
The goals of this book include analysis of the main results of the 
North American Free Trade Agreement (NAFTA) since January 1994 

and the increasing relevance of China for the NAFTA region and each 
of its members. From this perspective, NAFTA, and what is now called 
the United States-Mexico-Canada Agreement (USMCA), should explicitly 
examine and evaluate the implications of China’s rising presence in the 
region in several economic sectors and, based on this analysis, offer 
explicit policy responses to it. This, so far, has not happened either in 
NAFTA or in USMCA.
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Preface

Enrique Dussel Peters

After a little more than a year, the three members of the North American 
Free Trade Agreement (naf ta) finished negotiations at the end of Sep-
tember 2018, for what is now called the United States-Mexico-Canada 
Agreement (us m ca). The agreement is still awaiting the approval of the 
three countries’ legislatures, which will probably take place in the first 
quarter of 2019. Changes, particularly from the us perspective, can still 
occur, and considering new majorities in the House of Representatives.

A detailed analysis of the final version of us m ca , particularly in con-
trast with naf ta , will have to take place in 2019 once the final version  
of the agreement is accepted in all three countries. So far, however,  
several points can be noted. In general, differences between u s m ca 
and naf ta are minor, considering the threats by and initial stance of 
the Trump administration in 2017. us m ca , for example, increases the 
percentage required under the rules of origin for automobiles from 
62.5 percent to 75 percent, in addition to quantity restrictions on us im-
ports and requirements for Mexican wages; similar quantitative barri-
ers for Canadian dairy exports were agreed on. However, probably the 
most relevant change in usm ca is its general protectionist and defensive 
posture: while the original naf ta explicitly held open the possibility of 
new members, such as Chile, us m ca in Article 32.10 explicitly excludes 
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the possibility of any of its members negotiating free-trade agreements 
with “non-market economies” such as the People’s Republic of China. 
The naf ta region, from this perspective, could become the first inter-
national “anti-China” region.

With these circumstances in mind, the goals of this book include 
analysis of the main results of naf ta since January 1994 and the  
increasing relevance of China for the naf ta region and each of its mem-
bers. From this perspective, naf ta , and now us m ca , should explicitly 
analyze and evaluate the implications of China’s rising presence in the re-
gion in several economic sectors and, based on this analysis, offer explicit 
policy responses to it. This, so far, has not happened either in naf ta or 
in us m ca . 

The book is divided in two sections and presents nine articles by 10 
authors; each author was asked to present a concise analysis of a specific 
issue and offer related policy suggestions. 

The first section’s six chapters discuss particularities of naf ta’s in-
tegration process, as well as the process of renegotiating naf ta and 
the impacts of China on these events and trends. Hongxia Wei com-
pares us President Trump’s America First approach and China’s One 
Belt, One Road initiative and their impacts on globalization, naf ta , 
and Mexico; Cuiwen Wang compares the increasing economic integra-
tion of the naf ta region with its increasing political and social divi-
sions. The four chapters that follow focus on more specific elements 
of naf ta’s implementation. Raúl Hinojosa-Ojeda predicts that global 
shifts in production, trade, and urbanization will continue to increase 
global immigration to the United States, but that immigration will come 
less from Mexico and more from China. Clemente Ruiz Durán points 
out that the naf ta region as a whole has substantially increased im-
ports, particularly from China and in global commodity chains such as 
auto  parts and automobiles; the analysis by Jorge Eduardo Mendoza  
Cota notes the substantial difference between Mexico’s high level of intra- 
industry trade with the United States and its significantly lower level of  
the same type of trade with China, and the potential for expansion  
of these trade relationships. Trends in the global footwear value chain, 



9

discussed by Alejandro Gómez Tamez, have been somewhat counter-
intuitive and have not lived up to initial expectations for the naf ta 
integration process: intra-regional trade has fallen substantially in the 
face of competition from Asia, particularly from China and Vietnam.

The second section of the book focuses explicitly on a group of top-
ics of naf ta related to China and presents three additional analyses 
and their respective policy proposals. Enrique Dussel Peters accounts 
for China’s increasing trade presence in the naf ta region, naf ta’s 
disintegration since China’s accession to the World Trade Organization 
in 2001, and China’s medium- and high-tech exports to the region, while 
Simón Levy-Dabbah calculates the increasing role of Chinese imports to  
Mexico as inputs in Mexican manufactures that are exported, mainly  
to the United States, with substantial limitations for Mexico’s long-term 
development. Finally, José Ignacio Martínez Cortés and María del Car-
men González Velásquez argue that Mexico and China have an impor-
tant potential in terms of their new digital relationship, in services in 
general and particularly in service sectors such as telecommunications, 
information, communication, and knowledge.

Most of these issues –from trade in specific global value chains to 
immigration and the new digital arena– have not been explicitly or im-
plicitly addressed in us m ca and will require more detailed analysis and 
evaluation of naf ta and us m ca . A full 24 years after the implemen-
tation of naf ta , there has been no explicit public evaluation of that 
agreement, particularly in terms of global value chains, by region and by 
the main topics presented in naf ta since 1994. 

From that perspective, this book is an invitation to deepen reflections 
on naf ta’s successes, failures, and challenges, for the region and each 
of its members, particularly vis à vis China. As discussed in each chapter, 
China presents a number of issues for the naf ta region, relating to 
trade, investment, and specific global value chains, as well as migration 
and other intra-naf ta matters. This approach has so far not resolved 
them, and the aforementioned Article 32.10 of us m ca (restricting fu-
ture trade agreements with “non-market economies” such as China) will 
also clearly not resolve these urgent and widespread issues.

Preface





Section I. 

nafta and Its 
Renegotiation
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Globalization, Regional 
Integration, and Renegotiation 
of NAFTA

Hongxia Wei 

Since 2016, the world has experienced great changes. Existing in-
ternational trends and patterns have both evolved and retreated. The 
United Kingdom’s move toward Brexit marked the disintegration of the  
European Union (eu) and weakened confidence in regional multilateral 
cooperation worldwide, from apec (Asia Pacific Economic Coopera-
tion) to naf ta (North American Free Trade Agreement) and tpp 
(Trans-Pacific Partnership). The United States, under the Trump ad-
ministration’s “America first” approach, has triggered a major adjustment 
in international trade and led to a trend of deglobalization. 

Globalization: Going forward or pulling back? 

Globalization is primarily an economic process of integration that has 
social and cultural aspects, but conflicts and diplomacy are also large 
parts of the history of globalization. It represents the global integration 
of international trade, investment, information technology, and cultures. 
It is driven by government policies designed to open up economies do-
mestically and internationally to boost development in poorer countries 
and raise standards of living (Investopedia n.d.). Globalization has af-
fected nearly every aspect of modern life. While it has a few drawbacks, 
most economists agree that it is both unstoppable and net beneficial to 
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the world economy (Kuepper 2018). Globalization benefits individual 
economies around the world by making markets more efficient, increas-
ing competition, limiting military conflicts, and spreading wealth more 
equally around the world. It does this in the following ways: 

1.	 Foreign direct investment tends to increase at a much greater rate, 
helping boost technology transfer, industrial restructuring, and 
the growth of global companies. 

