent of market share, gradually increasing 
to 12 percent in 1999, and subject to individual market share caps of 1.5 percent. These 
limits will be eliminated on January 1, 2000. Canadian and U.S. fums that currently have 
an ownership interest in Mexican insurers may increase their equity participation to 100 
percent by January 1, 1996. Intermediary and auxiliary insurance services companies will be 
permitted to establish subsidiaries with no ownership or market share limits when the 
Agreement goes into effect. 


Finance Companies: Mexico will permit Canadian and U.S. fmance companies, on terms no 
less favorable than those accorded to Mexican institutions, to establish separate subsidiaries 
in Mexico to provide consumer lending, commercial lending, mortgage lending or credit card 
services. However, during the transition period, the aggregate assets of such subsidiaries 
may not exceed three percent of the sum of the aggregate assets of all banks in Mexico plus 
the aggregate assets of all types of limited-seope fmancial institutions in Mexico. Lending by 
afflliates of automotive cornpani~s with respect to the vehicles such companies produce will 
not be subject to, or taken into account in, the three percent limit. 


Other Finns: NAFTA factoring and leasing companies will be subject to transition limits on 
aggregate market share in Mexico of the same duration and magnitude as those applying to 
securities firms, except that they will not be subject to individual market .share limits. 
NAFT A warehousing and bonding companies, foreign exchange houses and mutual fund 
management companies will be permitted to establish subsidiaries with no ownership or 
market share limits when the Agreement goes into effect. 


United States: The United States will permit any Mexican financial group that has lawfully 
acquired a Mexican bank with operations in the United States to continue tQ operate a 
securities fmn in the United States for five years after the acquisition. The acquisition must 
occur before the NAFT A goes into effect and the bank and securities fum involved must 
have been operatingJn the _U.S. market on January 1, 1992 and June 30, 1992, respectively. 
The seeurities firm may not expand the scope of its activities or acquire other Securities fli'Ills 
in the United States, and will be subject to nondiscriminatory restrictions on transactions 
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between it and its affiliates. Other than these provisions, nothing in this commitment will 
affect the U.S. -~_anking operations of a Mexican financial group. 


Canada-UnuetfS/lites: Financial services commitments of Canada and the United States to 
each other undeT the Canada-U.S. FTA will be incorporated into the NAFI'A. 


INTELLECTUAL PROPERTY 


Building on the work done in the GATT and various international intellectual property 
treaties, NAFf A establishes a high level of obligations respecting intellectual property. Each 
country will provide adequate and effective protection of intellectual property rights on the 
basis of national treatment and will provide effective enforcement of these rights aga.;rtst 
infringement, both internally and at the border. . · 


The Agreement sets out specific commitments regarding the protection of: 


• copyrights, including sound recordings; 


• patents; 


• trademarks; 


• plant breeders' rights; . . 
I 


• industrial designs; 


• trade secrets; 


• integrated circuits (semiconductor chips); and 


• geographical indications . 


Copyright 


For copyright, the Agreement's obligations include requirements to: 


• protect computer programs as literary works and databases as compilations; 
,, 


• ·provide rental rights for computer programs and sound recordings; and 


• provide a term of protection of at least 50 years for sound recordings. 
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Patents 


The NAFTA prov_!~~-protection for inventions by fe4Uiring each country to: 


• provide proou_ci and process patents for virtually all types of inventions, including 
pharmaceuticals and agricultural chemicals; 


-• --- eliminate any special regimes for particular product categories, any special provisions 
for acquisition of patent rights and any discrimination in the availability and 
enjoyment of patent rights made available locally and abroad; and 


• . provide patent owners the opportunity to obtain product patent protection for 
pharmaceutical and agricultural chemical inventions for which product patents were 
previously unavailable. · 


Other Intellectual Property Rights 


This section also provides rules for protecting: 


• service marks to the same extent as trademarks; 


• encrypted satellite signals against illegal use; 


• trade secrets generally, as well as for protecting from disclosure by the government 
test data submitted. by firms regarding the safety and efficacy of pharmaceutical and 
agri-chemical products; 


-
• integrated circuits, both directly and in goods that incorporate them; and 


• geographical indications so as to avoid misleading the public, while protecting 
trademark owners. 


Enforcement Procedures 


The NAFr A also includes detailed obligations regarding: 


• procedures for the enforcement of intellectual property rights, including provisions on 
damages, injunctive relief and general due process issues; and 


• enforcement of intellectual property rights at the border, including safeguards to 
prevent abuse. 
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TEMPORARY ENTRY FOR BUSINESS PERSONS 


Taking account~fihe preferential trading relationship between the NAFI'A countries, this 
section sets out co-mmitments by the three countries to facilitate on a reciprocal basis 
temporary entry into their respective territories of business persons who are citizens of 
Can.zda, Mexico or the United States. 


The NAFTA does not create a common market for the movement of labor. Each NAFTA 
country maintains its rights to protect the permanent employment base of its domestic labor 
force, to implement its own immigration policies and to protect the security of its borders. 


This section's rules governing entry of business persons, constructed along the lines of 
similar provisions of the Canada-U.S. FTA, are tailored to meet the needs of all NAFTA 
partners. 


Each country will grant temporary entry to four categories of business persons: 


• business visitors engaged in international business activities for the purpose of 
conducting activities related to research and design, growth, manufacture and 
production, marketing, sales, distribution, after-sales service and other general 
services; 


' 


• traders who carry on substantial trade in goods or services between their own country 
and the country they wish to enter, as well as investors seeking to commit a 
substantial amount of capital in that ~untry, provided that such persons are employed 
or operate in a supervisory or executive capacity or one that involves essential skills; 


• intra-company transferees employed by a company in a managerial or executive 
capacity or one that involves specialized knowledge and who are transferred within 
that company to another NAFT A country; and 


• certain categories of professionals who meet minimum educational requirements or 
who possess alternative credentials and who seek to engage in business activities at a 
professional level in that country. 


Mexico and the United States have agreed to an annual numerical limit of 5,500 Mexican 
professionals entering the United States. This number is in addition to those admitted under 
a similar category in U.S. law that is subject to a global limitation of 65,000 professionals, 
but which remains unaffected by the NAFf A. The numerical limit of 5,500 may be 
increased by agreement between the United States and Mexico, and will expire 10 years after 
the Agreement goes into effect unless the two countries decide to remove the limit earlier. 
Canada has not set a numerical limit with respect to Mexico. 
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Consultations 


The three countri~ -~ consult through a specialized working group on temporary entry 
matters. As part Qf its work, the group will consider providing temporary entry to spouses 
of business persons granted entry under NAFr A for periods of one ye;u or more as traders 
and investors, intra-company transferees and professionals. 


-Provision or Information 


Each country will publish clear explanatory materi3.1 on procedures that business persons 
must follow to take advantage of the NAFT A temporary entry provisions. 


Non-Compliance 


The dispute settlement provisions of the Agreement may be invoked only if a country claims, 
on the basis of repeated practices, that another country has not complied with the temporary 
entry provisions. 


INSTITUTIONAL ARRANGEMENTS AND 
DffiPUTESETTLEMrnNTPROCEDURES 


Institutional Arrangements 


This section establishes the instiwtions responsible for implementing the Agreement, ensuring 
its joint management and for avoiding and settling any disputes between the NAFrA 
countries regarding its interpretation and application. 


Trade Commission: The central institution of the Agreement is the Trade Commission, 
comprising Ministers or cabinet-level officers designated by each country. Regular meetings 
are to be held annually, although the day-to-day work of the Commission will be carried out 
by officials of the three governments participating in the various committees and working 
groups mandated by the Agreement, operating on the basis of consensus. 


Secretariat: The NAFf A establishes a Secretariat to serve the Commission as well as other 
subsidiary bodies and dispute settlement panels. The administrative and technical support 
that the Secretariat will provide is designed to assist the Commission to ensure effective and 
joint management of the free trade area. 
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Dispute Settlement Procedures 


The dispute settlement procedures of the NAFT A provide expeditious and effective means for 
the resolution ol_~utes. 


- -


Consultations: -Wltenever any matter arises that could affect a country's rights under the 
_Agreement, it may request consultations and the countries concerned will promptly consult 
on lbe matter. The NAFI'A places priority on reaching an amicable settlement. The third 
country may participate, or may seek its own consultations. 


The Role of the Commission: Should the consultations fail to resolve the matter within 30 to 
45 days, any country may call a meeting of the Trade Commission with all three countries 
pres~o_t. The NAFTA directs the Commission to seek to settle the dispute promptly. The 
Commission may use good offices, mediation, conciliation or other means of al~mative 
dispute resolution to this end. 


InitUztion of Panel Proceedings: If the countries concerned are unable to reach a mutually 
satisfactory resolution through the Commission, any consulting country may initiate panel 
proceedings. 


Forum Selection 


If a dispute could be brought under both the GATT and the NAFT A, the complaining 
country may choose either forum. If the third NAFTA country wants to bring the same case 
in the other forum, the two complaining countries will consult, with a view to agreement on 
a single forum. If those countries cannot agree, the dispute settlement proceeding normally 
will be heard by a NAFf A panel. Once selc;cted, the chosen forum must be used to the 
exclusion of the other. 


If a dispute involves factual issues regarding certain standards-related environmental, safety, 
health or conservation measures or if the dispute arises under specific environmental 
agreements, the responding country may elect to have the dispute considered by a NAFTA 
panel. The rules also set out procedures for addressing disputes relating to matters covered 
by the Canada-U.S. FrA. 


Panel Procedures 


If the complaining country elects to have the matter heard through NAFTA procedures, it 
may request the establishment of an arbitral panel. The third country may either join as a 
complaining country or limit its participation to oral and written submissions. The panel will 
typically be charged with making findings of fact and determining whether the action taken 
by the·' defending country is inconsistent with its obligations under the NAFT A, and may 
make recommendations for resolution of the dispute. 
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Panels will be composed of five members, who will normally be chosen from a trilaterally 
agreed roster of eminent trade, legal and other experts, including from countries outside the 
NAFr A. The NAFT A provides for a special roster of experts for disputes involving 
financial services!-- : 


The panel will ~-c~_6sen through a process of •reverse selection• to ensure impartiality: the 
chair of the panel will be selected first, either by agreement of the disputing countries or, 


·faillf\g agreement, by designation of one disputing side, chosen by lot. The chair may not be 
a citizen of the side making the selection, and may be a non-NAFTA national. Each side 
will then select two additional panelists who are citizens of the country or countries on the 
other side. Whenever an individual not on the roster of panelists is nominated, any other 
disputing NAFTA country may exercise a peremptory challenge against that individual. 


Rules of procedure, to be more fully elaborated by the Commission, provide for written 
submissions, rebuttals and at least one oral hearing. There are strict time limits to ensure 
prompt resolution. A special procedure permits scientific boards to provide exPert advice to 
panels on factual questions related to the environment and other scientific matters. 


Unless the disputing countries decide otherwise, within 90 days of a panel's selection, it will 
present to them a confidential initial report. They will then have 14 days in which to provide 
comments to the panel. Within 30 days of the presentation of its initial report, the panel will 
present its final report to the countries concerned. The report will then be transmitted to the 
Commission, which will normally publish it. 


Implementation and Non-Compliance 


Upon receiving the panel's report, the disputing countries are to agree on the resolution of 
the dispute, which will normally conform to ihe recommendations of the panel. If a panel 
determines that the responding country has acted in a manner inconsistent with its NAFT A 
obligations, and the disputing countries do not reach agreement within 30 days or other 
mutually agreed period after receipt of the report, the complaining country may suspend the 
application of equivalent benefits until the issue is resolved. Any country that considers the 


• retaliation to be excessive may obtain a panel ruling on this question. 


·'-.. Alternate Dispute Resolution of Private Commercial Disputes 


Special provisions, described in the investment section, set out procedures for international 
arbitration of disputes between investors and NAFTA governments. The NAFTA countries 
will also encourage and facilitate the use of alternative dispute resolution as a means of 
settling international commercial disputes between private parties in the NAFT A region. The 
three countries will provide for the enforcement of arbitral agreements and arbitral awards. 
The Agreement establishes an advisory committee concerning the use of alternative dispute 
resolution for such· disputes: -
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AD~TIONOFLAWS 


Procedural •Jransparency• 


This section provides rules designed to ensure that laws, regulations and other measures 
·affecting traders and investors will be accessible and will be administered fairly and in 
accordance with notions of due process by officials in all three countries. Each country will 
also ensure, under its domestic laws, independent administrative or judicial review of 
government action relating to matters covered by the NAFT A. 


The NAFTA's notification and exchange of information provisions will allow each 
government the opportunity to consult on any action taken by another country that could 
affect the operation of the Agreement. These provisions are designed to assist the three 
countries to avoid or minimize potential disputes. 


Contact Points 


Each country will designate a contact point to facilitate communications between NAFI'A 
countries. 


EXCEPTIONS 


The NAFT A includes provisions that ensure :that the Agreement does not constrain a 
country's ability to protect its national interests. 


