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Since the end of the twentieth century, when 
the trade of goods and services quickly 
expanded worldwide, Mexico has secured 
several trade agreements with over 45 
countries, the North American Free Trade 
Agreement (“NAFTA”) being the most 
important one. As part of President Trump’s 
agenda, the U.S. government initiated in 
May 2017 the renegotiation of NAFTA with 
the objective of increasing economic growth 
for the U.S.1 

While it is true that NAFTA is a 23-year old 
agreement among Canada, the U.S. and 
Mexico that needs some modernization in 
several chapters, the agreement has vastly 
benefited all three parties. Companies from 
these countries have enjoyed lower overall 
supply chain costs thanks to NAFTA, which is 
why it is imperative that the agreement is 
not terminated but improved. Failure to do 
so will dramatically increase overall costs, 
resulting in a less competitive North America 
region facing its efficient counterparts in 
Europe and Asia2. 

The U.S. is known for isolating its industries 
throughout modern history3; hence, given 
the current renegotiation opportunity, it is 
looking to protect its automotive and 
agricultural industries from a lower cost 
Mexican competition. This is particularly 
important for Mexico’s Ministry of Economy 
(“MME”), key player in this negotiation, given 
that approximately 80% of the country’s 

exports are destined for the U.S. (Mexico is 
the fourth largest automobile exporter in the 
world). 

Additional to the pure trade effect on all 
three countries due to potential tariffs, the 
termination of NAFTA would further cause 
the depreciation of the Mexican Peso against 
the U.S. and Canada’s currencies, positively 
affecting the supply chain of cross-border 

companies in the short term, before the 
inflation normalizes the temporary effect4. 

Finally, several U.S. economists have 
predicted that if NAFTA is ended, the U.S. 
economy would sow its growth so much that 
it could even enter a recession given the 
immense benefits from the agreement5. 
Should this happen, Mexico’s top customer 
would reduce its purchases, resulting in a 
direct impact on the country.  
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The negotiations have concluded four rounds 
which have mainly served as the introduction 
of proposals from the three countries. The 
next stage will be held from November 17th 
to November 21st in Mexico City with MME’s 
Chief Negotiator for NAFTA, Kenneth Smith. 

Up to the end of the fourth round, Mr. Smith 
has focused on learning the positions of his 
counterparts, as well as presenting his own 
proposals with the goal of modernizing the 
agreement to better reflect the current 
economic environment of the North 
American region2.  

In parallel, MME is working closely with the 
private sector in Mexico to better understand 
exactly how and the magnitude of the 
negative effect resulting from an unbalanced 
outcome from negotiation of NAFTA or from 
the termination of the agreement. Mr. Smith 
is particularly interested in having all the 
details given that modernizing NAFTA and 
making more inclusive (e.g. include SMEs, 
allow more competition, enforce gender 
equality) is critical for the long-term 
economic prosperity of North America2. By 
making the agreement more inclusive, not 
only will the overall supply chain costs be 
reduced given economies of scale, but also 
the products and services of the region will 
increase in value and differentiation versus 
Europe and Asia.  

The coming negotiation rounds will be 
central since the most relevant items will be 
discussed multiple times. Given the 
somewhat aggressive initial postures of the 
U.S. government in some of these items, 
probably due to orders from the “Chairman 
of the Board”, MME’s staff should focus on 
countering each one of them with data and 

analysis-backed proposals. Mr. Smith must 
strengthen Mexico’s and Canada’s positive 
attitudes towards maintaining and improving 
NAFTA, so that they can jointly   persuade 
the U.S. Administration with economically 
and financially logical arguments.  

Additionally, MME should focus on 
emphasizing the importance of long-term 
viability of the agreement by allowing 
enough flexibility to NAFTA for continuous 
revision and improvement from time to time 
without putting in peril the elimination of the 
agreement6.  

It is imperative that Mr. Smith and his team 
demonstrate that NAFTA has greatly 
benefited the U.S. regarding regional trade, 

and that the deficit of the balance of trade is 
not uniquely dependent on its regional trade 
with Mexico and Canada, but mainly on its 
domestic consumer trade deficit.  

 

A few questions remain regarding the future 
impact of NAFTA negotiations on supply 
chain management of companies in Mexico, 
Canada and the U.S. Would the U.S. 
jeopardize long-term viability and economic 
growth for a short-term political success? 
How will other industries (e.g. aerospace, 
technology) be affected as the countries 
further develop? 
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