2.	 Increased competition helps stimulate new technology develop-
ment, particularly with the growth in foreign direct investment, 
which helps improve economic output by making processes 
more efficient. 

3.	 Globalization enables large companies to realize economies of 
scale that reduce costs and prices, which in turn supports further 
economic growth, although this can hurt many small businesses 
attempting to compete domestically. 

As the world has become more closely connected than at any time in the 
past, globalization is promoting two prominent new trends: the rapid 
emergence of new technologies, especially in the field of communica-
tion, and the steady growth of emerging economies –such as Brazil, 
China, India, and Mexico– which are key drivers of world development.

However, some economists have identified a retreat in globaliza-
tion since the us presidential election in 2016. Key examples include  
President Trump’s withdrawal of the United States from the tpp, de-
mand for renegotiation of naf ta , and threat of a trade war with China 
and other countries, all under the Trump administration’s “America first” 
policy with the avowed goal of “leveling the playing field” for American 
businesses. 

The United States, which has led the globalization trend since World 
War ii , seems to be marching to the tune of a new nationalism and protec- 
tionism. The Trump administration’s actions have left the United States  
isolated on global trade, as the rest of the world has continued pursu-
ing multilateral cooperation, notably through the Japan-eu and eu- 
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Globalization, Regional Integration, and Renegotiation of nafta

Mercosur agreements. Countries other than the United States are pro-
viding new solutions and strategies for global governance. With the 
leadership of Japan, which is a close us security ally, tpp is moving for-
ward without the United States. China’s government is making efforts 
to provide solutions, which was put forth as an idea of “a community 
of shared future for mankind” (人类命运共同体)and the Belt and 
Road Initiative. Chinese President Xi Jinping said, “facing the fast chang-
ing international and regional landscapes, we must see the whole picture, 
follow the trend of our times, and jointly build a regional order that is 
more favorable to the world.” (Xinhuanet 2015)

Globalization is inevitable over the long run, but there are many 
bumps in the road in the short run. These are often created by econom-
ic crisis or the negative consequences of globalization, but in the end,  
the world has always learned that protectionism can make a bad situation 
worse. Most economists agree that there have been periods of protec-
tionism and nationalism in the past –and that globalization has produced 
problems such as unequal development because of industrial transition, 
capital outflow, and wealth disparity– but globalization continues to be 
the most widely accepted way to ensure consistent economic growth 
around the world. If any country wants to drop out of the global trend 
toward integration, it will develop protectionism and extremism. More-
over, the more developed economies have more close relations with 
the outside world. Rejecting globalization is dangerous for one’s own 
economy and even society. 

Regionalism: Abandoned or embraced? 

Commencing with European economic blocs such as the European Coal  
and Steel Community and the European Economic Community, es-
tablished in the 1950s, waves of regional integration or regionalism 
have occurred simultaneously with globalization. The eu has been seen 
as a model of regional integration. A wave of regional integration oc-
curred in the late 1980s and early 1990s, when naf ta was created as a  
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model that integrated two developed countries and one developing 
country. In the mid-1990s, East Asian countries began organizing mul-
tilateral frameworks to facilitate economic growth and solve regional 
security and social problems. Among these, apec and tpp are trans-
Pacific agreements that embrace some western-hemisphere countries 
such as the United States and Mexico and aim to enhance cross-Pacific 
economic cooperation. 

It has been argued that regional cooperation frameworks (e.g., security 
regimes and trading blocs) are a backlash against globalization, but their 
role as alternatives to global frameworks such as the World Trade Orga-
nization negotiation has never been ignored. apec has played a com- 
prehensive role during its nearly 30 years, although it is frequently  
criticized for its ineffectiveness and its loose flexible way of leadership. 
The us Obama administration made a vigorous effort to complete tpp 
negotiation. tpp provides strict high-level trade standards. It was a vic-
tory for President Obama’s trade policy, which made China worry about 
its trade environment. President Trump withdrew the United States from 
the tpp as his top agenda priority after taking office. However, no other 
partners abandoned the tpp, and Japan assumed an active leadership 
role. Mexico did not quit the tpp, either. These countries are still grasp-
ing opportunities for economic growth through multilateral cooperation 
while developed countries like Britain and the United States are planning 
to abandon regional multilateral cooperation, seeking unilateralism, and 
risking protectionism. 

The United States should be aware that regional trade bloc leader-
ship roles will not remain vacant when it withdraws. Regional coopera-
tion, with its relatively easy geographic access and greater commonalities 
in social culture, is likely to strengthen while globalization tentatively  
retreats. 
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Renegotiation of NAFTA: Will China be a factor? 

The election of Donald Trump as the president of the United States 
has brought panic to the existing world trade order, which was built by 
u s efforts in past decades. Renegotiating naf ta was one of Trump’s 
major campaign promises. Just a few weeks after assuming office,  
the Trump administration embarked on a bigger quest –resetting a glob-
al trade consensus that had persevered for over four decades. President 
Trump signed an executive order on January 23, 2017, to renegotiate 
naf ta . He demanded that Mexico end its value-added tax on us prod-
ucts, which he claimed acts as a tariff on us exports to Mexico. Trump 
also asked Mexico to end the maquiladora program, arguing that it un-
dercut American workers by sending jobs to Mexico. These were the first 
steps in rewriting global trade rules, a goal that the Trump administration 
vowed to pursue. 

naf ta entered into force on January 1, 1994. It was controversial 
when first proposed, mostly because it was the first free trade area involv-
ing two wealthy, developed countries (the United States and Canada) 
and one developing country (Mexico). When it was first proposed, 
the political debates surrounding it were divisive in the United States.  
Supporters argued that the agreement would help generate thousands of 
jobs and reduce income disparity in the region, while opponents warned 
that it would cause huge job losses in the United States as companies 
moved production to Mexico to lower costs. According to a report  
by the us Congressional Research Service, “In reality, naf ta did not 
cause the huge job losses feared by the critics or the large economic 
gains predicted by supporters. The net overall effect of naf ta on the 
u.s .  economy appears to have been relatively modest” (Villareal and 
Fergusson 2017). Since 1993, the year before the agreement took effect, 
u s trade with its naf ta partners has more than tripled (see Figure 1), 
increasing more rapidly than trade with the rest of the world. 