General Exceptions 


This provision permits a country to take measures otherwise inconsistent with its obligations 
affecting trade in goods to protect such interests as public morals, human, animal or plant 


· · life or health or national treasures, to conserve exhaustible natural resources or to take 
enforcement measures regarding such matters as deceptive practices or anticompetitive 
behavior. However, such measures must not result in arbitrary discrimination or disguised 
restrictions on trade between NAFT A countries. 


National Security 


Nothing in the Agreement will affect a NAFT A country's ability to take measures it 
considers necessary for thO< protection of its essential .security interests. 
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Taxation 


TI1e NAi-;T A provjd~ that, as a general matter, taxation questions will be governed by 
applicable double~ t.ax-a.tion agreements between the NAFT A countries. 


Balance of Payments 


· Un~ the Agreement, a NAFT A country may take trade-restrictive measures to protect its 
balalfce of payments only in limited circumstances and in accordance with the rules of the 
International Monetary Fund. 


Cultural Industries 


The rights of Canada and the United States with respect to cultural industries will be 
governed by the Canada-U.S. FTA. Each country reserves the right to take measures of 
equivalent commercial effect in response to any action regarding cultural industries that 
would have been a violation of the Canada-U.S. FfA but for the cultural industries 
provisions. Such compensatory measures will not be limited by the obligations imposed by 
the NAFrA. 


The rights and obligations between Canada and Mexico regarding cultural industries will be 
identical to those applying between Canada and the United States. 


FINAL PROVISIONS 


Entry into Force 


This section provides that the Agreement will enter into force on January 1, 1994, upon 
completion of domestic approval procedures. 


-,_ Accession 


The NAFT A provides that other countries or groups of countries may be admitted into the 
Agreement if the NAFT A countries agree, and subject to terms and conditions that they 
require and to the completion of domestic approval procedures in each country. 


Amendments and Withdrawal 


This section also...provides. for. amendm~n.ts to the Agreement, subject to domestic approval 
procedures. Any country may withdraw from the Agreement on six-months' notice. 
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SUMl\fARY OF ENVIRONMENTAL PROVISIONS 


The three NAFFA-eountries have committed in the NAFTA to implementing the Agreement 
in a manner consistent with environmental protection and to promoting sustainable 


. development. Specific provisions throughout the Agreement build upon these commitments. 
For example: 


• -The trade obligations of the NAFTA countries under specified international 
environmental agreements regarding endangered species, ozone-depleting substances 
and hazardous wastes will take precedence over NAFI' A provisions, subject to a 
requirement to minimize inconsistency with the NAFT A. This ensures that the 
NAFI' A will not diminish a country's right to take action under these environmental 
agreements. . 


• The Agreement affirms the right of each country to choose the level of protection of 
human, animal or plant life or health or of environmental protection that it considers 
appropriate. 


• NAFT A also makes clear that each country may maintain and adopt standards and 
sanitary and phytosanitary measures, including those more stringent than international 
standards, to secure its chosen level of protection. 


• The NAFr A countries will work jointly to enhance the protection of human, animal 
and plant life and health and the environment. 


• The Agreement provides that no NAFI' A country should lower its health, safety or 
environmental standards for the purpose of attracting investment. 


• When a dispute regarding a country's standards raises factual issues concerning the 
environment, that country may choose to have the dispute submitted to NAFI' A 
dispute settlement procedures rather than under the procedures of other trade 
agreements. This same option is available for disputes concerning trade measures 
taken under specified international environmental agreements. 


• · NAFT A dispute settlement panels may call on scientific experts, including 
environmental experts, to provide advice on factual questions related to the 
environment and other scientific matters. 


• In dispute settlement, the complaining country bears the burden of proving that 
another NAFTA country's environmental or health measure is inconsistent with the _ 
NAFTA. 
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UPDATE: NORTH AMERICAN 
FREE TRADE AGREEMENT 


I. INTRODUCTION 


The North American Free Trade Agreement ("NAFT A") currently under 
negotiation among the United States, Mexico and Canada will create a North American 
Free Trade Area that encompasses some 360 million people with almost $6 trillion in gross 
output. 


The NAFT A seeks the eventual elimination of all barriers to trade in goods and 
services through the reduction and eventual elimination of tariffs, the elimination of 
non-tariff barriers, such as quotas and licensing requirements, the elimination of investment 
barriers and the development of alternative dispute resolution and consultation mechanisms. 


While the purpose of the NAFT A is to increase North American trade, its impact 
on any particular country or company can vary significantly. Accordingly, it is important 
for any company which does business in North America to analyze the potential effect that 
the NAFT A could have on its operations. 


We provide the following report to assist business executives in familiarizing 
themselves with the current parameters of the NAFTA, as well as to indicate what can be 
expected once the agreement is concluded. Section II of this report summarizes the current 
status of the negotiations. Section III identifies the major issues in selected negotiating 
groups, providing examples, where appropriate, of the potential impact of the NAFT A on 
current business activities . 


This report is designed to provide general information only, and is not intended as 
legal advice. The advice of legal counsel should be obtained on specific questions 
regarding how the NAFT A could affect individual company operations. 


n. CURRENT STATUS OF NEGOTIATIONS 


A. Negotiating Groups 


The United States, Mexico and Canada have established 19 negotiating 
groups to cover the major areas of negotiation among the three countries. The 19 groups 
cover the following general areas: 
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a. Trade in Goods c. Services 


• Tariff and Non-Tariff • Principles 
Barriers • Financial 


• Rules of Origin • Insurance 


• Procurement • Land Transportation 


• Agriculture • Telecommunications 


• Autos • Other Services 


• Textiles 


• Energy d. Investment Aecess 


• Safeguards, Subsidies 
and Trade Remedies e. Intellectual Property 


b. Standards f. Dispute Settlement 


• Health and Safety 


• Industrial 


The U.S. negotiations are headed by the U.S. Trade Representative, Carla 
Hills. The Mexican negotiating team is headed by Mexican Secretary of Industry and 
Commerce, Jaime Serra Puche, and the Canadian team by Canadian Minister of 
International Trade, Michael Wilson . 


B. Progress in the Negotiations to Date 


The formal NAFT A negotiations were inaugurated with a "Plenary" meeting 
of Chief Negotiators in Washington, D.C. on July 3-9, 1991. Since that date, each of the 
negotiating groups have met several times in various cities in the United States, Mexico 
and Canada. The chief negotiators have also met periodically, to make policy decisions. 


After gathering information regarding the laws, policies and practices of 
each country evaluating their relative trade positions, and with input regarding the concerns 
of their respective domestic industries, the country representatives exchanged formal 
negotiating positions and have begun drafting a joint text. There is currently circulating 
a draft text of over 500 pages in length covering every area of the negotiations. 


While the United States initially stated optimistically that the NAFT A target 
date for completion of negotiations was January 1, 1992, the target date now being 
suggested for an agreement is no earlier than year-end 1992. The delays are due in part 
to the fact that the same U.S. officials responsible for negotiation of the NAFTA are also 
responsible for the Uruguay Round of General Agreement on Tariffs and Trade ("GATT"), 
but also reflect the number, complexity and political sensitivity of the issues. In addition, 
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with presidential elections scheduled in the United States for November 1992, many 
analysts suggest that the United States will hold off presenting an agreement to the U.S. 
Congress, even if one is completed prior to year-end, to avoid the election year politics . 
The effect of election year politics on the negotiations will vary by sector, with probably 
a greater impact on agriculture, as well as on autos and textiles, which have strong union 
backing. Prominent Democrats, such as House Majority Leader Richard Gephardt, are 
pressing for tough rules of origin and anti-dumping provisions, among others. The politics 
of the agreement is important because ultimately, the U.S. Congress will have to vote up 
or down on any agreement reached. 


C. Congressional Oversight 


In addition to the role of the official U.S. negotiators, several U.S . 
Congressional Committees will be highly influential in overseeing the NAFT A negotiations, 
and eventually in the approval process. 


The Senate Finance Committee and the House Ways and Means Committee 
will play key roles. Other oversight committees, such as the Senate Agriculture Committee 
or Banking Committee (depending on the issues), will also monitor the negotiations, hold 
hearings and eventually vote on any final agreement reached. The activities of the 
Committees are directly related to the strength of lobbying by U.S. interest groups 
regarding their particular positions. The opportunity for comment leads to the possibility 
of political tradeoffs . 


D. U.S. Interest Groups 


There is a broad range of interest groups who will lobby the U.S. 
government and the Congress to assure that their particular interests are taken into account 
in the negotiations. Private interest groups include coalitions formed among major 
producers in an industry, such as U.S. orange juice producers, as well as ad hoc groups 
interested in anything from environmental to immigration issues. 


In addition to the private .coalitions, the government has selected certain 
representatives of U.S. industry to participate on government sponsored "Technical 
Advisory Committees." These committees will contribute directly to the process, with 
access at times to the U.S. government's negotiating positions. 


The views of these groups may heavily influence the course of the 
negotiations, as they are reflected in the official U.S. negotiating position. The Mexican 
government, as well, seeks input from Mexican business interests in developing its 
negotiating strategies. 
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ill. MAJOR ISSUES IN THE NEGOTIATIONS 


The sector negotiations believed to be of most general interest are discussed below, 
with our assessment of the current situation and likely outcome. 


Many of these, including investment restrictions, protection of intellectual property, 
reduction of import barriers, and service industry establishment rights, will be familiar to 
third country firms and their governments. These "market opening" measures have been 
the focus of U.S. trade policy since the beginning of the Reagan Administration, and the 
subject of numerous bilateral negotiations and several "Section 301" cases. 


We note also that many of the changes the United States seeks in Mexican law and 
the treatment of U.S. goods, investment and services have already been independently 
implemented by the Mexican government or are in the process of implementation. One of 
the principal U.S. objectives in the NAFTA is to discourage future adverse changes by 
incorporating Mexican practice into an international treaty, the violation of which would 
constitute a breach of international law and lead to serious economic, political and legal 
problems for Mexico. 


1. Tariff Reductions 


The goal of the NAFT A is to reduce all tariffs in trade among 
Canada, the United States and Mexico to zero within a defined period of time, probably 
10 to 12 years. 


NAFT A negotiators indicate that tariff reductions will be phased-in 
as in the U.S.-Canada FTA ("CFTA "), i.&.._, some tariffs will be eliminated immediately 
as the NAFT A goes into force. Tariffs on other products will be eliminated over an 
intermediate period (5-6 years), and the final group over a longer period (10-12 years or 
even longer). 


As a result of these reductions, Mexican producer exports should be 
expected to enjoy a competitive advantage over exports to the United States from third 
countries, within a relatively few years. 


The three countries exchanged their first offers of tariff cuts on 
September 19, 1991. The offers list each Harmonized Tariff Schedule ("HTS") item and 
indicate the proposed phase-out period. Mexico proposed to reduce 25 percent of its tariffs 
to zero immediately, 10 percent over the intermediate period, and 65 percent over the long 
period. The United States proposed immediate cuts of 50 to 60 percent, 6 percent over the 
intermediate period, and 30 to 40 percent over the long term. Fourteen percent of Mexican 
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imports already enter at zero and another 31 percent currently enjoy duty-free treatment 
under the U.S. Generalized System of Preferences ("GSP"). Canadian proposals are being 
treated as confidential. As with the United States, Canada will preserve duty-free treatment 
and any reduced duty GSP ("GPT") benefits already provided to Mexico. 


Under U.S. proposals, products which now enter the United States 
from Mexico duty-free under MFN tariffs or GSP preferences would continue to enjoy 
duty-free treatment in the future. This is significant, as it would protect Mexico from 
being "graduated" from GSP, as was the case for Korea, Singapore, Hong Kong and 
Taiwan several years ago. 


Sensitive products such as textiles, footwear, consumer electronics, 
some chemicals, and many agricultural products, will probably be subject to a longer 
phase-out period, which has not yet been agreed upon. In some instances, the phase-out 
may be longer than the 10 years specified under the CFT A. 


The agreement will probably contain "snapback" provisions to allow 
parties to reimpose tariffs where there is short-term injury, for a limited time . 


Only products that qualify under the rules of origin as originating in 
the NAFT A area will qualify for preferential tariff treatment. Third country goods 
transshipped through one of the countries, or goods produced by one of the parties that do 
not meet the origin standards, will continue to be subject to the MFN tariffs of each 
country. (There will be no common external tariff, as in the EEC.) 


Should the Uruguay Round of GATT negotiations, the multilateral 
steel negotiations or other multilateral negotiations result in more rapid tariff reduction 
agreements among the countries, those reductions would supersede reductions under the 
NAFTA . 


