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The Renewed NAFTA.

The first North America Free Trade Agreement (NAFTA) entered into force in January 1994. The governments of Canada,
Mexico and United States of America (USA) leaded by Brian Mulroney, Carlos Salinas de Gortari and George H. W. Bush
signed this treaty in December 1992 in order to develop the economic growth of North America. NAFTA has changed the
economic and social conditions of the three countries that agreed the eliminations of tariffs and the encouraging of the
economic activities to create a competitive block in the global landscape.

The specific purposes of this international agreement were founded in article 102 of the treaty:
“a. eliminate barriers to trade in, and facilitate the cross-border movement of, goods and services between the

territories of the Parties,

. promote conditions of fair competition in the free trade area,

increase substantially investment opportunities in the territories of the Parties;

. provide adequate and effective protection and enforcement of intellectual property rights in each Party’s territory;

create effective procedures for the implementation and application of this Agreement, for its joint administration

and for the resolution of disputes, and

f. establish a framework for further trilateral, regional™

mnano

“NAFTA has changed the economic and social conditions of
the three countries that agreed the eliminations of tariffs and
the encouraging of the economic activities...”

Canada published on its official global affairs website? that the NAFTA as a regional treaty contributes to enhance
Canada’s attractiveness to foreign investors and at the time provides more opportunities for Canadians to invest in
NAFTA partners’ economies.

Mexican Government affirms that the most competitive free trade zone of the world is the one that was created by
NAFTA because the trades between these three countries generate USDS$2.8 Billion of dollars per day. Also, Mexican
State informed that in 1993 Mexico only represented the 5% of USA-Canada importations. Nevertheless, due to NAFTA
the percentage increase to 12% in 20163,

The “U.S. Department of Commerce, International Trade Administration” assures that NAFTA grants to American
Exporters a greater market access and price advantage over other exporters from other countries like China or Japan.
Besides, the American Government recognized that without NAFTA USA would have severe disadvantages regarding to
European competitors in Mexico*,

Even though regional trade agreement was working as expected by the three nations the President of the United States
of America that took the White House on January 2017 expressed his disagreement with NAFTA and threat to withdraw

the treaty if the other two countries refuse to renegotiate new terms and conditions.

Since the first renegotiation round held in August 16, 2017 the debate raged on the deficits, the balance of trade and
the outsourcing of jobs, a reconfiguration of the policies in the treaty were deeply vindicated by the US.
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Firstly, a preliminary agreement between the US and Mexico was achieved through an intense debate and negotiation,
with an outstanding effort of the Mexican delegation with specific orders to restore certainty to the markets before a
new administration takes control.

One of the two more important agreements between Mexico and USA was about the automobile industry. The countries
agreed that at least 40% of the value of cars would be made by workers earning 16 dollars an hour®, the USA government
is trying to homologate the wages with Mexico to reduce the low-cost manufacturing advantages Mexico has against the
US. The other important agreement between the parties was about the “sunset clause”®. Mexico and USA have agreed
a 16-year lifespan for the New Trade Agreement, with a review every six years’.

Several sections of NAFTA have faced criticism, but Chapter 11 has been highly controversial because it grants the
action to sue the three governments if they restrict profits, more than 70% of this actions have been used against
Canada and in many cases this country has lost in courts. This issue is one of the mayor conflicts between the US and
Canada. Investor-state dispute settlement has been agreed only between Mexico and the US.

Another controversial section is the Chapter 19 that gives each nation the right to challenge each others’ anti-dumping
and countervailing duty decisions in front of an expert panel with members from both countries involved in a dispute.
The Trump administration wants is the elimination of Chapter 19, directly altering the aircraft market. For example, the
U.S. Commerce Department proposed a 219.63% tariff on the import of certain commercial airliners made by the Canadian
company Bombardier in an effort to protect the lllinois based company Boeing from competition®. This is another issue
that affects Mexico indirectly because most of the manufacturing of Bombardier is done in Queretaro, Mexico.

Regarding regional authentic products Mexico and USA agreed to make a truce on alcoholic beverages. The U.S. will
continue recognizing Tequila and Mezcal as distinctive Mexican products, while Mexico will keep recognizing Bourbon
and Tennessee Whiskey.

The new trade deal reached between the U.S. and Mexico contains a myriad of rules and tariffs, and among them in-
clude tougher rules on copyright and intellectual property. The preliminary Mexico-USA deal includes areas neglected
in NAFTA’s original text, including energy, information technology, intellectual property, digital trade, and more ad-
vanced environmental regulations®.