The Trump administration has obviously focused on the issue of job 
losses and exaggerated the negative effects of naf ta . One of the biggest 
ironies in trade policy is that, despite Mr. Trump’s opposition to the tpp, 

Globalization, Regional Integration, and Renegotiation of nafta
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Figure 1. us trade with Canada and Mexico, 1993-2017

Data source: usitc (n.d.).

key provisions for tpp negotiation may also be addressed in renegotiat-
ing naf ta . Many of the provisions mentioned in a plan for renegoti- 
ating naf ta (ustr 2017) –including measures to regulate treatment 
of workers, the environment, and state-owned enterprises– appeared to 
be lifted upgraded from the tpp agreement. This suggests that what the 
Trump administration wants from trade negotiation is to dominate the 
agenda and the rules of the game. 

naf ta renegotiation is a key component of the Trump administra-
tion’s trade policy. People all over the world are focusing on its prog-
ress and final outcomes. A successful renegotiation of naf ta would  
be another milestone, demonstrating that such deals can be living  
agreements that can be updated and improved and continue to work in 
the interests of both wealthier and poorer countries. A failure, however, 
would worsen the erosion of public confidence in trade. This would not 
benefit the Trump administration’s trade policy adjustment, which is the  
top agenda. 

Some us economists have warned that in naf ta renegotiations, 
Mexico can now leverage China’s growing foreign direct investment in 

U
S$

, B
ill

io
ns

Total exportsTotal imports

700

600

500

400

300

200

100

0

-100
1993 1996 1999 2002 2005 2008 2011 2014 2017

-200

Trade balance



19

Figure 2. Volume of trade between China and Mexico, 1998-2016

Data source: compiled according to trade data from National Bureau of Statistics of China, the 
data base is available at the official website: http://data.stats.gov.cn/easyquery.htm?cn=C01.

the region. With China increasing and diversifying its Latin American in- 
vestments, Mexico and other Latin American countries are rethinking 
their traditional trading relationships. Chinese President Xi Jinping has 
pledged to increase trade with Latin America by US$500 billion and 
increase foreign investment by US$250 billion by 2025, yet China is  
still only Mexico’s third largest trading partner. China-Mexico trade ties 
have grown significantly –up to US$43 billion in 2017– but this is still 
much smaller than the US$580 billion in trade between the United 
States and Mexico. 

China, as a strong trading partner, will provide Mexico greater export 
diversity and significant trading growth opportunities in several ways. 
First, the trend toward integration under naf ta has solidified Mexico’s 
dependence on the us market and economic growth –its manufactur-
ing systems, infrastructure investments, and even national economic 
priorities are all oriented toward its northern neighbor. Undoubtedly, 
whether renegotiating naf ta or adjusting its domestic market, the 
Trump administration’s policy is focused on us economic growth. This 
is likely to put Mexico and us other trade partners in peril of slowing 
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growth. Mexico and China, given their rapidly growing trade volume 
(see Figure 2), should seek ways to strengthen cooperation to improve 
their resilience to risk of economic recessions. 

Second, Mexico should pay close attention to China’s recent reforms 
and seek opportunities for economic cooperation. China is transform- 
ing and upgrading its economic structures. As trade partners, Mexico and 
China presented structural challenges to each other in the past, such  
as competition on textile exports. As the Trump administration recon-
siders u s trade partnerships, Mexico and China should restructure  
their trade cooperation and take advantage of mutual opportunities  
in their domestic markets and the international market. China’s recent 
reforms could become Mexico’s opportunity to leverage the Trump ad-
ministration’s challenge. 

Third, an effort that has attracted substantial attention is the Maritime 
Silk Road Initiative, part of China’s Belt and Road Initiative –a develop-
ment strategy that focuses on connectivity and cooperation and has 
already reached out to Latin America countries. Under the initiative, the 
Silk Road Fund and the Asian Infrastructure Investment Bank, which 
pursue infrastructure-based development, would foster “economic con-
nectivity and a new type of industrialization in the Asia Pacific region. 
Mexico, as a major power in that region, should closely follow these 
trends and take the advantage of them. 

Fourth, in the past, the long distance across the Pacific Ocean has 
been the main barrier to trade growth between China and Mexico. 
Nowadays, better transportation and communications technology has 
reduced such obstacles and facilitated goods exchange all over the world. 
Both China and Mexico should seize the opportunity to expand trade 
cooperation. 

China will never completely replace the United States as a Mexican 
trading partner, but the prospect of a bigger trading relationship with 
China could definitely give Mexico leverage and increased flexibility  
in naf ta renegotiations.
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Conclusions

Globalization is likely to persist long-term and strengthen in the coming 
years. Cooperation among countries will not be interrupted or end- 
ed even if the Trump administration’s protectionist trade policy has 
sparked tensions with China, its close neighbors, and other allies. In an 
era of globalization, countries and companies are connected through 
mutual benefits and responsibilities as well as through technology. His-
tory has seen periods of protectionism and nationalism before, and 
globalization has produced problems such as unequal development be-
cause of industrial transition, capital outflow, and wealth disparity. But 
globalization continues to be the most widely accepted way to ensure 
consistent economic growth around the world.

Regional cooperation is not an adversary of globalization, but a com-
plement to it. The world still faces many security problems. Countries 
need to take responsibility for solving these problems through negotia-
tion and compromise and with confidence. 

Since he assumed office, President Trump has brought new peril 
and disorder to the world by creating difficulties in us trade with other 
countries. As a large developing country, Mexico has some advantages 
and should use them to counter setbacks brought by the Trump admin-
istration’s protectionist policy. 
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Renegotiation of NAFTA: 
The Paradox of Economic 
Integration and Political 
Disintegration 

Cuiwen Wang

The North American Free Trade Agreement (naf ta), which was the  
first such agreement in the world to include countries from both  
the global North and South –Mexico, Canada, and the United States– 
came into effect on January 1, 1994. Its positive and negative impacts 
have been debated for more than 20 years. Hufbauer et al. (2014) 
summarized six charges voiced by naf ta critics;1 Dussel Peters and 
Gallagher (2013) presented a detailed introduction and deep analysis 
of related issues.

This discussion intensified after us President Trump put the agree-
ment on the table for renegotiation. At the beginning of his term in office, 
by executive order, he initiated a process to renegotiate or even abolish 
naf ta in accordance with Article 2205, with the aim of ensuring us 
national interests. Although support for renegotiation of naf ta did 
not start in the Trump administration, it is clear that Trump’s statements 
and actions have pushed North American integration toward a differ-
ent direction. This has caused serious confrontations between the three 
governments and uproar in the international community. 

1	 These charges were that naf ta fostered a growing us trade deficit; trade with Mexico 
raised us unemployment; job losses depressed us wages, especially in manufacturing; 
the boom in us agricultural exports turned rural Mexicans into illegal immigrants; naf ta 
abetted illegal immigration; and Mexico has not achieved the growth rate anticipated by 
naf ta .
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Insights from the field of international relations 

Conventional economic approaches have defined economic integration 
in terms of different stages of market opening and political coordina-
tion, varying from free trade area to customs union, common market, 
and complete economic union. Economic integration is therefore 
understood as the removal of trade barriers and the development of 
centralized coordination with common policies. In fact, the processes 
and forms of regional integration are more complicated and diversified. 
Gilpin (2001:343) pointed out that North American regionalism has 
been more mixed than the corresponding process in Western Europe, 
motivated primarily by political considerations. 