2. Reductions in Non-Tariff Barriers 


Much of U .S.-Mexican trade is governed by quotas and import 
licensing restrictions, particularly in the agriculture sector. It is expected that these 
restrictions will be eliminated, although Mexican restrictions on U.S. grain, and U.S. 
restrictions on fruits and vegetables, will most likely be phased out over a long period of 
time. (If the Uruguay Round is a success, some of the import quota/licensing restrictions 
may be resolved there rather than in the NAFTA.) 
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The United States and Mexico are also negotiating the elimination of quotas on textiles, 
again over time, and new quotas on such products as steel would be prohibited. These 
negotiations are complicated by multilateral accords like the multi-fibre arrangement and 
U.S. efforts to obtain a multilateral steel arrangement, which are also in "transition 
phases." In our view, it is likely that U.S. quotas on Mexican textiles will be phased out 
more rapidly than bilateral quotas under the MFA, as Mexico is now urging. 


All three countries impose health, sanitary, and safety-based 
restrictions on imports which in some instances unfairly restrict imports. Some of these 
will be specifically addressed under the NAFTA. The NAFTA is also likely to contain 
standardized procedures for challenging such restrictions, and resolving disputes over them. 
New regulations would have to meet "transparency" and other procedural requirements . 


3. Rules of Origin 


The NAFT A, like the CFT A, is expected to contain detailed rules 
of origin. These will determine what goods will enjoy preferential tariff treatment because 
they are considered to be made in the region. Like the CFT A rules, GSP rules, and the 
Caribbean Basin Initiative ("CBI") rules of origin, the NAFT A rules will be preferential 
rules, which only apply to the goods of the three parties to the agreement. There will be 
considerable variation in the rule of origin by product, with different industries treated in 
different ways . 


The NAFT A rules will not apply in determining origin for purposes 
of goods from third countries, or from NAFT A countries when those goods do not seek 
preferential tariffs. (However, the U.S. Customs Service has recently proposed to apply 
similar rules to all U.S. imports, beginning with steel and steel products.) 


The basic rule governing NAFTA origin is likely to be a shift in the 
Harmonized Tariff Schedule ("HTS") category, either the four-digit or the six-digit 
categories. In some cases, such as autos, auto parts and chemicals, there is also likely to 
be a minimum local content requirement. However, most of the local content requirements 
found in the CFT A rules of origin are not likely to be incorporated in the NAFT A . 


The rules of origin will nevertheless be designed to assure that there 
is substantial processing or transformation performed in the region, or substantial use of 
local raw materials and components, avoiding "screwdriver" industries. This will be 
technically accomplished through manipulation ofHTS categories. If the U.S. negotiators 
are successful, it will be more difficult in many instances for a product to qualify for the 
NAFT A tariff preferences than for CFT A preference. 
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For example, a shift from a components category to a finished 
product category will probably not be sufficient to convey local origin on electronic 
products assembled in the region, unless some of the components are made in the region 
as well. The United States is proposing, for example, that a color television receiver made 
in Mexico not be subject to preferential tariff treatment under the NAFT A unless the 
picture tube is also made in North America. For computers, the "mother board" would 
have to be made in North America. Democrats in Congress are pressing for elimination 
of the "double substantial transformation" standard, in which a major component 
manufactured in the region is treated as 100 percent local content even if some of the 
materials or sub-components are exported. 


With autos and auto parts, some interests in the United States are 
advocating that total materials plus direct costs of processing equal 60 to 70 percent of the 
total value, while Canada favors the 50 percent local content rule now applicable between 
the United States and Canada. The U.S. "Big Three" -- General Motors, Chrysler and 
Ford -- are pushing to deny preferential trade benefits to new producers in Mexico. 
(Nissan and Volkswagen are existing manufacturers in Mexico, along with the U.S. "Big 
Three.") 


With steel, some types of processing, such as galvanizing, that in the 
past were sufficient to convey origin may no longer do so. 


With regard to textiles, the U.S. government does not yet have a 
position. U.S. industry groups are arguing for stiff rules, which would require the fiber, 
parts and assembly all to be of North American origin, but U.S. importers are resisting. 


Mexican negotiators can be expected to seek to some degree to 
protect the industries established under the "maquiladora" program in the border regions. 
However, many of the benefits of the maquiladoras, such as duty drawback and foreign 
trade zones privileges, are expected to be gradually eliminated under the NAFTA, as under 
the CFTA. 


4. Foreign Investment 


Since foreign investment is generally unrestricted in the United States 
except for a few sectors (defense, airlines, mobile telephone systems, etc.), and generally 
open in Canada, the focus in those sector negotiations is on Mexico. 


The United States is seeking national treatment of foreign investment, 
and elimination of most restrictions on foreign ownership and control. Restrictions on land 
ownership by foreigners are of particular interest. The United States is also seeking 
protection against expropriation, elimination of performance requirements, such as local 
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content requirements and export targets, "transparency" of rules and regulations, and 
binding dispute resolution outside of Mexican courts. NAFT A provisions on foreign 
investment in Mexican firms may be phased in over a number of years, possibly on an 
industry-by-industry basis. 


Mexico has adamantly refused to open oil exploration and production 
to foreigners, citing long-standing constitutional provisions. However, some foreign 
investment privileges are likely to be permitted in the petrochemical industry . 


There are those in both the U.S. and Mexican governments that 
believe at least some of the investment provisions of the NAFT A should be applicable on 
a most-favored-nation basis, i.e., to third countries such as Korea who invest in Mexico. 
This would be in Mexico's interest, since Mexico hopes that NAFTA will attract third 
country as well as U.S. and Canadian investment. 


The United States will probably insist that all U.S. companies enjoy 
the investment and other benefits of the NAFTA, even if the U.S. companies are owned 
by foreign firms . 


The NAFT A itself is not likely to deal with environmental concerns. 
However, as part of the process, Mexico is expected to improve enforcement of 
environmental laws and regulations, particularly with regard to air and water pollution and 
toxic waste. Under separate but parallel negotiation, for instance, the United States and 
Mexico recently announced a new Integrated Environmental Plan for the Mexico-U.S . 
Border Area under which the two governments pledged to spend more than $700 million 
on border environmental issues through 1994. 


5. Services 


Obtaining access to Mexico for services, particularly banking, 
insurance, land transport, telecommunications and VANS (value added networks), and 
professional services is a high priority for the United States, as it has been in U.S. relations 
with Korea, Japan and other countries . 


a. Banking: In the financial sector, the United States seeks 
elimination of the restriction that foreigners may only own 30 percent of Mexican banks, 
and significant restrictions on foreign brokerage and insurance operations. Mexico is 
concerned with U.S. restrictions on banking which under current law make it difficult for 
a single bank to operate across state lines in the United States, and to engage in related 
activities such as underwriting securities. The final form of U.S. banking reform 
legislation now before Congress will necessarily affect negotiations in this area. 
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b. Insurance: The United States has few restrictions on foreign 
insurance companies, but the insurance market is largely regulated by the states. Canada's 
restrictions are also minor. As of 1990, Mexico permits up to 49 percent foreign 
ownership of insurance companies, and allows freedom to place reinsurance abroad. U.S. 
and Canadian negotiators will seek the right for American companies to freely market 
primary insurance in Mexico, which is now prohibited. 


c. Transportation: Land, particularly truck transport, is 
important because much U.S.-Mexican trade depends on trucks. Free access for U.S. 
truckers to Mexico is a key issue for U.S. negotiators. It is likely that over time the 
parties will reciprocally eliminate restrictions on foreign ownership of trucking companies, 
and take steps to facilitate through movement of trucks and containers. Recent Mexican 
initiatives to open the frontier region to American trucks will be expanded in the early 
years of the agreement. The United States will also seek access for U.S.-owned brokers 
and freight forwarders. 


The parties are likely to agree to increased access for the others' 
buses. Currently, only U.S. charter bus operations may operate freely in Mexico . 


Although Canada and Mexico hope otherwise, it is not likely that 
current restrictions on U.S. coastal shipping will be relaxed as part of the NAFTA 
negotiations. The United States has refused, to date, to include shipping on the agenda, 
despite repeated requests from Canada and Mexico. It is, however, possible that some port 
and terminal issues could be discussed . 


It is also unlikely that the parties' restrictions on air services and 
ownership of airlines will be modified as part of the NAFT A. The United States and 
Mexico are parties to a Bilateral Aviation Agreement. In negotiations which are parallel 
to, but not part of the NAFTA negotiations, the United States and Mexico are seeking 
further liberalization under the Bilateral Agreement in anticipation of increased activity 
once the NAFTA is completed. 


d. Telecommunications: Freer access to the Mexican 
telecommunications sector is a high U.S. priority, as it has been with Korea, Japan and the 
nations of the EEC. The United States seeks open access to the Mexican market for long
distance telephone and data services, and removal of regulatory barriers. The privatization 
of Telmex, already under way, will provide an opportunity for equipment sales. The 
NAFT A is expected to formalize U. S. and Canadian access to these sectors . 
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6. Intellectual Prqperty 


Legislation to improve protection for intellectual property in Mexico 
has now been enacted, which meets some but not all U.S. objectives. The United States 
wants stronger protection for intellectual property and stiff penalties for violators. U.S. 
negotiations want provisions for indefinite patent renewal while Mexico wants patents to 
expire with no opportunity for renewal. The United States would also like stronger 
protection for computer and industrial design and trade secrets . 


Mexico has recently passed legislation to protect copyrights, including 
computer software and sound recordings. Stiff criminal penalties are provided in 
appropriate cases . 


It is expected that these improvements in Mexico's intellectual 
property laws should benefit third country patent holders, not just U.S. and Canadians. 
Incorporation of these provisions in the NAFT A would create a binding commitment on 
all parties and prevent unfavorable changes in the law at a later time. 


7 . Antidumping and Countervailing Duty Laws 


Mexico, like Canada in the CPT A negotiations, is seeking special 
provisions in the application of U.S. antidumping and countervailing duty ("CVD") laws 
to Mexico. In particular, Mexico would like to see a broader de minimis exception (three 
to five percent) to the practice of cumulation, so that Mexico could not be drawn into 
multi-country antidumping cases when Mexico is a minor producer. Mexico also seeks a 
"sunset" provision automatically terminating such trade cases after a certain period (three 
to five years), tighter U.S. rules on who can bring an antidumping or CVD case, and other 
technical benefits. Mexico would also like to see a clear, broad definition of certain types 
of government subsidies that would not be subject to CVD cases . 


For domestic political reasons, it is highly unlikely that the United 
States will make major concessions in its antidumping and countervailing duty laws in this 
trilateral negotiation, unless it becomes obvious that the Uruguay Round discussions will 
fail. The United States made no substantive concessions on these issues in the CFTA. It 
only agreed to set up working groups, which have accomplished little. 


The United States and Canada did agree in the CPT A to a special 
appeals procedure for antidumping and CVD cases, removing them from the jurisdiction 
of the federal courts in Canada and the United States. This was a key element of the 
CPTA for Canada. It is unclear whether the United States will seek a similar mechanism 
in the NAPTA; the process is complicated by the differences in legal systems and Mexico's 
lack of transparent antidumping procedures. (Mexico has had an antidumping law since 
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1967 and has brought more than 60 cases, mostly against U.S. and EEC producers.) 
Mexico, however, has indicated that it would like to see an antidumping and countervailing 
duty review mechanism similar to the one adopted in the CFf A . 


8. Government Procurement 


Canadian and U.S. access to Mexican government purchasing could 
be an important source of exports for both countries. Canada and the United States, but 
not Mexico, are parties to the GA TI Government Procurement Code, which was used as 
a basis for the government procurement sector agreement of the CFT A. 


The government procurement sections of the NAFf A are likely to 
be "stand alone" provisions, which will operate among the three countries in the region 
regardless of whether Mexico eventually accedes to the GA TI Code. However, the 
NAFf A provisions should of necessity be compatible with the Code. 


A key issue will be the list of government-owned or controlled 
entities in each country that will be subject to open bidding and procurement procedures 
for firms from any of the NAFf A countries. The United States hopes for a comprehensive 
agreement covering all non-military procurement of goods and services by Mexican 
agencies, as well as access to public works construction projects, for all contracts over a 
certain minimum amount (perhaps $25,000, as in the CFf A). Because of the size of U.S. 
federal government procurement, Mexico has a substantial reciprocal interest. The United 
States and Canada will also press for transparency in all phases of the procurement process, 
and for effective challenge procedures. 


9. Dispute Settlement 


Mexico, the United States and Canada are certain to include a 
conciliation and binding arbitral mechanism for resolving disputes arising under the 
NAFfA, as in the CFfA. The scope of the dispute settlement provisions in the NAFTA 
may well be broader than the mechanism in the CFTA, particularly if the Uruguay Round 
talks fail to produce a satisfactory multilateral dispute resolution mechanism for trade 
disputes. 