The Governments from Mexico and USA have decided that if Canada does not want to subscribe the New Trade Agreement
the treaty will became a bilateral agreement instead of a regional agreement. Nevertheless, at the final hours of the term
to file the new agreement to each countries’ Congress, Canada agreed to maintain in the trilateral agreement. The new
named USMCA (US-Mexico-Canada Agreement) for its acronym in English, became a handshake deal with Canada granting
access to its dairy products market in exchange of keeping the Chapter 19 untouched in the new agreement?.

The great achievement that the three countries reached with a trilateral agreement is the certainty and restoration
of the economic region in order to preserve the biggest free trade zone of the world. There are still a few hurdles
before USMCA becomes a reality. The revised pact needs to be approved by all three governments, including the US
Congress, which won't consider the agreement until 2019
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Canada triggers NAFTA Chapter 19 over hefty Bombardier tariffs.

The US wants to eliminate dispute resolutions of Chapter 19 of NAFTA.

NAFTA Chapter 19’s dispute resolution mechanism means Canada can get a panel of experts to appeal final
U.S. decisions to impose duties on imports of Bombardier C Series aircraft and softwood lumber from Canada.
https://globalnews.ca/news/3977126/canada-triggers-nafta-chapter-19-over-hefty-bombardier-tarriffs/  01/09/2018.

Mexico’s president-elect sets out plan for new $8 billion oil refinery.

Mexico’s next government plans to build what could be the country’s largest oil refinery, with construction set
to begin as soon as next year, as stated by the President-elect Andres Manuel Lopez Obrador, in his seek to
end Mexico's massive fuel imports, all of which come from the United States, while boosting domestic refining
during the first half of his six-year term. https://www.reuters.com/article/us-mexico-refinery/mexicos-president-
elect-sets-out-plan-for-new-8-billion-oil-refinery-idUSKCNILK2VO ~ 04/09/2018.

Mexico’s new president should postpone oil auctions: former Pemex official.

A former Petroleos Mexicanos (“PEMEX") board member has said that Mexican President-elect, Andres Manuel
Lopez Obrador, has enough political support to change the nation’s energy law and should postpone planned
competitive oil auctions until the law is revised. The auctions were originally scheduled this year in the waning
months of President Enrique Pena Nieto's term, but were postponed by the National Hydrocarbons Commission
(CNH), as its officials said they wanted to give interested oil companies more time to evaluate the projects.
https://www.reuters.com/article/us-mexico-oil-auctions/mexicos-new-president-should-postpone-oil-auctions-former-
pemex-official-idUSKCN1LZ2L3 19/09/2018.

AMLO: if NAFTA fails Mexico will seek second trade accord with Canada.

Mexico will seek a bilateral trade agreement with Canada if NAFTA talks fail. Mexico and the United States
reached a separate accord late last month but so far negotiations aimed at bringing Canada into the deal have
failed amid U.S. threats to impose tariffs on auto imports from its northern neighbor. The United States and
Canada concluded another round of talks in Washington D.C. without reaching agreement, although Canadian
Foreign Minister described the dialogue as “constructive.”  https://mexiconewsdaily.com/news/amlo-if-nafta-
fails-mexico-will-seek-second-trade-accord-with-canada/  22/09/2018.

Energy regulator proposes new entity to develop gas production.

Mexico’s energy regulator has recommended the creation of a new state-owned entity to focus exclusively on
gas production. The National Hydrocarbons Commission (CNH) said in a technical document that the move
would help to recover Mexico’s natural gas production, as the new upstream company would take control of
all non-associated gas areas that are currently managed by the state oil company Pemex.  https://mexicone-
wsdaily.com/news/enery-requlator-proposes-new-entity-to-develop-gas/ 22/09/2018.

In this month extract was prepared by J. Estrada, José Manuel Mufioz, R. Figueroa, J. Dorantes, Arturo Fragoso, P. Agraz.
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The articles appearing on this and on all other issues of Terrum reflect the views and knowledge only of the
individuals that have written the same and do not constitute or should be construed to contain legal advice
given by such writers, by this firm or by any of its members or employees. The articles and contents of this
newsletter are not intended to be relied upon as legal opinions. The editors of this newsletter and the partners
and members of Abogados Sierra SC shall not be liable for any comments made, errors incurred, insufficiencies
or inaccuracies related to any of the contents of this free newsletter, which should be regarded only as an
informational courtesy to all recipients of the same.