Such a mechanism could be a substitute for some Section 301 actions 
by the United States. The CFf A mechanism has not prevented Canada from taking several 
disputes toGA TI panels, but in some instances, has encouraged negotiated solutions. The 
United States has taken a dispute over market access for U.S. produced beer to the GATT, 
and received a favorable decision. The mechanism for resolving antidumping and 
countervailing duty case disputes provided in Chapter 19 of the CFf A has been used in 
more than 20 cases, and has worked well. 
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N. CONCLUSION 


The NAFT A should provide tremendous advantages to companies operating in the 
North American Region, as a result of the greatly expanded market access and investment 
opportunities which the agreement will provide. While trade in goods and services 
between the three countries in the region is already significant, the NAFT A should expand 
inter-country business activity and stimulate the economies of the countries to the advantage 
of the region and its peoples as a whole . 
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THE WHITE HOUSE 


Office of the Press Secretary 


Fer Immediate Release August 12, l992 


The North Ameri.C&A Pree Trade Agreement 


FACT SHEET 


The President today announced that tha United States, 
Mexico, and Canada nave ccmpletaci negotiation of a North 
American Free Trade Agreeman~ (NAFTA). Tha MAFTA will phase 
out barriers to trade in goods and services in North Amari~, 
eliminate barriers to investment, an4 s~ the protection 
of intel.lectual property rights. As tariffs and other trade 
carriers are eliminated, the NAFTA will create a massive open 
market -- over 360 million people an4 cvar S6 ~illion in 
annual output. 


'Background 


With sharp increases in global t.ade and ~vestment flews, 
u.s. economic growth and job creation have })eccme closel.y ti~ 
tc our e.bi.l.i. ty to compete · internationally. Since 19 8 6, U.s. 
exports have increased by almost 90 percent, reflect~ our 
success :in opening foreign markets, and tha competitiveness of 
American industry. In 1991, tha u.s. esporta4 over $422 
billi.on of industrial. ancl agricul.i:ural products, and over $164 
billion 1.n services, making the Uni. ted States the warld' s 
largest ezportar -- ahead of Germany em! Japan. More than 7. 5 
million u.s. jol)s are tied to merchandise exports, up from 5.0 
mi.ll.1on in 1986. Of these jobs, 2.1 aullion are supported by 
exports to canada and MeXico. 


For many years, Mexico used high tarj.:ffs and l:icensi.ng 
restrictions in an effort to encourage industrial de~opment 
ana ~port substitution. 


· Unde:- President Salinas e.nd his predecessor. President de 
la Madrid, .. the .. Mencan Government has opened i.u market .and 
implemented sweeping economic reforms. In 1986, Mez:1ca joined 
the General Agreement on 'l'ar1.f£s and Trade (GATT) and began 
reducing its tariffs and trade barr:1ers. 


- As a resul.t, bilateral trade has increased dramatical.ly. 
From 1986-91. u.s. exports to Mexico increased from Sl2.4 
bill.J.on to S33. 3 billion, twice as fast as u.s. exports to the 
rest of tha world. u.s. agricul.tural exports rosa 173 percent 
tc $3 bi.l.1ion: consumer goods tripled to S3. 4 billion; and 
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ex~ort~~~- capital goods surged to Sll.3 billion from SS 
billion~:,;:~u .s. exports to Mexico now support approx:tmately 
600,00Q)~r1can jobs, while exports to Canada support 1.5 
million~' =- -


Economic reforms have also been good for Mexico. Its 
inflation rate has dropped from over 100 percent ~ 1986 to 
under 20 percent in 1 991, and its economy has grown at an 
average annual rate of 3.1 percent over the last four years, 
after s~agnat~ during the 1980s. 


In June 1990, Presidents Bush and Sal~as endorsed the 
idea of a comprehensive U.S.-Mezico free trade agreelnent and 
directed their trade ministers to begin preparatory work. 
Canada joined the ta11cs 1n February 1991, leading to the three
way negotiation known as NAFTA. Formal negotiations began in 
June 1991 after Congress extended through Hay 1993 the "fast 
track" procedures originally _ ena~ed in tha Trade Act of 1974, 
authorizing the Administration to submi~ the agreement with 
implementing legislation for an up-or-down vote. 


'I'ha PreSident's t:rade str-ategy, whic::h is a key part of h.is 
overall economic growth plan, is designed to create new markets 
for Amer~can products and provide new opportunit~es for 
American companies and workers. 


The N~FT~ Agreement 


The NAF'l'A will create a free trade area {FTA) comprising 
the u.s., canada, and Mexico. Consistent with GATT rules, all 
tar~ffs will be el~ated within tha FTA over a transition 
period. The NAFTA involves an ambitious effort to eliminate 
barriers to agricultural, manufacturing, and services trade, 
to remcva investment res~rictions, and to protect effectively 
~tellectual property rights. In addition, the NAFTA marks the 
first time in tha !Ustory of U.s. trade policy that 
environmental concarns have been directly addressed in a 
comprehensive trade agreement. B.ighl:1.ghts of the NAF'l'A 
inc:luda: 


Tariff Bl1m:fnation. Approximately 65 percent of u.s. 
industrial and agricultural exports to Mexico will ba 
eliqible .for duty-free treatment .aither immediately-or 
within fiva years. Mexico's tariffs current-ly average 10 
percent, w~ch is two-end-a-half times the average u.s. 
tariff. ~ 


Reduction of Motor Vehicle aDd P~ T~iffa. u.s. autos 
and light trucks will enjoy greater access to Mexico, 
which has the fastest growing major auto market in the 
wor~~- W~th NAFTA, Mexican tarif~s on vehicles and l~ght 







-3-
=~~~~~-


trucksfl~;l immediately be cut in half. Within five 
years , · ·duties on three-quarters of U.S. parts exports to 
Mexico will be eliminated, and Mexican •trade balanc.ing" 
and "local content requirements• will be phased out over 


- lO years. 


Auto Rule of Origin. Only vehicles with substantial North 
American parts and labor content will benefit from tariff 
cuts under NAFTA's strict rule of origin. NAFTA wil~ 
require that autos contain 62. S percent North American 
content, considerably mora than the SO percent required by 
tha u.s. -canada Free Trade Agreement. NAF'l'A contains 
tracj,ng requl.ramants so that i.nctividual parts can be 
identj,fied to determine the North American content of 
major components and sub-assemblies, e.q. engines. This 
strict rule of origin is important 1ft ensuring that the 
benefits of the NAFTA flow to firma that produce in North 
America. 


Expanded 'l'elecc:=suniea'tiona 'l'rade. NAFTA opens Mexico's 
S6 bil.licn market fer telecrinmunicationa equj,pment and 
services. It ;iva• u.s. providers of voice mail or 
packet-switched services nondiscriminatory access tc the 
Mexican public talephcne network and el~inates al~ 
investment raatrictiona by Jul.y 1995. 


Reducac! Textile• aDd Apparel Barriera. Barriers to trade 
en $250 million (over 20 percent) of u.s. experts of 
textiles and apparel to Mexico will be el.imina ted 
immediately, vi th another 8700 million freed from 
restrictions within 6 years. All. North American trade 
restrictions will be el.iminatacl w1.thin 10 years and tough 
rules of or~gin will ensure that benefits of trade 
li~eral.ization accrue to North American prcaucers. 


Increased ft'ade in Agriculture. Mexico imported $3 
billion worth of u.s. agricultural goods las~ year, making 
it our third-largest market. NAFTA will immediately 
eliDU.nata Mex~c:an import llcensea, which covered 25 
percent of U.S. aqricu.l tura.l exports last year, anc1 wil~ 
phase out remaining Mexican tariffs wi~n 10 - lS years. 


Expanded 'l'rada in 1'1 aancial Suvice.s. Mexico's closed 
fj,nanc.ial services markets will be opened and U.s. banks 
and .securitias firms w.ill be allowed to establish wholly 
owned subsidiaries. Transitional restrictions will be 
phased out by January 1, 2000. 


New i Opportwu.i:iea in :Insurance. u.s. firms will gain 
major new opportunit1es 1n tha Mexican market: firms with 
existing joint ventures will be permitted tc obtain 100 
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perc~~~ownership by 1996 and new entrants to the market 
can Q~~n a majority stake in Mexican firms by 1998. By 
the . ~~~- 2000, all equity and market share restrictions 
will '& -=aliminated, openin; up ccmpletaly what is now a 
$3.5 billion market. 


Increased Investment. Mexican •domestic: content• . rules 
will be eliminated, permitting additional sourcing of u.s. 
inputs and, for the first timer U.S. firms operating in 
Mexico wi~~ receive the same treatment as Mexican-owned 
firms. · Mexico has agreed to drop azport performance 
requirements, which presently force ccmp5nies tc export as 
a condition o£ being allowed to invest. · 


Land 'l'ra.nsportaticm. Mora than 90 percent of u.s. trade 
with Mexico is shipped by land, but U.S. truckers 
currently are denied the right to carry cargo or set up 
subsidiaries in Mex~COr forcing them to ·~and off• 
trailers to Mexican drivers and return home empty. NAFTA 
will perm.it u.s. trucking companies tc c:ury international 
cargo to tha MeXican states cont.igucus to tha u.s. by 
1995, anc! gives them C%'0ss-ecrdar access to all of Mexico 
by the enc:l cf 1999. u.s. railroads will be able to 
provide the.ir services in Mexico, anc! U.S. companies can 
inves-t in and operate land-sida part services. The 
combination of t=uck, rail, and port breakthroughs will 
help c..-eate an aff:Lc.ient. - intarmodal. North American 
transport sys'tem. ' 


Protection of Intellectwll Proper-ty Rights. NAF'l'A will 
provide a higher level. of protection for intellectual 
property rights than any other bilateral or multilateral 
agreement. u.s. high tedmology, entertainment. and 
consumer goods producers that rely haavi2y on protection 
for their patents. copyrights, and trademarks will realize 
substant.ial gains Wlder NAn'A. Tha agreement nll also 
li.mit compulsory licensing, resolving an important concern 
with Canada. 


The objective of NAFTA ia to open markets. It is' not 
designed to create a closed regional trading blocr and does not 
erect new barriers to non-part:Lcipants. The NAFTA is fully 
consis-tent with GA'I''l' cri 'teria for free trade agreements, an~ 
witn u.s. support~ fer strengthening the multilateral~ trading 
system :in the uruguay Round. 


£conom~c: Studies 


At the reques't of the Office of the u.s. Trade 
Representativar the u.s. lnternaticna~ Trade Commiss.ion 







' . 
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surveye~~ evaluated the various economic an~lyses of N~A. 
In May of ___ this year, the t1SITC reported 1:ha-e: 


(T)hera is a surprising degree of un~ity in the resu~ts 
regarding the aqgrag~ta affects of NAFTA. All ~hree 
ccuntr~es are expected to ~a~ fraa a NAFTA. 


These independent s~es found that NAFTA would increase 
u.s. growth, jobs, and wages. They found that NAFTA would 
incre~se u.s. rae~ GOP by up to 0.5 percent per ye~r once it is 
fully implemented. They projected aggregate U.s.· employment 
increases ranging from under 0.1 percent to 2.5 percent. 'l'he 
studies further project aggregate increases in u.s. re~l wages 
of between 0.1 percent to 0.3 percent. 


U.s. exports tc Mexico currently support over 600, 000 
American j cbs. 'l'he Institute for International Economics 
recently estimated this figure will rise to over l million u.s. 
jobs by 1995 under NAFTA. · 


Environment, . Labor, and Adj USp!ent Issues 


In a May 1, 1991, latter to the Congress, the President 
described actions that the Administration would implement to 
aadress concerns regarding the impact of free trade on the 
environment, labor :rights, -and worker adj\l.S'tment programs. 


Envirc"'wm1:. The Admini.strauc:in has movac1 forward with a 
comprehensive b~lateral environmental agenda tc al1ay 
concerns that ~ree trade could undermine u.s. 
environmental and food safety regulaUons or lead to 
environmental degradation on the u.s.-Mexico border. 
Durin; tha last year, substantial px-ograss has tleen made. 
Highlights include the follow~: 


-- Standards. The NAFTA al1owa the u.s. to maintain its 
stringent environmental. health, and safety 
standards. It allows states and lcx:ali ties to enact 
tougher stzmdards basec:l on sound science. It 
encourages "upward harmonization • of nat~onal 
standards and regulations, and prohibits the lowering 
of standards to attract investment. -


Integrated Border P~an. In February 1992, EPA anc:l 
its Mexican counterpart ( SEDUSOL) completed a 
comprehensive plan for addressing air. soil, water , 
and hazardous wasta problems 1n the border area. 
Agreement has been reached on measures ta implement 
tha first stage of the plan covering the period 1992 
- 1994. 
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Border Infrastructure. The President has proposec1 a 
~ 7_0 percent i.ncraase 1n the budget for border 


~~1rcnmenta~ projects to S241 million for FY 1993, 
~~~luding $75 million for the •eolonias• 
:::'=l W'Uncorpora ted c:cmmuni ties on the u.S. side of the 


bordar that often lack effective sanitation services 
and running water) and ovar $120 million fer border 
wastewater treatment plants. 


Border Plan/FY 1993 Appropriations. To date, in the 
FY 1993 Appropria~ons procassr the House of 
Representatives has refused to fund the SSO million 
EPA request for the colonies and cut the . 
Administration's S65 ~llion request for a Tijuana
San Diego sewage treatment plant to $32 million. For 
1 ts part, the Semite failed ta . fund 8120 ltil.lion of 
the requ~stad funds for bcrdar wastewa-ee.r treatment. 
The President has called upon Congress to reverse 
these cuts. 


!nvironmantal Con£erence. On September 17, 1992, EPA 
Admini$trator· Reilly will host a trilateral meeting 
with . the canadian and Mexican anvironmental. ministers 
in Washington, o.c. to discuss environmental aspects 
of NAFTA. 


Worker Rights. Mexico has a ccmprehensive laber ~aw that 
provides warkers with ~tensive legal rights. Tha 
economic benefits of the NAFTA will prov1da Mexiec with 
resources to move forward vi tb vigoroua anforcamen1: 
initiatives launched by me Salinaa Administration. 


Labor Coopera'tion. The u.s. Depax t::me:nt of LabOr has 
negotiated a five-year Memorandum of Understanding 
( MOU) to strengthan- bilateral cooperation with 
respect tc occupational health and safety standards, 
child labor, labor statistics, worker rights, labor
management relations, and vc:icplaca traj.ning. 
Several. jo:int MOU i.ni.t:1.ativea are new underw~y. 


Safeguards. President Bush c~itted that NAFTA would 
contain measures to ease the transition fer import
sensitive u.s. industries. For our sensitive sectors, 
tariffs w1.1l. be phased out in 10 years, vi th part.icul~ly 
sensitive sectors having a transition of up to· 1S years. 


_, In addition, NAF'l'A contains "safeguard• procedures that 
will allow the u.S. to reimpose tariffs in the event of 
injurious import surges, 


Worker Adjustment. D~sl.ocations in the u.s. are likely to 
be lldnima~, s:s.nca u.s. trade barriers are already quite 
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low ~;!icnettualess, c1ur.1.ng the fast trac:X c1abata, the 
Pre&;~~t prcm~sed that dialccata4 u.s. workers will 
rece-1~ t.1.me..ly, comprehensive, and e~fective services and 
retraining -- whether through ~prcvement or expansion c! 
an existing program or creation of a new program. The 
Administration has already begun consulting with the 
relevant COngressional coznmi ttees regarding adjustment 
services for displaced ~. 


Next Steps 


The timin~ of Congressional consideration is _governed by 
the fast ttac::Jc prcx:edures, whiCh require the Presiciant to 
notify the COngress of hi.s intent to enter into the agreement 
at least 90 days ~fore it is signed. Although today'a 
announcement reflects the completion o£ negotiations, the draft 
text probably wi~l not be finished until september, since 
further legal draft~ng and review are required to ~plement the 
understandings reached by the negotiators. 


After the agreement is signed, legislation must be 
prepared to implement it., inclu~Ulg any necessary changes to 
u.s. law. Under the fast track, the NAFTA will not go into 
effect until the Congress has approved the ~plement~nq 
legislation on an up-or-down veta. The approval process must 
occur within a specified t±me -- 90 •sas&ionw days of Congress. 


### 
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San Diego Economic Development Corporation 
August 19, 1992 


The Honorable Leon Williams 
Supervisor, Fourth District 
County of San Diego 
County Administration Center 
1600 Pacific Highway 
San Diego, CA 92101 


Dear Leon: 


RECEtVa?O 
AUG 2 0 " 


Ans'd ••••• J ... · 


Attached is an Executive Summary of the North American Free Trade Agreement which 
will be submitted to Congress for evaluation. Following submission of the 
agreement, Congress wi 11 have 90 days to review the text and eva 1 uate the 
agreement's ramifications. The Congress can then make comments and 
recommendations to the administration. 


Sometime in December, the Presidents of the U.S. and Mexico, along with the Prime 
Minister of Canada, will sign the agreement. It will then be presented to 
Congress and the Senate for ratification. 


I think after you review this information you will recognize a number of 
opportunities for San Diego and San Diego based companies. However, like any 
opportunity, there are many changes that we must prepare ourselves for if we are 
to capture the benefits. To this end, companies that may be negatively impacted 
by the agreement wi 11 be granted a generous "phase-in" time to adjust to the new 
rules set forth by the NAFTA. 


We at EDC are currently working with the private sector in an attempt to identify 
the opportunities and seize them, while at the same time turning those issues 
that might be a problem into benefits. For example, a tube requirement for 
television manufacturers could force non-U.S. companies to produce their products 
entirely in Asia. On the other har.d, those same manufacturers might be convinced 
to set up a picture tube manufacturing facility here in the United States and 
quite possibly in San Diego as Sony has done, creating new jobs and economic 
vitality for the region. 


Due to its geographic position, the San Diego/Tijuana region sits ready to reap 
the benefits of free trade. The San Diego Economic Development Corporation, 
along with your leadership, is planning on using NAFTA to greatly enhance our 
regional economy. If there is anything that EDC can do to help you understand 
the ramifications of this monumental agreement, please do not hesitate to call 
Neil Whiteley-Ross or myself. 


DP:pm 


701 B Street, Suite 1850, San Diego, California 92101, (619) 234-8484, Fax (619) 234-1935 


panially funded by the Cit\', Pon and County of San Diego 
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OVERVIEW 
THE NORTH AMERICAN FREE TRADE AGREEMENT 


U.S- EXports to Mexico Have Nearly: Tripled Since: 
1986: and Should Approach $44 Billiorr This Year 
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U.S~ Jobs Supported by Exports to Mexica 
___ =-- tfave. Doubled to Over 600,000 


700 U.S. Employment Related 
to Merchandise Exports to Mexico 


1986 1991 


NAFfA Will Expand U.S. Exports and Generate Jobs 


In August 1992, the United States , Canada. and Mexico concluded negotiations on the North 
American Free Trade Agreement (NAITA), which will eliminate trade and investment barriers 
among the three countries . 


NAITA implements President Bush's vision of economic growth through free trade and will make 
America more globally competitive. It links the United States with our first- and third-largest 
trading partners , creating the largest and richest market in the world, with 360 million consumers 
and 56 trillion in annual output. 


Academic studies show "a surprising degree of unanimity" in predicting net U.S. job creation and 
wage gains from NAFTA, according to the U.S. International Trade Commission. Already, U.S. 
exports to Canada support 1.5 million U.S. jobs. Our exportS to Mexico support more than 
600,000 U.S. jobs, which the Institute for International Economics predicts could swell to over 1 
million jobs by 1995. These job gains will occur because NAFTA: 


• Eliminates all tariffs on industrial and agricultural goods produced by the NAFTA partners. 
enabling a~ately 50 percent of our exports to Mexico to enter Mexico completely 
duty-free on the day NAITA becomes effective. Mexican tariffs on all remaining industrial 
products and most agricultural items will be phased out over 5 to 10 years. 


• Opens Mexico's $146 billion services market for U.S . providers, including banks, 
telecommunications, insurance, accounting, and trucking firms , and improves our access 
to Canada's $285 billion services market; 


• Phases out restrictions in the North American auto market to create important new 
U.S. export opportunities, while establishing tough rules of origin that ensure that only 
vehicles with substantial North American parts and labor benefit from NAITA tariff cuts; 







----------------------------·u~•·'·~ ~~-~-------
NAFTA 


• Opens access to Mexico for U.S. agricultural exports, including corn, grains, oilseeds, 
livestock, and ocher commodities by phasing out tariffs and import licensing requirements , 
which currendy cover 25% of U.S. agricultural exports; 


• Offers a higher level of protection for U.S. copyrights, trademarks, patents, and 
ocher intellectual property rights from that of any other bilateral or multilateral agreement; 
these rights are crucial to U.S. exporters of high-technology goods, pharmaceuticals , 
biocechnology, sound recordings, mocion pictures, and computer software; 


• Establishes an effective dispute-settlement mechanism among the NAITA partners ; 


• Provides fair rules for investment in North America by ensuring non-discrimination, 
ending local content requirements, and dropping export performance quotas; and 


• Provides substantially increased access for U.S. firms to Mexico's state-owned 
energy companies, with particular benefit to petroleum and heavy electrical equipment 
suppliers and construction firms . NAITA establishes transparent rules for bidding and 
creates a bid challenge procedure. 


NAFIA Builds on Recent Gains in 
U.S. Trade 


The U.$ Trade. Balance. With Mexico Has 
Swung From Oelicitto a Substantial Surplus 


NAITA builds on the market-opening U.S.
Canada Free Trade Agreement, which has 
boosted our Canadian exports to 585 billion. 
.NAITA also accelerates the opening of the 
Mexican market, and locks in recent gains: 


• By the end of 1992, U.S. exports to Mexico 
are projected to more than triple, from 
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S 12.4 billion in 1986 to nearly 544 billion, 
transforming our trade deficit of 55.7 
billion in 1987 to a projected surplus in 
excess of $8 billion. 
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• Yiexico is now our fastest-growing major market, and has surpassed Japan as our second
largest market for manufactured exports. 


• The more than 600,000 U.S. jobs currently supported by our exports to Mexico include all 
sectors, and are nationwide: almost every state has expanded exports to Mexico since 1987. 


• Export-related jobs generally pay 17 percent more per hour than the average U.S. wage. 
This wage ~~.Yantage accrues to service workers as well as to workers in the manufacturing 
sector. 


NAFIA Ensures Growth and Stability in Mexico 


Increased economic growth in Mexico yields a high payback for the United States: 


• Almost 70 cents of every Mexican import dollar- and 15 cents of each dollar of additional 
Mexican income- is spent on U.S. goods and services. 


• Moreover, NAITA will raise Mexican wages and standards of living, and thus decrease 
pressures for unauthorized immigration to the united States. 


• Finally, NAITA will generate new resources to improve the environment. 
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NAFfA Assures a Smooth Transition for Workers 


The NAITA governments agree that import-sensitive industries should have time to adjust to free 
trade. Therefore , NAITA explicitly provides: 


• A transition of up to 15 years before tariffs are eliminated on our most sensitive products; 


• Safeguards to protect against actual or threatened injury from increased imports by 
permitting the temporary reimposition of higher, pre-NAITA tariff rates; and 


• Tough rules of origin and limits on duty "drawback" (rebates) to ensure maximum 
benefits for products produced in North America. 


Worker Adjustment Assistance: President Bush is committed to work with the Congress to 
have in place adequately funded worker adjustment assistance that provides "prompt, 
comprehensive and effective services" by the time NAITA enters into force. To this end, the 
Administration is currently consulting widely with Congress and the private sector. 


Long-Term Labor Cooperation: Pursuant to a 1991 Memorandum of Understanding, the U.S. 
and Mexican governments have been cooperating on key labor issues, such as worker safety and 
health, child labor, and labor law and worker rights. We are now discussing longer term 
cooperative efforts to address , through technical assi~tance and training, priority issues regarding 
Mexico's labor standards and enforcement regime. 


NAFfA Benefits the Environment 


The NAFfA agreement affirms the goal of all 
three nations to "promote sustainable 
development ... [and] strengthen the developmer;t 
and enforcement of environmental laws and 
regulations .. .. " Accordingly. the NAFTA text: 


• 


• 


Allows the U.S to maintain its stringent 
·health. safety, and environmental standards , 
including the right to prohibit imports that 
do not meet our standards; 


Maintains the right of parties, including state 
and local governments, to enact even 
tougher standards, while encouraging the 
NAITA parties to strengthen standards 
through upward harmonization; 
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As National Income Increases, 
Einissions: Levels Generally Decrease-
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• Preserves OUf: -right- to enforce our international treaty obligations by limiting trade in 
products such as endangered species or ozone-depleting substances; and 


• Permits NAFTA parties to impose stringent environmental standards on investments so long 
as they apply equally to domestic and foreign investors, while renouncing the lowering of 
standards to induce investment. 
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New Resources for Environmental Protection: By generating new income, NAFTA will 
permit Mexico to devore even more resources to protecting and enhancing the environment. 
Academic studies show that as economic growrh increases, pollution decreases . 


Border Plan: The united States and Mexico have developed an ·'Integrated Environmental Plan 
for the U.S.-Mexico Border," announced by Presidents Bush and Salinas in February 1992. 
Mexico has committed $460 million over three years for border environmental initiatives. 
President Bush's FY 93 budget includes S241 million, double the amount in 1992, to clean up the 
border area 's rivers , hazardous waste , and air pollution. 


Long-Term Cooperation: To enhance environmental prorection and conservation, the U.S. and 
Mexican governments are pursuing a series of long-term cooperative programs covering 
enforcement, pollution control and prevention, pesticides , waste management, and emergency 
response, among other things. This work is expected to result in the establishment of new 
mechanisms for environmental cooperation, including enforcement. 


Next Steps for NAFTA 


Timing of Congressional consideration of the NAFTA is governed by ·' fast track" procedures, 
which Congress last year extended for agreements signed before June 1, 1993. Under those 
procedures: 


• After negotiations are completed, the President may give formal notice to the Congress of 
his intent to enter into the agreement. 


• Ninety calendar days after giving notice , the President may sign the agreement. 


• The President may submit legislation implementing ::--IAITA to Congress any time after 
signing the agreement. The President intends to work closely with Congress on developing 
such legislation. 


• Once the legislation is submitted, it will be entitled to "fast track" treatment, meaning that 
Congress will vore "yes" or ·'no" on the agreement (no amendments) and will do so within 
90 session days of Congress. In the past, passage has taken considerably less time because 
the Administration has consulted closely with Congress throughout the negotiations and has 
collaborated with Congress on the drafting of implementing legislation. 


·'By building together the largest free trading region in the 
world, Mexico, the United States and Canada are working to 
ensure that the future will bring increased prosperity, trade, 
·tffid new jobs for the citizens of each of our countries. " 


President George Bush 
July 15, 1992 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 
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Mexica is Devoting $460 Million ta Border 
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NAFTA Will Enhance Environmental Protection Throughout North 
America 


The NAFfA parties have agreed that economic development should take place in an 
environmentally sound manner. Thus. the NAFTA text itself states that one of its primary 
purposes is to: 


·'Conthbute to the harmonious development and e.cpansion of world trade .. . in a 
manner consistent with environmental protection and conservation; ... promote 
sustainable development; ... [and/ strengthen the development and enforcement of 
environmental laws and regulations. " 


By promoting Mexican economic growth. NAFTA will create more resources for environmental 
protection. Independent studies show that as a country's national income increases, pollution 
levels generally decrease. 


Key Environmental Provisions of the Agreement 


NAFTA's provisiorli-On standards and health and safety measures explicitly ensure our right to 
safeguard the environment, while also encouraging NAITA parties to strengthen environmental 
standards. Specifically, NAFTA: 


• Maintains existing U.S. health, safety, and environmental standards by allowing the 
U.S. to continue to prohibit ent.r:y of goods that do not meet U.S. staqdards; 


• Allows the parties, including states and cities, to enact even tougher standards; and 


• Encourages the NAFfA parties to harmonize their standards upward to strengthen 
environmental and health protection. 
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The Environmental Review 


On February 25, 1~92 , President Bush released the findings of a nine-month U.S. Government 
review of the env~_!;Ipental effects of NAITA, which included public hearings in six U.S. cities . 
The review conduaed that NAFTA will: 


• Enhance environmental protection by providing Mexico with additional resources to address 
current environmental problems; and 


• Ease environmental pressures on the border as free trade encourages economic 
development to occur further sourh. 


The review also concluded that NAFrA will not encourage U.S. firms to relocate to 
Mexico because pollution abatement costs represen t a small share of total production 
costs in most industries. 


The Border Plan 


The comprehensive, multi-year Border Plan announced by Presidents Bush and Salinas in 
February 1992 will improve the environment along the border. while sustaining economic 
development: 


• The "Integrated Environmental Plan for the U.S.-Mexico Border" was developed in 
consultation with the public and private sectors in 16 border cities . 


• The Plan establishes a Border Environmental Advisory Commir:tee, composed of 24 members 
representing various areas of the border region, and urilizes U.S. and Mexican working 
groups on enforcement. air, water, hazardous waste, pollution prevention, and emergency 
response. 


• Mexico has announced a three-year 5460 million program for border clean-up. President 
Bush's FY 1993 budget proposal includes S241 million for border environmental programs, 
more than double the amount allocated in FY 1992. 


Longer-Term Environmental Cooperation 


The United States and Mexico have agreed upon a work program to enhance regional 
environmental protection and enforcement: 


• The United States and Mexico are formulating workplans covering the areas of air, water, 
hazardous waste, pesticides, enforcement, emergency response, pollution prevention, data 
exchange, arrd-.en.vironmental impact assessment. 


• This work ~likely to result in new mechanisms for environmental cooperation that will 
revie~ and monftor environmental relations, including enforcement issues. 


The United States and Canada already have established mechanisms to deal with a host of 
environmental issues , ranging from conservation of ecosystems to control of transboundary 
movement of hazardous wastes. Most recently. the United States and Canada signed a landmark 
agreement to reduce acid rain. 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 
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Imporrantly, NAFTA also preserves our right to enforce our international treaty 
obligations, including limits on trade in products such as endangered species and ozone
depleting substanc:~~~---


--~=--=-:£ . · -. 
Environmental proieet~on will be further enhanced by NAFTA's investment provisions, which: 


• Permit the parties to impose stringent environmental standards on new investments, so long 
as they apply equally to domestic and foreign investors, while renouncing the lowering of 
environmental standards as a means to induce investment; and 


• Permit the parties to require environmental impact statements on new investments. 


Jj~";~~~~lifJ1!::f~~£dz::i~~l~!~t ~~~g "A 
~, ,._.;P,~l:I~fi~Jy~d iS pa!!e~ed OitU.S. law_·~ ~oj:ne-fnstances~¥.~'?~-standards, are · .:.


.. , ·. ~~ven.stricterilian thos~_frLthe United States -e.g., Mexico requfres environmental· : . 
. - :.·: impact statement5:f9r .b~th new public and private investment-:.~~-- - -.... ._, . . ·.c-


_- {· W~rc~~t::/ fu:ili~--~~\~o· years, Merl~o has dramaticallf~~e~ed i~ · 
'- enforcement activitie5; closing permanently or temporarily over 1000 polluting firms, 
· ·boosting:J.ts-:enforcffilent budget from $6.6 million to $77 million in 1992~ and 


.. ~ ~ _--ill~easfug ~~nlim1J~: 9fborder area environmental inspectors from 50 to 200 .... 
~~:-J-0,.-":::: !:~ .. /::;;.:. ~-:~ ;.:,·:.::1·;~-·~ .. - ~~-~~~:;: .. _· "e:.: ~- .. i -::: ·. ·. • .. . • . . __ ·, - ~ . 


. 'J:, }L~v_f~co ·_city::;Iir:;MaiCK~i 9~2~;President Salinas announced that he was requiring the ·· 
~~~~!~1gg~tm4:uS~at'Eo1IU.tersto reduce particulate emissions up to 90 percentormove 
,~K-!~~~;9£_~~-P.~~~~~o'Xfd~~:earbon ~on~xide, an~ lead ~oncentration5 are now at or 
::::;.*.J5eJg~_(lcc~p~o~e..Iey~l.S;;speaal attention IS now bemg pend to ozone levels.. ·· 
::~t.r;~~~~~:.:.:~~-:.:-~~~-~~:~;.A-<-~:t ~_ --~---:·---.-<""-~ :__ . . . _ _ · ._ .. -- _ .. 
;{i~!~F~ps~.a~~~: 1fesdco has setup 44 national' parks, 8 reserves, and 14 biosphere 
.?.:Z£:.::;_r~~ry:es;-jo~ed qrES in 1991;ended. the commercial harvest of sea turtles; is ·: 
·· "'~~;~orking-~th the. U.S:-to eliminate dolphin mortality inrtuna fisheries; and has .. , .. 
:\:/~~~~:4.Pl.~ ~6-~s~-turtl~ excluder -~:vices on all shrimp :vessels by ¥ay.1994- . 


~ :~;\:The Poii?ti~'~ H~~~~ Mytfu(Complliulfe'co~ts play a mininl~Irole m rei6~tio~ 
· . decis~o~ beca1Ise..t}iey}epresent a small share of total costs for.mostindustries~ · · · 


:. ":)nde_e?~ : §.6'percentof u:s~ il\4U.Strie5 have; abat~ment costs o£-2. percent or. less_· .. ~-- - . 
· _ · < Moreo_vei,:most.U.S;,;mdU.Stnes With high.compllimce. costs already have: low_ tariffs,_._:,· .. > 
:.~:>~~z~mt%#~f~~~~~~~e __ iz:~~~i~:t~:.~~~~~e_to ~TI~~::';~~~~~:.?~I~~-:J-~ : :~i;·: -_":~ :-- . :··, · · 


The NAFTA agr~ent contains other provisions that are designed to enhance environmental 
protection, includi~g;:- · · 


• 


• 


Dispute settlement: NAFTA will allow dispute settlement panels to call on scientific 
experts for advice in trade disputes raising environmental and health science issues, and 
places on the complaining party the burden of proving that an environmental or health 
measure is inconsistent w ith the agreement. Parties whose standards are questioned can opt 
to have disputes resolved under NAITA's provisions. 


Land Transport: NAFTA will decrease border congestion by allowing trucks to transporr 
cargoes directly to their destinacions in both countries, cutting idling time and ending the 
need to switch trailers at the border and return them home empty. 
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Investment Liberalization Will Mean Increased U.S. Exports and jobs 


In Mexico. Canada. and worldwide, U.S investmems generate increased U.S. exportS: 


• Integrated production in North America will make U.S. firms more competitive against 
European and Japanese producers. 


• NAFTA's elimination of Mexico's local content requirements for manufacturers will increase 
the demand for inputs sourced from the United States. C.S. subsidiaries in Mexico already 
buy over one-fourth of total U.S . exportS to Mexico. 


• NAFTA will open new U.S. export opportunities in Mexico and Canada. According to a 
December 1991 study by the U.S. International Trade Commission, joint production ventures 
in Mexico and Canada source 51 percem and 40 percent, respectively, of their inputs from 
the United States, compared with just 13 percem for U.S. ventures in the rest of the world. 


NAFfA Encourages Environmentally Sound Investments 


NAFTA's investment provisions will enhance environmental protection by: 


• Permitting the parties to impose stringem environmemal standards on investments. so long 
as they apply equally to domestic and foreign investors, while renouncing the lowering of 
environmental standards as a means of inducing investment: and 


• Permitting the parties to require environmental impact statemems on new investments. 


NAFfA Provides Greater Fairness for U.S. Investors 


Specifically, NAFTA: 


• Provides for non-discrimination against U.S. companies establishing, acquiring or operat
ing businesses in Canada or Mexico. 
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• Ensures that Mexico and Canada cannot block returns of profits, or royalties, or repatria
tion of capital to the U.S. 


• Eliminates the need for approval of new investments in most sectors and does away 
with many other restrictions on foreign investments. 


• Prohibits the parties from requiring companies to export as a condition for investing 
and from offering incentives that discriminate against importS. 


• Exempts U.S. investors in Mexico from other performance requirements. thus eliminating 
requirements that exports balance imports and that local content be used. 


• Protects against unjust or uncompensated expropriations, and grams U.S. investors 
direct access to international arbitration to enforce their rights . 


NAFrA provides a strong dispute settlement mechanism that protects investors' rights by: 


• Permitting investors to resort directly to international arbitration to resolve disputes with the 
host government; 


• Enabling investors to obtain binding awards of money damages for violations of NAFIA's 
investment provisions; and 


• Providing for enforcement of awards under both NAFfA and relevant treaties. 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 







DISPUTE 
RESOLUTION 
THE NORTH AMERICAN FREE TRADE AGREEMENT 


NAFfA Contains Rap id and Effective Dispute Settlem ent Procedures 


NAFfA creates a Trilateral Trade Commission that will regularly review trade relations among 
the three countries and discuss specific problems. 


The Commission may create bilateral or trilateral panels, as appropriate, of private sector experts 
to resolve disputes involving interpretation of the NAFTA text. NAFTA also provides for indepen
dent panels to review antidumping and countervailing duty disputes, establishes processes for 
resolving disputes between the investor and the host government, and facilitates commercial arbi
tration of private disputes. 


Interpretation of the Agreement 


Binational or trinational panels will quickly and fairly resolve disputes under the NAFTA: 


• From stai1 to finish, dispute resolution will take no more than eight months. 


• NAFTA's provisions on panel selection guard against national bias by permitting each coun
try to appoint panelists only from among citizens of the other countries, permitting the 
appointment of panel chairs from non-NAFTA countries, and requiring all par1ies to agree 
on the panelists . 


• Countries that win a dispute may demand trade compensation if the losing country does not 
comply with the panel recommendation. and may retaliate if the compensation is inade
quate. 


NAFTA contains special provisions for resolving disputes on environ
mental and health issues: 


• If one country complains about another's environmental or health standards, the complain
ing pat1y has the burden of proving that the standard is a violation of the NAFTA. 


• Dispute-settlement panels convened under NAFTA may call on scientific and environmental 
experts for advice on complex scientific issues regarding the environment and health. 


Antidumping and Countervailing Duty (AD/ CVD) Cases 


NAFTA does not change U.S. trade laws that protect U.S. industry from unfairly dumped or subsi
dized imports. These laws will continue to be vigorously enforced. At the same time, NAITA 
substantially improves the ability of U.S. firms to appeal Mexican decisions involving allegations 
of dumping or subsidized sales in the Mexican market: 


• NAITA requires Ylexico to undertake far-reaching legal reforms to provide full due process 
guarantees and effective judicial review of AD/ CVD cases to U.S. expor1ers. These reforms 
must be completed before NAFTA enters into force. 
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• U.S. firms may choose to appeal decisions against them in other countries either through 
their .appellate systems or the binational panel process. 


The NAFTA panel system improves upon the provisions of the U.S.-Canada Free Trade 
Agreement (CFTA) _in three ways: 


• First, judges, rather than trade practitioners, will serve on the binational panels. This will 
reduce the potential for conflicts of interest and underscore the requirement to use existing 
domestic laws and precedents, rather than a new body of case law, as the basis for deci
sions. 


• Second, NAFrA's procedures for challenging a panel decision also improve upon provisions 
in the CFTA by lengthening the period of review and providing expressly for an examina
tion of the legal and factual conclusions of the binational panel. 


• Third, NAFrA provides for the suspension of the entire panel process if the application 
country's law interferes with the panel process or denies effective panel review of the basis 
of the administrative decision. 


International Arbitration of Investment Disputes 


NAFTA protects investors' rights through a dispute settlement mechanism that: 


• Permits investors to go directly to international arbitration for disputes with the host govern
ment; 


• Allows investors to seek binding awards of money damages for violations of the NAFrA's 
investment provisions; and 


• Provides for enforcement of awards under both the NAFTA and international treaties on 
enforcement of arbitral awards. 


Resolution of Private Commercial Disputes , 


NAFTA encourages and facilitates the use of alternative dispute-settlement procedures to resolve 
commercial disputes between private parties in NAFI'A countries: 


• Each country must have in place legal mechanisms to enforce arbitration contracts and 
awards and will take steps to promote other forms of dispute settlement; and 


• A special committee under the NAFTA Trade Commission will examine and report on dis
pute settlement issues in the three countries. 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 







MYTHS 
&REALITIES 
THE NORTH AMERICAN FREE TRADE AGREEMENT 


Will Mexico's lower wages and 
workplace safety standards 
encourage U.S. companies to 
move to Mexico? 


No. The total cost of production is what mat
ters in relocation decisions, not wages alone. 
Labor productivity is as much as five times 
higher in the United States than in Mexico. 
and, over the past decade, U.S . productivity 
has grown more than twice as fast as 
Mexico's . 


Mexican worker rights and labor standards 
compare favorably with those in the United 
States, as do Mexico's laws and regulations on 
occupational safety and health. Moreover, we 
have a broad-based cooperative effort under
way between the U.S . Department of Labor 
and the Mexican Labor Ministry to narrow dis
crepancies that exist. 


Will NA.FfA lead U.S. companies 
to move their operations--and 
jobs--to Mexico to avoid U.S. 
environmental standards? 


No. First, environmental compliance costs 
play a minimal role in relocation decisions 
because they represent a small share of total 
costs for most industries. Moreover, most U.S. 
industries with high compliance costs already 
have low tariffs, so NAFI'A would give them 
little incentive to relocate. 


Second, all new investments in Mexico must 
comply with Mexico's 1988 environmental leg
islation, which closely mirrors U.S. law. In 
some instances, Mexican environmental stan
dards are even stricter than those in the 
United States. Mexico's enforcement of these 
standards is improving dramatically: since 


1989, President Salinas has shur down over 
1000 factories for non-compliance with 
Mexican environmental standards, and 
quadrupled the number of border inspectors . 


Third. to narrow any differences in standards 
and enforcement, we are working closely with 
the Mexican government. In February 1992, 
Presidents Bush and Salinas unveiled an 
"Integrated Environmental Plan for the U.S .
Mexico Border," which establishes working 
groups on enforcement, air, water, hazardous 
waste , pollution prevention and emergency 
response . Moreover, we are making progress 
toward the establishment of new mechanisms 
for environmental cooperation, including 
enforcement. 


Will NAFfA turn Mexico into an 
export platform for products 
from outside of North America? 


No, NAFTA's tough rules of origin mean that 
the benefits of its tariff cuts go only to North 
American-made products, thus preventing 
Mexico from being used as a "pass-through" 
for non-NAFTA products . 


In the auto sector, for example, cars built in 
Mexico and Canada must contain 62.5 percent 
North American content to be eligible for pref
erential tariff treatment. 


In the textile sector, to qualify for duty-free 
status, textiles and garments must be woven 
and processed in North America generally 
from the yarn-spinning stage forward. 


Finally, NAFTA will eliminate Mexico's export 
requirements and limit its duty rebate pro
grams, thus removing the artifical incentives 
firms in Mexico had to export to the United 
States. 







NAFTA 


Will NAFI'A mean that cheap 
imports from Mexico will flood 
the U.S. market? 


No, our imports from Mexico are relatively 
small, equivalent to just over one-half of one 
percent of U.S. GDP. Moreover, half of those 
products already are eligible to enter the 
United States duty free , and thus will be unaf
fected by NAFTA's tariff reductions. 


In addition, NAFTA contains a number of pro
visions that will protect U.S. workers from 
import surges: 


• Long transition periods for the reduction 
in U.S. tariffs for import-sensitive sectors; 
and 


• Safeguards, which permit a temporary 
hike in U.S. tariffs to protect U.S. workers 
from being injured from increased 
imports. 


Finally, U.S. trade laws remain unchanged and 
will be strongly enforced to protect U.S . work
ers from unfairly dumped or subsidized for
eign goods. 


Will NAFfA increase immigration 
from Mexico? 


~o. First, NAFTA does not alter either U.S. 
immigration laws or the vigor with which they 
are enforced. Second, free trade will stimulate 
economic growth, creating new jobs, at better 
wages, in Mexico: 


• Economic growth in Mexico is the single 
most important long-term remedy to the 
problem of unauthorized migration to the 
United States, according to a 1990 report 
by the Commission for the Study of 
International Migration and Cooperative 
Economic Development. 


• Indeed, a 1990 U.S . International Trade 
Commission Study concluded that the 
NAFTA will both expand the number of 


jobs in Mexico and increase average 
wages, decreasing the economic pres
sures that lead to emigration to the 
United States. 


Will anything be done to help 
displaced workers? 
While NAITA will create good, high-paying 
jobs for Americans, workers dislocated as a 
result of the NAITA will be eligible for 
adjustment assistance. 


In his May 1, 1991 letter to Congress, the 
President affirmed his commitment to provid
ing adequately funded worker adjustment 
assistance that ensures that workers who may 
be displaced will receive "prompt, comprehen
sive, and effective services. " 


The Administration is already working with 
Congress and the private sector on worker 
adjustment assistance, and is committed to 
have a proposal ready when NAITA legislation 
is considered by Congress - well before 
NAITA enters into force. 


What will happen to the U.S.
Canada Free Trade Agreement 
(CFTA)?· 


NAITA builds upon trade liberalization begun 
in the CITA, but does not erode the benefits 
of the CITA. 


In general, NAITA provisions replace parallel 
sections of the CITA. For example, NAFTA 
improves upon-and supersedes- the CITA's 
provisions on rules of origin. 


In other areas, NAFTA broadens the scope of 
the CITA by addressing issues such as intellec
tual property and land transportation that were 
not included in the CITA. 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 
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NA.FfA Ellininates Mexico's Import Barriers, Which Will Boost U.S. 
Exports and Jobs 


Roughly 65 percent of all U.S . exports to Mexico can be sold in Mexico completely duty free 
either on the day the NAITA enters into force or within 5 years : 


• This includes some of our most competitive products , such as aerospace equipment, semi
conductors, computers and parts, telecommunications and electronic equipment, medical 
devices, rail locomotives and many auto parts, machine t~ols, and paper products. Mexican 
tariffs on these items now range bern;een 10 and 20-percent, a substantial barrier. 


• In other areas, such as furnirure, steam rurbines, and beer, Mexico's tariffs will drop by 20 
~o:rcent or more on the day NAITA enters into force. 


• Mexico·s tariffs on all industrial goods will be phased out within 10 years. 


NAITA also prevents Mexico from increasing tariffs on U.S. goods above their current level; with
out NAITA, Mexico v.;ould have the right under international trade rules to raise most of its tariffs 
to 50 percent. 


If the United SHttes..:afid Mexico agree, tariffs on U.S. exports to Mexico may be removed ahead of 
schedule to accelerate the pace of free trade. 


Mexico will eliminate its import licenses either immediately or within 10 years for items such as 
pharmaceutical inputs and used equipment, including computers, tractors, and industrial machin
ery. 


CFfA Tariff Phase-out Will Continue 


0iATIA does not alter the tariff elimination schedule established in the U.S.-Canada Free Trade 
Agreement (CFTA). Since the CFTA went into effect in 1989, two successful rounds of tariff accel
eration have removed ahead of schedule tariffs on $8 billion worth of trade with Canada; a third 
round is now under discussion. 







NAFTA 


Benefits for Key Sectors 


Automo~ve Trade: U.S. automotive exports to Canada and Mexico totalled $28.5 biilion in 
1991. Our_ autombtive exports to Mexico totalled ·$5.7 billion, which should increase as NAFTA: 


• Lowers Mexican tariffs on autos from 20 percent to 10 percent immediately, and then to 
zero over 10 years , and lowers tariffs on most auto pans to zero within 5 years; 


• Mandates tough rules of origin specifying that vehicles must contain 62.5 percent North 
American content to qualify for NAFTA tariff preferences, thus preventing "screwdriver" 
assembly plants using insufficient Nonh American content from benefitting from NAFTA tar
iff cuts; 


• Increases the demand in Mexico for U.S. amos and auto parts by eliminating over 10 years 
requirements that automakers supplying the Mexican market produce the cars in Mexico 
and buy Mexican parts; 


• Eliminates mandatory expor1 quotas and other performance requirements previously 
imposed on foreign-owned automotive manufacturing facilities in Mexico; and 


• Eliminates Mexican impor1 restrictions on buses and trucks within five years. 


Textiles and Apparel: NAITA opens the S6.4 billion Mexican textile and apparel market. 
U.S. textile expor1s to Mexico reached Sl.l billion in 1991. Specifically, NAFTA: 


• 


• 


• 


Immediately eliminates barriers to trade between Mexico and the United States on over 20 
percent, or some S250 million, of textile 
and apparel expor1s. This includes key 
U.S. expons, such as denim, underwear, 
thread. and many household furnishings: 


Eliminates, over six years, barriers to 
another S700 million wonh of U.S . textile 
expor1s, including yarns , most household 
furnishings, most fabrics, and cenain other 
apparel; 


Provides strong rules of origin requiring 
that garments must be manufactured in 
Nor1h America generally from the yarn
spinning stage forward to qualify for duty 
free status, thus ·preventing Mexico from 


Our Exports ta Mexico. are: Growing, Rapidly 
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• Provides safeguards- tariffs or quotas- if impons cause damage to the U.S. industry. 


Agriculture: U.S. expor1s to Mexico , our third largest foreign agricultural market, totalled $3 
billion last year. NAFTA's tariff reductions and elimination of ::vtexican impor1 licenses will spur 
increased U.S. expor1s: 


• 


• 


One-half of U.S. farm expor1s to Mexico will enter Mexico duty-free on the day NAFTA 
enters into force . All remaining tariffs on agricultural goods will be eliminated within 15 
years . Mexican tariffs now generally range from 10 to 20 percent. 


Grains: . NAITA will eliminate immediately Mexico·s licensing requirements for wheat and 
corn and will allow unrestricted access for those commodities, as well as other grains, rice, 
and oilseeds and oilseed products within 10 to 15 years . 
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• Dairy and Poultry: NAFTA will immediately eliminate Mexico's licensing requirements for 
poultry, eggs, cheeses, and non-fat dry milk and remove all further trade barriers within 10 
to 15 years. 


• Livestock: NAFTA will lock in our current duty-free access to the Mexican market for cattle 
and beef, a~d will eliminate within 10 years-all remaining MeXican tariffs on U.S. livestock 
and poultry exports . 


• NAFTA contains safeguard measures that automatically increase duties for certain sensitive 
products to protect U.S. farmers if import volumes rise too rapidly during the transition. 


Energy and Petrochemicals: NAFrA provides access for U.S. firms to Mexico's electricity, 
petrochemical, gas, and energy services and equipment markets: 


• Government Procurement: NAFTA provides significant opportunities to sell to state
owned PEMEX and CFE (the State Electricity Commission) under open and competitive bid
ding rules. 


• Electricity Generation: NAFTA allows private foreign ownership and operation of electric 
generating plants for self-generation, co-generation, and independent power plants. 


• Petrochemicals: NAFTA immediately lifts trade and investment restrictions on most petro
chemicals, by lifting investment restrictions on 14 of the 19 previously restricted basic petro
chemicals and on 66 secondary petrochemicals. 


• Services: NAITA provides for performance incentives in services contracts such as drilling 
activities. 


• Natural Gas and Electricity E..""ports: NAFTA permits U.S. firms to negotiate directly with 
Mexican buyers of natural gas and electricity and to conclude contracts with the buyers 
together with PEMEX or CFE. 


• Reform: NAITA reinforces recent reforms in the North American energy sector and pro
vides the framework for sustained liberalization of this sector. 


Other Sectors: NAITA's elimination of tariff and non-tariff barriers will provide U.S. indus
tries with new market opportunities in all sectors, including: 


• Electronics: Most Mexican tariffs on telecommunications equipment, computers and parts, 
and electronic components will be eliminated immediately, with others eliminated within 
five years . U.S. exports of electronics products to Canada and Mexico totalled $4.5 billion in 
1991, and have been growing 20 percent annually. 


• Pharmaceuticals: Mexico will immediately eliminate its import licenses on pharmaceutical 
inputs and will eliminate over 10 years its tariffs on pharmaceuticals, which now range 
betwe~n 1.Q...anct::-20 pen::ent. In addition, NAFTA will virtually eliminate compulsory licens
ing ·for pharmaceuticals and extend the term of patent protection to at least 20 years, versus 
the current 10 years in Canada. Mexico also will substantially open its government procure
ment market for pharmaceuticals. In 1991, the United States exported 5645 million in phar
maceuticals to Mexico and $121 million to Canada. 


• Entertainment: NAITA will open Mexico's cable television market to U.S. and Canadian 
investment, give U.S. broadcasters the right to broadcast across the Mexican border. and 
remove Mexican import restrictions on U.S. motion pictures. 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 
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NAFfA Will Increase U.S. Exports and Generate Jobs 


U.S. exports to Canada and Mexico reached a record $118 billion in 1991, supporting 
over 2.1 million U.S. jobs. Over 1.5 million jobs were supported by exports to Canada, and 
more than 600,000 U.S. jobs depended on exports to Mexico. 


• These jobs are distributed nationwide: exports to Mexico have risen in almost every state 
since 1987. 


• Export-related jobs generally pay 17 percent more than the average U.S. wage. This wage 
advantage accrues to service workers as well as to those employed in manufacturing. 


A May 1992 U.S. International Trade Commission survey of academic studies reported "a 
surprising degree of unanimity" in predicting net job creation and wage gains from 
NAFI'A. The Institute for International Economics recently projected that by 1995, over 1 
million U.S. jobs will be supported by U.S. exports to Mexico alone. 


NAITA will generate -jobs in all sectors: 


• Manufactured Goods: NAFTA will slash Mexican tariffs to enable about half of the prod
ucts the U.S. exports to Mexico to enter Mexico duty free either on the day NAITA becomes 
effective with tariffs on the remaining products phased our over 10 years. 


• Agriculture: Tariff reductions plus the elimination of Mexico's import licenses, which current
ly cover 25% of U.S. agricultural exports, will increase our exports to Mexico, which have 
nearly tripled since 1986. 


• Services: The elimination of barriers to the sale of services across borders will generate U.S . 
jobs by opening Mexico's $146 billion services market to U.S. firms, and by improving our 
access to the S285 billion Canadian services market. Services jobs related i:o U.S. merchan
dise exports pay premium wages - more than manufacturing jobs overall. 
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A Smooth Transition for U.S. Workers 


The transition to free trade should result in minimal adjustment pressures in the United States 
since Mexico's economy is only 1/ 20th the size of ours, and our imports from Mexico are equiva
lent to just over one-half of one percent of U.S. GDP. Moreover, half of these imporrs already are 
eligible to enter the United States dury free, and would thus not be affected by NAFTA. 


However, to ensure a smooth transition and further minimize adjustment pressure, the NAFTA 
explicitly includes: 


• Long transition periods of up to 15 years for the elimination of tariffs on the most sensi
tive U.S. sectors, such as household glassware, footwear, broomcorn brooms, and some 
fruits and vegetables; 


• Safeguards that permit a temporary hike in U.S. tariff rates to pre-NAFTA levels to protect 
U.S. workers and farmers from being injured by increased imporrs from Mexico or Canada; 
and 


• Tough rules of origin that guarantee that the benefits of the NAFTA tariff cuts go to North 
American-made products only; in the auto sector, for example, cars and light trucks built in 
Mexico must contain 62.5 percent North American content to be eligible for preferential tar
iff treatment. 


To further prevent Mexico from becoming an export platform for non-NAFTA countries, NAFTA 
provides for: 


• Elimination of performance requirements , such as export quotas and local content 
requirements, for foreign investments in Mexico; and 


• Limits on duty "drawback" (rebates) on components imported from a non-NAFTA country 
and then incorporated into a product exported to another North American country. 


Finally, NAFTA does not change in any way U.S. laws to combat unfair trade practices, 
which will be vigorously enforced to prevent dumping and unfair subsidies. 


Worker Adjustment Assistance 


In addition to the trade-related adjustment provisions in the NAFTA itself, the Administration is 
working with Congress and the private sector to provide worker adjustment assistance: 


• In his May 1, 1991 report to Congress, the President committed to provide worker adjust
ment assistance that is adequately funded and ensures that workers who may be displaced 
will receive "prompt, comprehensive, and effective services." 


• The President stated that he would work with Congress to meet these objectives, and that 
they could appropriately be addressed in legislation implementing a NAFTA, which is 
expected to be considered by Congress next year. 


• The Administration began its initial series of Congressional and private sector consultations 
regarding adjustment efforts in May 1992, as the outlines of the NAFTA emerged. Since 
then, the Department of Labor has held consultations with Congressional staff on interested 
committees, as well as with private sector groups. 


• A worker adjustment proposal will be ready when NAFTA legislation is considered by 
Congress - well before NAFTA actually enters into force . 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 
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NAFTA Opens Mexico's $146 Billion Services Market and Improves 
Access to Canada's $285 Billion Market 


NAFTA liberalizes services trade by establishing the following principles: 


• Non-discrimination: NAFTA parties agree to treat each others' services firms no less 
favorably than local services firms. 


• Provision of Cross-Border Services: With few exceptions, U.S. firms may provide 
services in Mexico and Canada without relocating their operations and employees from the 
United States. 


• No Citizenship Requirements: All three parties will eliminate citizenship requirements for 
licensing of professionals, such as lawyers, doctors , and accountants; further harmonization 
of professional services standards will facilitate cross-border trade. 


Restrictions that remain in place cannot be worsened, and, if liberalized, cannot be made more 
restrictive in the future . 


These principles apply to most services sectors, other than aviation transport, maritime, and basic 
telecommunications. Among the services covered are: 


• Construction 
• Engineering 
• Accounting 
• Enhanced 


Telecommunications 


• Commercial Education 
• Health Care Management 
• Advertising 
• Environmental Services 


• Tourism 
• Land Transport 
• Consulting/Management 
• Architecture 
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Composition of Canada's 
$250 Billion Services Market 


Wholesale, 
Retail Trade, 
Commerce (19%) 
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Community, Business, 
Personal Services (22%) 


Benefits of NAFTA in Key Services Sectors: 


Financial Services: NAFfA ertables U.S . .fmancial.ftrms to establish wholly owned compa
nies in Mexico for the .ftrSt time in more than 50 years, and permits U.S. banks, securities 
firms , and other financial companies to compete in the Mexican and Canadian financial markets. 


• U.S. banks and securities .ftrms will be permitted to establish wholly owned subsidiaries 
throughout Mexico and engage in the same range of operations as similar Mexican firms. 


• Virtually all limitations on the ability of U.S. banks and securities firms to compete in the 
Mexican market will be eliminated by January 1, 2000, and Mexico's ability to impose future 
constraints on foreign-owned firms will be limited. 


• Other types of financial firms , including leasing and consumer .fmance, will also be able 
to establish operations in Mexico when the agreement goes into effect and will not be 
subject to any limitations after a short transition period. 


• Mexicans and Canadians will be guaranteed the right to purchase financial services from 
firms in the United States. 


Insurance: NAFTA eliminates restrictions on U.S . ownership and provision of services in the 
53.5 billion Mexican insurance market: 


• U.S. insurance companies may sell cargo insurance, and reinsurance on a cross-border basis 
into Mexico, and sell life , health, and travel insurance to Mexican residents who come to the 
United States. 


• U.S. firms with existing joint ventures in Me.."'rico will be able to obtain as much as 100 
percent ownership by 1996. 


• New U.S. entrants that wish to acquire an interest in an existing Mexican firm may become 
majority (51%) owners as of 1998, and 100 percent owners by 2000. Alternatively, new 
entrants may start their own wholly owned firms in Mexico immediately, subject to certain 
size limitations in effect until January 1, 2000. 







NAFTA 


Telecommunications: NAFrA eliminates discriminatory restrictions on U.S. sales to and invest
ments in the $6 billion Mexican market for telecommunications equipment and services. NAFTA: 


• Opens op~:ttities for U.S. exports of equipment to Mexico, which totalled.$790 million 
in 1991 and_.a.te_. projected to be in excess of $1 billion by year-end 1992. 


• Improves opportUnities for U.S. exports of enhanced services to Mexico, a market 
expected to grow from $22 million in 1991 to over $100 million by 1995; NAFrA also 
improves prospects for exports of cross-border enhanced services, which totalled $27 
million in 1990. 


• Eliminates investment restrictions in most enhanced services immediately, and eliminates all 
investment and other restrictions on packet-switched services in 1995. 


• Enables U.S. firms to operate state-of-the-art, private intra-corpor-ate communications 
systems throughout North America and guarantees U.S. businesses access to public 
communications facilities while doing business in and with Mexico. 


• Eliminates product standards as a barrier to telecommunications trade by providing 
for mutual recognition of test data from all competent test facilities in NAFTA countries. 


Land Transportation: NAFrA opens Mexico·s market for international truck, bus, and rail trans
port, and locks in U.S. access to Canada·s already open transportation marker. Specifically, 
NAFTA: 


• Permits U.S. trucking companies to carry international cargo to the Mexican states 
contiguous to the United States by the end of 1995, and to have cross-border access to all 
of Mexico by the end of 1999. Over 90 percent of U.S. trade with Mexico is shipped by land. 


• Provides U.S. charter and tour bus operators full and immediate access to the cross
border market; U.S . regular bus route companies will gain full cross-border access by the 
end of 1996. 


• Gives U.S . trucking and bus companies the right to set up international cargo 
subsidiaries or new companies in Mexico, and to acquire minoriry ownership by the end 
of 1995, majoriry ownership by 2000, and 100 percent ownership by 2003. 


• Opens the Mexican market permanently for U.S. railroads, locking in the market-oriented 
reforms undertaken by the Mexican National Railroad, by permitting U.S. railroads to market 
their services directly to customers, use their own locomotives, construct and own terminals 
in Mexico, and provide infrastructure financing. 


• Opens investment and operating access for port facilities in Mexico, increasing options for 
U.S. intermodal companies. 


NA.FTA's land transport provisions also improve safety and the environment because 
they: 


• Establish a process for harmonizing various land transport safery standards, giving impetus 
to ongoing work to upgrade Mexico's safery standards; and 


• Will decrease congestion and improve the border environment by ending the necessiry of 
"handing off' trailers at the border and having them return home empry. 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 
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NAFfA's IPR Provisions Will Promote U.S. High Tech and 
Entertainment Exports 
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The United Stares is a world leader in creativity and innovation, and growth in our exports of 
R&D-intensive goods, software, movies, books , and sound recordings depends on strong patent, 
copyright, and trademark rules , as well as effective enforceme?t. 


NAFTA provides a higher standard of protection for patents, copyrights, tra_demarks, and 
trade secrets than has been established in any other bilateral or international agreemenL 


In addition, NAFfA: 


• Requires enforcement of rights against infringement and piracy, both internally and at the 
border; and 


• Reduces the threat of piracy of intellectual property rights, including rights of authors and 
inventors. 


High-tech exports account for 32 percent of total U.S. exports to the world, but only 16 percent 
of U.S. exports to Mexico. NAFfA removes barriers that have limited U.S. market opportunities in 
the past, opening up substantial new export opportunities for U.S. high-tech equipment and ser
vice providers. 


Patents: 0iAFfA's patent protection resolves longstanding trade irritants for U.S. pharmaceuti
cal and agricultural chemical companies by: 


• Protecting product and process patents for virtually all inventions; and 


• limiting the ability of countries to impose compulsory licensing on patent holders , 
particub rly pharmaceutical companies. 







NAFTA 


Copyrights: NAFI'A provides copyright protection for North American producers of computer 
programs, sound recordings and motion pictures , including: 


• Protecting computer programs as literary works and databases as compilations; 


• Giving copyright owners of computer programs and producers of sound recordings the right 
to prohibit the rental of their products; 


• Establishing a 50-year term of protection for sound recordings, and requiring parties to 
provide protection for existing sound recordings; and 


• Setting a minimum term of 50 years for the protection of motion pictures and other 
works , and allowing companies to exercise their rights as authors. 


Other Rights: NAFI'A also strengthens protection for trademarks, service marks, trade secrets, 
and other rights by: 


• Improving protection for integrated circuits , industrial designs, and plant varieties; and 


• Preventing the use of geographical indications to mislead the public. 


. . Composition-of; u.s;. Higtt-TectT. 


. ExportstaMexico;.199T 


Scientific 
Instruments 


Computers (1 


Aerospace (13%) 


Total: S5.3 Billion 


. Composition of U.S:. High-Tech 
Exports ta Canada".- 199t 


Chemicals (8%) 


Pharmaceuticals (4%) 
Telecommunications (3%) 


Machine Tools (4%) 


Microelectronics (19%) 


Total: S15.8 Billion 


For more information, contact: Office of the U.S. Trade Representative, 
600 17th St., NW, Washington, D.C., 20506 August 1992 