In addition to the differing mix of political and economic goals, re-
gional arrangements vary in their institutional form. International rela-
tions theory contributes several perspectives from which naf ta , its 
renegotiation, and economic integration in general can be viewed.

The realist perspective 

The realist approach to economic regionalism calls attention to several 
factors that limit peaceful economic and political integration. Grieco 
(1997), for example, highlights that these inevitably make the type of 
long-term cooperation necessary to integration efforts very difficult to 
achieve. Realists’ concern about relative gains stems from their view that 
stressed the importance of relative gains and of distributive issues in state 
calculationnal relations is a zero-sum game, in which one group’s gain 
equals another group’s loss. 

Reducing the us trade deficit has become a key pillar of President 
Trump’s policy. Trade deals pursued by the United States are “trade  
balance agreements” rather than free trade agreements. The reduction 
of trade deficits with several key countries has been the primary goal of 
the aggressive us trade policy. It is common for the us government to 
prioritize American interests in us trade negotiations, but the current  
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u s trade approach has an obsessive concern about bilateral trade bal-
ances and narrow special interests in the United States, as opposed to 
broader national and regional interests (Bergsten 2017:2). Such an ap-
proach leads to managed trade instead of pure trade liberalization, and 
increases the chance of a trade war. In the naf ta renegotiation, man-
aged trade rather than free trade is reflected in us negotiating positions 
such as those targeting auto imports and refined sugar, which may in-
volve rules of origin and export restrictions. Therefore, the trade policy of  
the Trump administration reflects a mercantilist approach anchored in 
economic nationalism.

The realist perspective assumes that a successful process of eco-
nomic and political integration must be championed by one or more 
core political entities that are willing to use their power and influence to 
promote the integration process. However, there have been complaints 
that naf ta cost millions of us jobs, suppressed wages, and deepened 
u s economic inequality. The main purpose of us participation in the  
negotiations was to revise the economic and trade cooperation frame-
work, reduce the us trade deficit, and reduce the loss of us manufactur-
ing jobs (Bergsten 2017:14). Since the Mexican economy is less than 
one-tenth the size of the us economy, it is not plausible that trade inte- 
gration could dramatically shape the giant us economy, even though in-
tegration could exert a substantial impact on the relatively small Mexican 
economy (Hufbauer et al. 2014:4). 

The trade deficit should be understood from the perspective of  
multilateralism rather than bilateralism. As far back as the negotiations 
of naf ta more than twenty years ago, economists have calculated  
the relationship between the loss of jobs under trade protection  
and the loss of consumer benefits. Negative effects claimed by us naf ta  
critics, such as larger trade deficits and higher unemployment, are sel-
dom observed in real life.2 As Gilpin noted, a country’s unemployment  

2	 A study by Hufbauer and Elliot (1995), in the context of the bitter controversy over the 
ratification of naf ta , found that past protection of 21 American industries had actually 
saved few jobs and that the cost to consumers had been approximately $170,000 per job 
saved. The equivalent figure for Japan is $600,000.
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rate is determined principally by its macroeconomic policies. In a 
well-functioning economy, trade does not decrease or increase unem-
ployment. While naf ta has not affected the number of jobs in the  
Amercan economy, it has redistributed jobs from one economic sector 
or region to others. (Gilpin 2001:206)

Understanding economic integration from a realist perspective 
inevitably involves the distribution of gains. It was expected that free 
trade could bring stronger and more stable economic growth to Me- 
xico, provide new employment opportunities, and stop Mexican illegal 
immigration (McBride and Sergie 2018). Two decades after naf ta’s 
establishment, Mexican economy is highly dependent on the United 
States3 with the characteristics of political vulnerability of interdepen-
dence. Mexican immigration to the United States rose from 3.5 million in 
1995 to 11.1 million in 2016 (de la Garza 2013; Passel and Cohn 2016). 

The liberal-institutional perspective

Liberalism emphasizes the ability of international institutions to pro-
mote cooperation. From the liberal-institutional perspective, integration 
should be based on the nature of a model of naf ta and its operational 
mechanism. naf ta was signed, as Pastor (Pastor 2001:96) wrote, like 
a “business contract” between corporations, basing the three countries’ 
relationship entirely on commerce; the additional statutes on the en-
forcement of environmental laws and workers’ rights are only a pledge 
in response to critics, added by the negotiators to the original “contract”. 
The process of ratification and negotiation of naf ta was “a ‘trade ob-
sessed’ process that generally ignored serious questions of adjustment 
to the full implications of economic globalization” (Schmidt 1996:69). 
This agreement model leaves little room for further deepening of the  
 

3	  For example, in 2000 Mexico sent 88.7 percent of its domestic production to the United 
States market; 73.1% of Mexican imports were from the United States (Hanson 2003).
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relationship because it is nothing other than a contract in which other 
social and political aspects are not considered. 

naf ta focused on economic cooperation, and most of the provi-
sions are intended to settle trade disputes. Free trade promotes personal 
exchanges, but naf ta does not provide a cooperative institution to 
manage immigration. This deterioration of Mexico-u s immigration  
and makes it difficult to prevent increasing immigration by people 
searching for a better living.

Integration in North America is occurring on two parallel lanes, 
economic and social/political. Economic integration has largely been 
accomplished, but social and political integration seem almost unachiev-
able. Some analysis has indicated that naf ta is quite different from 
other integration schemes. Without the support of any real supranational 
institution, economic integration has not, in over 20 years, “spilled over” 
to political integration.The major reason for this lack of institutional- 
ization is probably that, as a world power, the United States is reluctant 
to be constrained and cede power within an institutional framework. 
For the United States, a bilateral context provides greater relative power, 
while a supranational institution would limit its authority. The great dis-
parities of economy between the three countries also hinder the creation 
of a solid institutional framework for the agreement.

The constructivist perspective 

It is worth taking a deeper look at the lack of a supranational institu- 
tion governing naf ta . In social constructivist theory, the physical 
characteristics of two countries’ relationship, such as geography and 
economic trade, construct the relationship between them but do not 
encompass the impacts they have on each other, as ideas and beliefs have 
more significance in their bilateral system (Wendt 1994).

Communities are almost nonexistent in the naf ta framework, 
and economic integration appears to proceed on the basis of policy 
convergence, which results in the acceptance of common norms by the  
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governments of the three countries. The idea of a community is based 
on the establishment of common cooperative goals in diverse areas, such 
as infrastructure, immigration, development, education, and security,  
and on the formation of institutions that indicate the achievement of  
said objectives. It has been suggested that following the model of integra-
tion that led to the European Union, North America could also develop 
into a North American Community, whose people have a clear regional 
identity in addition to their national identities (Pastor 2001, 95).

However, the people of these three countries do not appear to iden-
tify with each other. This is especially true for Mexicans. In a poll carried 
out by the Mexican Center for Research and Teaching in Economics, 
fewer than 7 percent of respondents said they perceived Mexico as hav-
ing a North American identity, while 55 percent saw Mexico as having 
a Latin American identity. Over 60 percent of the Mexican population  
has expressed distrust toward their northern neighbors, and only 25 
percent said they trust the United States (El Imparcial 2018). The 
historic roots of the love/hate relationship between Mexico and the 
United States, and Mexican nationalism and pride, make it seem almost  
impossible to think of the North American region as a community 
with shared values, pursuing common objectives. In spite of the large 
numbers of Mexican immigrants to the United States, both legal and 
illegal, there seems to be little improvement in mutual understanding 
between the two peoples. Given President Trump’s disdain for Mexico 
and naf ta , which he has frequently called the worst deal ever, the 
notion of a community, with a shared sense of belonging and identity,  
seems implausible. 

The impact of China and the improved China-Mexico 
relationship

China’s economic rise and its increased outreach to the rest of the world 
are profoundly changing the structure and course of international po-
litical and economic systems. With the onset of twenty-first century, 
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the strengthening of economic ties marks the most prominent aspect 
of Sino-Latin American relations. Comparing to complementary rela- 
tions between China and South America, The competitiveness of Chi-
na’s relationship with Mexico is under scrutiny. Gallagher and Dussel 
Peters (2013) noted that naf ta trade has been affected by increasing 
Chinese trade within the region, even though China is not a member of 
naf ta . Some have argued that the competition Mexican goods face 
from China was not limited to the domestic market but also extended to 
the markets of Mexico’s main trading partners in naf ta and the Pacific 
Alliance (Ramirez Bonilla and Haro Navejas 2014).

Policymakers in China and Mexico are clearly aware of the challenges 
posed by the structure of trade and investment between the two partners. 
With the end of the commodity boom cycle, both China and Mexico en-
tered the dual transformation of slower economic growth and economic 
restructuring. The main driver of China’s economic growth engine is 
gradually changing from foreign capital and foreign trade to domestic de-
mand. In addition, given the sustainability of China’s economic growth 
and the huge market demand it generates, the transformation of China’s 
economic model will bring new opportunities to its trading partners. 
China is building a new model of cooperation. Its foreign economic 
policies put more emphasis on mutual benefit. 

China’s One Belt and One Road initiative underlines its push to 
take a larger role in global affairs. In July 2014, the Chinese government 
proposed a new “1+3+6” cooperation framework between China and 
Latin America.4 It is apparent that China is striving to build a mutually  

4	 China proposes to jointly build a new “1+3+6”cooperation framework. “1”means “one 
plan”, referring to the establishment of the China-Latin American Countries and Carib-
bean States Cooperation Plan (2015-2019) with the aim of achieving inclusive growth and 
sustainable development. “3” means “three engines”, referring to promoting the compre-
hensive development of China-Latin America practical cooperation with trade, investment 
and financial cooperation as the impetus, striving to promote China-Latin America trade 
to scale up to 500 billion usd and the investment stock to Latin America up to 250 billion 
usd within ten years and promote the expansion of local currency settlement and currency 
swap in bilateral trade. “6” means “six fields”, referring to boosting China-Latin America 
industry connection with energy and resources, infrastructure construction, agriculture, 
manufacturing, scientific and technological innovation, and information technologies as 
cooperation priorities.
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beneficial, sustained relationship through such actions as enhancing 
regional infrastructure and nurturing Latin American and Caribbean 
countries’ internal capacity for development. In a recently released policy 
paper on Latin America and the Caribbean, China raised the idea of 
“upholding both justice and interests,” with a view to achieving mutual 
benefits in the region, stressing the spill-over effects of new cooperation 
(e.g. on infrastructure) for development (Huang 2016:3209). China and 
Mexico are transcending the traditional mode of labor division in pursuit 
of a new relationship based on equality and mutual benefit, which sets a 
new example of South-South cooperation. 

China has attached unprecedented importance to Latin America in 
its diplomatic strategy in the last decade. Chinese President Xi Jinping 
has made three trips to Latin America over the past years, while President 
Trump has not yet visited the region. Some observers have asserted that 
the United States has neglected Latin American affairs because Latin 
America does not have high priority in us global strategy. As naf ta 
was renegotiated, some observers noted that Mexico was looking for 
new options. As American foreign policy moves toward protectionism 
and mercantilism, Mexico needs to seek options that reduce its own 
vulnerability. The July 2018 presidential election in Mexico is seen as a 
result of Mexico’s turn to a new direction in which it will more actively 
pursue foreign affairs goals.

Goodbye NAFTA, hello USMCA

After more than a year of intense negotiations, the United States, Can-
ada, and Mexico reached an agreement to update naf ta at the end of  
September 2018. Most of the key provisions do not become effective 
until the legislatures of the three countries approve the agreement. In 
the new deal, the United States and Canada both have victories. One 
observer called the deal a “mashup between the old naf ta and the new 
tpp which Trump withdrew the United States” (Gies 2018).

https://www.washingtonpost.com/business/economy/us-and-canada-closing-in-on-a-new-nafta-deal-as-deadline-looms/2018/09/30/2ef72018-c50b-11e8-b1ed-1d2d65b86d0c_story.html?utm_term=.047438a84179
https://www.washingtonpost.com/business/economy/us-and-canada-closing-in-on-a-new-nafta-deal-as-deadline-looms/2018/09/30/2ef72018-c50b-11e8-b1ed-1d2d65b86d0c_story.html?utm_term=.047438a84179
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The new agreement has a new name: the u.s . -Mexico-Canada 
Agreement (u s m ca). It makes a number of significant upgrades to 
environmental and labor regulations, especially regarding Mexico, and 
strengthens intellectual property regimes. But it does not go far enough 
to remedy naf ta’s shortcomings. It lacks provisions to safeguard indig-
enous rights through consultations.

u s m ca increases the percentage of car parts that must be manu-
factured in North America from 62.5 to 75 percent. It is also expected 
to help ease outsourcing in the auto industry by requiring 45 percent of  
vehicle parts to be manufactured by workers earning at least $16 per 
hour, which is well above the average rate for Mexican auto  workers 
(Levin 2018). The deal will likely threaten small farmers, though there 
could be wins for Mexican workers, including auto workers, with better 
wages and collective bargaining rights. It is not hard to see why the three 
countries hurried to sign the new agreement before outgoing Mexican 
President Enrique Pena Nieto leaves office. 
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How China, Mexico and U.S. 
Relations Explain the 21st 
Century : Transnational Policy 
Linkages of Trade, Migration 
and Remittances

Raúl Hinojosa-Ojeda

The dynamics of the relations between China, Mexico and the United 
States will be of critical importance in the 21st century given their pow-
erful influence on the world economy, which is undergoing a highly 
challenging transformation of the interdependence between what we 
now call “developed” and “developing” countries. 

Figure 1. Global gdp shares of countries currently considered “developed” and 

“developing”, from year 1 to 2050. (gdp in Purchasing Power Parity)

Data sources: Bolt and van Zanden (2014) and Ritchie and Roser (2018). gdp shares are 
estimations made by the ucl a naid Center.
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Since about 500 years ago, the world economy began undergoing a 
“Great Divergence” (Pomeranz 2000), during which the countries that 
are currently considered “developed” began to obtain better economic 
results and eventually overtook the countries now known as “devel- 
oping” as a share of global income. In the 21st century, however, a transi-
tion is occurring that could be called a “Great Convergence” in which the 
sum of economic activity (in terms of purchasing power parity) within 
developing countries, which represented the majority of production be-
fore 1500, is once again regaining the historic leading position. This re-
newed geo-distributional transformation is being notably accompanied 
by a dramatic acceleration of mass migrations from diminishing rural 
to booming urban areas within and between countries (see Figure 1).

The Great Convergence and the North’s  
Nationalist Backlash

The emergence of the Donald Trump and Brexit nationalist narratives  
in the context of the apparent inevitability of this new global convergence 
raises a fundamental question: can the evolution of this Great Conver-
gence be seen as beneficial to both developed and developing countries 
or will it be a source of inevitable global conflict between them? Given 
the immense stakes, it is essential that President Trump’s nationalist ar-
guments receive serious and critical academic analysis. A fundamental 
starting point is the “Trump Paradox” which identifies a fundamen- 
tal disconnect between Trump’s anti-China and anti-Mexico rhetoric 
and an actual local exposure of Trump’s political base to economic im-
pacts due to u.s .  relations with China and Mexico through trade and 
migration (Hinojosa-Ojeda, Wynn, and Chen 2016).

Developing a theoretical and policy praxis to address the Great Con-
vergence will require comprehensive methodologies to model actual 
impacts of us , China Mexico inter-relations and develop policy options 
for building mutually beneficial relationships between developed and 
developing countries. This chapter reports on the results of some studies 
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(Hinojosa-Ojeda, Thierfelder, and Robinson 2017) that created general 
equilibrium models involving multiple countries, and in particular on a 
model of the relations between the United States, China, and Mexico in 
the global context. Our work with these models suggests that there are 
indeed very significant opportunities for mutual benefit within the Great 
Convergence and that a focus on coordinated migration and remit- 
tance reform within North America and China would actually be much 
more beneficial than continued focus on international trade policy re-
form between countries for harnessing and addressing the challenge of 
both growth and equitable distribution. 

Since the 1980s, much focus has been placed on trade policy reform,  
especially on sharp reductions in tariffs, which led to intense trans- 
national integration in production value chains as well as profound non-
tariff trade reforms negotiated within the World Trade Organization. 
The economic impact of future trade liberalization negotiations, how-
ever, is likely to be less than the potential economic impact of improved 
migration and remittance policies across borders. Significant migration 
and remittances reform could do much more to reduce inequality and 
improve the well-being of many people who are linked together in China, 
the United States and Mexico. Immigration reform is needed not only 
for the undocumented in North America, but also for millions in China 
who are also undocumented (for example, who do not have the resi-
dency papers required under the hukou system); it is estimated that there 
are more than 200 million undocumented people in China. This is of 
course a much larger number compared to 11 million undocumented 
in North America, including a growing number of Chinese. Given the 
very large number of workers involved in migration (both document-
ed and undocumented), what North American countries and China  
do about immigration reform will have a fundamental impact on the 
pace and distributional paths of the Great Convergence. 

The Great Convergence has already resulted in a massive shifting up 
of more than 20 points in 20 years of the relative contribution to world 
gdp by developing countries compared to developed countries (see 
Figure 1). The emergence of China in relation to the economic size of 
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Figure 2. GDP share of specific global regions from year 1 to 2016

Data source: Bolt and Zanden (2014).

Europe and the United States is a fundamental part of this new dynamic 
(see Figure 2). In that sense, Donald Trump and others are right in as-
serting that radical changes have occurred worldwide (Autor, Dorn, and 
Hanson 2016). However, it is important to understand the relationship 
between these global shifts and their real significance for the formula-
tion of international trade, migration and remittance policies. It is in this 
context that we need to analyze the political phenomenon of Donald 
Trump and the Brexit movement and the construction of alternative 
policy response for the age of the Great Convergence that can lead to a 
sustainable and equitable economy and society in the 21st century.

Globalization, defined as the proportion of cross border trade, in-
vestment and migration in world gdp, has undoubtedly grown in re-
cent decades to levels not seen since the turn of 19th to 20th century. 
In this sense, Globalization 2.0 is now much greater than it was during 
Globalization 1.0 in the decades before the First World War 100 years 
ago (Ortiz-Ospina and Roser 2018). Migration has also grown dramati-
cally again within Globalization 2.0, with the United States projected  
to continue immigration growth that will feed the already advanced and 
profound ethno-racial (non-white) transformation of the u.s .  popula-
tion (see Figure 3). 
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Figure 3. Foreign-born population in the United States, 1850-2050

Data sources: López et al. (2018). u.s .  Census Bureau. Projections made by naid Center. 

During this emergence of Globalization 2.0, there has also been a sharp 
increase in inequality in the United States. A key economic and politi-
cal question is how u.s .  inequality must be viewed within the context  
of global inequality (Piketty and Saez 2007). In recent years there has 
been great interest in the explosive growth of the highest income seg-
ments of the world economy but also the highly significant growth of 
a massive emerging global middle class (Milanovic 2016). In the world 
population as a whole, while the number and incomes of wealthy people 
has definitely grown, much more income growth has been generated by 
the new middle classes in countries like China, which have also grown 
in size compared to the United States middle classes. While the mass  
of incomes of the u s middle class is clearly also continuing to grow, 
the rate of increase is not as fast as for the middle classes of developing 
countries.

The Trump Nationalist Narrative and Paradox

This combination of trends has led Trump and others (from both the left 
and the right) to suggest that globalization is the cause of the us middle 
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class ceasing to grow and even shrinking. The Trump/Bannon racialized 
nationalist narrative (Woodward 2018) weaves together a tale whereby 
the United States is losing its dominant position in the world econo- 
my due to booming trade and migration from non-white countries 
which is leading to stagnating white incomes as white are becoming a 
ethno-racial minority within the u.s .  Based on this narrative, Trump’s 
constructs extreme neo-nationalist policy responses calling for building 
walls and creating new trade protectionism.

Interrogating this racialized nationalist narrative and associated poli-
cies exposes a set of serious falsehoods and contradictions. The funda-
mental Trump Paradox is that in the areas where Trump received the most  
votes in the 2016 presidential election, international trade and migration 
actually have the least impact on income levels and oncome inequality. 
Our research shows that there is a in fact a strong negative correlation 
between the areas that voted for Trump and the presence of Mexicans 
in those areas (Hinojosa-Ojeda, Wynn, and Chen 2016). Of the coun-
ties in which Donald Trump won the majority of votes, only 2% percent 
have a “very high” presence of foreign born non-naturalized Mexicans or 
Latinos. In addition, the people who voted for Donald Trump are also far 
less likely to have experienced the effects of competition from Mexican 
and Chinese imports compared to other regions. Regions that voted for 
Trump are indeed suffering economically, but trade and migration are 
neither the cause nor the solution

Ironically, and by contrast, the counties constituting the “Trump’s 
base” are actually very dependent on exports to Mexico and China (rep-
resenting over 60% of soy and corn production concentrated in the u.s . 
Midwest). In direct contradiction to the Trump narrative, the counties of 
highest immigration and highest trade exposure with Mexico and China 
were actually the counties least likely to support of Trump and in fact 
constitute the “base of the Democratic resistance.” This contradictory 
dynamic associated with the rise of Trump can also be found with the 
Brexit phenomenon. Like in the United States, the areas in the United 
Kingdom that voted in favor of Brexit were actually areas with less migra-
tion and trade (Taylor 2016). 
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Exposing the contradictions of the Trump Paradox also points to the  
need for a comprehensive political economy analysis of the distribu- 
tive impacts and policy implications of complex interrelationships  
between trade and migration between the United States and Mexico, as 
well as between and within China. Data collected for our China-Mexi-
co-us cge models indicate that migrations are much more significant 
than trade in transforming the standard of living in Mexico, the United 
States, and China. The us trade relationship with China, for example, has 
less influence on us economic dynamics than the strong positive effect  
of immigration (see Figure 4). In fact, the contribution of undocumented 
immigration to the u.s .  gdp is much more significant than the contri-
bution of trade with Mexico and China combined. Instead of causing 
the country’s welfare to deteriorate, immigration is one of the key pillars  
sustaining u.s .  economic growth going forward, and it has been through-
out the history of this “nation of immigrants”.

Figure 4. United States gdp generated by immigrants compared 

to the value of trade (2015)

Data source: ucl a naid Center estimates based on American Community Survey data.
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Transnational Policy Options for  
the Great Conversion

Within the complex dynamics of the Great Convergence, developments 
in China, Mexico and the United States could be viewed in terms of the 
comparative evolution of the Kuznets curve in each country and their in- 
terconnections. The Kuznets hypothesis states that inequality grows  
in lower income societies, with inequality increasing associated with in-
come growth of initial industrialization and rural outmigration which 
peaks at a certain level whereby inequality will start to decrease again. 
Migrations within China as well as between Mexico to the United States 
are actually very similarly following these Kuznet trends since in both 
cases migrant-sending areas are predominantly rural. Migrations within 
China and between Mexico and the u.s .  are also both reaching the peak 
level within what is called the “first” Kuznets curve of inequality associ-
ated with industrialization and the displacement of agriculture. While 
inequalities are beginning to decline in these developing countries, as 
they did in the u.s .  and the uk previously, the u.s .  and u.k .  are now 
seen as entering a “second” Kuznets curve, which has much more to do 
with the increased use of labor-saving technology in a technology-based 
service economy. For Milanovic (2016), this explains the reemergence 
of the growth of inequality in developed countries and the future dy-
namics of global inequality. A key question is what these Kuznet curve 
dynamics tell us about the future interdependence of income growth 
between middle income groups in the North and their continued 
emergence in the South. Furthermore, we need to understand how this  
global interdependence of middle-income groups both impacts, and can 
be impacted by, trade and migration trends and policies.

As a part of the Great Convergence, there has clearly been a displace-
ment caused by China entering the world trading system, often referred 
to as “China shock”. Meanwhile, United States trade with China has dis-
placed trade with Mexico, which has had a great impact on the Mexico-
United States trade and labor market relationships. The impact of this 
China shock, however, has now been largely absorbed throughout all 
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three economies. The key question going forward is: what are the key 
factors driving future dynamics of interdependence between Mexico, 
United States, and China, such as the growing importance of migration 
within and between these countries? To what extent are the massive  
migration dynamics within China changing the dynamics between  
Mexico and the United States? What are the implications of these trends 
for the future course of the Great Convergence?

A historical analysis of the Great Divergence shows massive outmi-
gration in countries such as England and the Netherlands, which had low 
levels of welfare at the beginning of the 17th century through part of the 
19th century. During this period, as European countries were exporting 
migrants until such time that industry overtook agriculture as a share of 
employment, inequalities within and between countries were growing. 
After industrialization, out migration was substantially reduced as was 
inequality. Extrapolating this analysis to the case of Mexico, we observe a 
similar peaking of outmigration once a similar agriculture-to-industry shift 
has been reached. In China, meanwhile, massive outmigrations are still 
exiting from rural areas to urban areas and abroad as industry has yet to 
overtake agriculture employment. It is crucially important to take this 
phenomenon into account due to the determining role of migration in 
the future development of China and its relation to the world economy.

Research at the ucl a North American Integration and Develop-
ment Center (Hinojosa-Ojeda 2016) has been tracing these compara-
tive migration trends in North America and China. Since 2001, Mexican 
net out-migration has declined precisely because of changes in the demo- 
graphic and economic sectoral structure that have already occurred  
in Mexico. Furthermore, a greater number of people are beginning  
to return to Mexico due to aging and retirement. This has significantly 
reduced the number of unauthorized crossings, apprehension and de-
portations and the total undocumented population living in the United 
States. This historical context highlights the futility of the Trump nar-
rative calling for the building of a border wall as a central policy focus.

Concurrently over the last three decades, China has undergone a 
massive increase on migration both within and out of the country. There 
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are currently more Chinese than Mexicans arriving as undocumented 
in the United States, especially during 2014 (see Figure 5). China is now 
the number one country remittances in the world (overtaking Mexico), 
with domestic internal remittances even higher representing a impor- 
tant source of savings and investments for the raising of incomes in mi-
grant sending regions (see Figure 6). The inequalities within China, Me- 
xico and the us are increasingly linked to the total flows and legal status 
of migrants as well as migrant remittances within and between countries.

With respect to alternative policy projections going forward, the 
general equilibrium models used in the studies reported in this chapter 
show that the impacts of future trade agreements within an already lib-
eralized trading system will minimal compared to the impact of migra-
tion reform. Granting the 11 million undocumented immigrants in the 
United States legal status would be much more economically beneficial 
than any future trade agreement, as is the case for China. In contrast, the 
anti-immigration deportation measures that the Trump administration 
is undertaking constitute one of the most counter-productive decisions 
that can be made in an immigrant economy such as the United States. 
Figure 7 shows the projected impacts of a war against migrants, which 
could be very damaging to the us economy –even more than a trade 
war between Mexico, China, and the United States.

Figure 5. Undocumented from China and Mexico in the United States, 1990-2014 

Data source: Pew Research Center (2016). Note: Chines migrants in right axis, Mexican 
migrants left axis 
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Figure 6. Total remittances received in China and Mexico, 1990-2009 (billions 

of dollars) 

Data source: World Bank (2017).

Figure 7. Projected changes in us gdp under different immigration scenarios, 

2009-2019

Source: Hinojosa-Ojeda (2013).
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legalization of undocumented workers, significant hukou reform  
would likely have an even more dramatic effect on the Chinese economy. 
Ongoing technology-led remittance reform in China (such as the use of 
low-cost WeChat and Ali-Pay platforms) can also significantly increase 
incomes in migrant sending regions, as could be the case if Mexico 
were to adopt similar remittance technology reforms. In addition, the 
legalization of the hukou system and remittance transformations could 
significantly benefits u.s .  exports to both China and Mexico. These two 
markets represent 70% of the exported from counties in the u.s .  which 
constitute the base of Trump´s political support. Ironically the policy re-
form path most benefiting the Trump electoral base is not through a trade 
war but rather through the advocacy of the rights and living standards of 
Chinese migrant workers, which would have the effect of dramatically 
increasing the consumption of goods most dependent on soy exports 
from the u.s .  to China (ie., chicken and pork). These Chinese migrant 
labor and remittance reforms, combined with u.s .  legalization, rising in-
comes of immigrants and Chinese inspired Mexican remittance reform, 
would result in both rapid gdp, rising wages and decreased inequality  
in China, Mexico and the u.s .

In conclusion, the answer to the question at the start of this chapter 
is, yes, there is indeed a strong evidence base for identifying much po-
tential for mutually beneficial convergence between today’s developed 
and developing countries in the 21st Century. In particular, United States, 
Mexico and China can generate mutually beneficial dynamics of coop-
eration and reform of migratory processes, the legalization of migration 
and new remittance technologies which can accelerate trade, gdp and 
incomes. The benefits from migration and remittance reform can, in 
actuality, be shown to be significantly greater and can grow income and 
employment more quickly than the benefits from further trade liberaliza-
tion. Regional policy discussion between the United States, Mexico and 
China should therefore place labor market, migration and remittance 
policies in the center of commercial integration negotiations.
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Modernizing NAFTA: 
Transformation, Negotiation, 
and Unequal Results

Clemente Ruiz Durán

The North American Free Trade Agreement (naf ta) is a product 
of globalization in a world of multilateral institutions that pushed the 
United States away from the bilateral agenda of the 20th century, thanks 
to the rules of the World Trade Organization, which replaced the Gen-
eral Agreement on Trade and Tariffs regime. New rules enabled an 
expansion of world trade, reaching us$17.43 trillion of exports in 2017,  
nine times the trade of 1980 (w to 2018). Multilateral agreements led 
to the transformation of trade, enabling greater participation by develop-
ing countries and reducing the postwar hegemony of the United States, 
whose share of world trade has dropped from 28 percent in 1948 to 
barely 9.6 percent today. Under the new rules, Europe and Asia emerged 
as the stars of trade; today they represent two-thirds of world exports. 

This transformation affected not only trade but also production, 
which moved from national to global value chains, relocating produc-
tion facilities to take advantage of world surplus labor. This changed the 
role of national economies, reduced the scope for action of public policy, 
empowered transnational corporations, and hurt labor through the relo-
cation of plants and the reduction of labor standards.

In 2016, us presidential candidates opened a debate about naf ta , 
demanding reshoring of businesses that had opened plants abroad and 
an increase of labor standards in trading partners to avoid a continuous 
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erosion of workers’ earnings. In 2017, in his inauguration speech, u s 
President Donald Trump demanded new trade rules in the pursuit of 
his goal to “make America great again.” The new strategy has focused 
on the practice on the abandonment of multilateral bargaining and on 
empowering bilateral agreements, based on the assumption that push-
ing to the edge could bring back the old days of us prevalence in the  
trade arena; but the world has changed, and this change could not be 
reversed as expected. 

Transforming the regional economy

Bringing a developing economy (Mexico) into naf ta was intended to 
take advantage of excess labor to help bolster us economic competitive-
ness, so it was reasonable to assume that a trade imbalance would emerge 
as low-wage inputs were going to be produced in Mexico and incorpo-
rated into final goods in the United States. Success of intermediate goods 
exports were followed by final goods, at a lower cost that the prevailing  
in us markets, increasing purchasing power of American families. To 
push regional production and avoid the multiplier effect to deviate 
to other sourcing regions with the emergence of global value chains 
(gvcs), the agreement established in the nineties rules of origin to pro-
mote regional integration, for example, the auto industry fixed a rule of 
origin of 50 percent of local content 

As result of the agreement, trade among naf ta members multiplied 
3.5 times from 1994 to 2016 (Table 1), resulting in a trade surplus for 
Mexico and Canada and a large deficit for the United States, as would be 
expected based on development theory (Prebisch, 1986).

naf ta , through sourcing for global value chains, also benefited 
other regions, mainly Europe and East Asia. The largest impact was on 
China; its exports to the region multiplied almost by 20 and its imports 
by 10, resulting in a dramatically increased trade surplus with the region, 
from us$7.2 billion in 1994 to us$281.6 billion in 2016 (Table 2).
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Table 1. Trade within the nafta region, 1994 and 2016 (millions of dollars)

1994 

  Canada United States Mexico Total %

Exports

Canada 0.0 126,651.3 772.2 127,423.6 36.9 

United States 114,253.0 0.0 50,834.2 165,087.2 47.8 

Mexico 1,547.3 51,205.2 0.0 52,752.5 15.3 

Total exports 115,800.3 177,856.5 51,606.4 345,263.2 100.0 

Imports

Canada 0.0 100,564.5 3,313.5 103,878.0 30.3 

United States 131,916.2 0.0 50,333.5 182,249.7 53.2 

Mexico 1,620.3 54,813.0 0.0 56,433.3 16.5 

Total imports 133,536.5 155,377.5 53,647.1 342,561.1 100.0 

Balance

Canada 0.0 26,086.8 −2,541.3 23,545.5 n/a 

United States −17,663.2 0.0 500.6 −17,162.6 n/a 

Mexico −73.0 −3,607.7 0.0 −3,680.7 n/a 

2016 

  Canada United States Mexico Total %

Exports

Canada 0.0 296,607.3 5,761.6 302,368.9 27.2 

United States 265,928.1 0.0 230,959.1 496,887.2 44.7 

Mexico 10,432.3 302,862.8 0.0 313,295.1 28.2 

Total exports 276,360.4 599,470.0 236,720.7 1,112,551.1 100.0 

Imports

Canada 0.0 210,250.9 25,075.2 235,326.1 23.4 

United States 283,309.1 0.0 296,858.2 580,167.3 57.7 

Mexico 9,631.5 179,909.1 0.0 189,540.6 18.9 

Total imports 292,940.6 390,160.0 321,933.4 1,005,034.0 100.0 

Balance

Canada 0.0 86,356.4 −19,313.6 67,042.8 n/a 

United States −17,381.0 0.0 −65,899.1 −83,280.1 n/a 

Mexico 800.7 122,953.7 0.0 123,754.4 n/a 

Data source: oecd, Bilateral Trade Database by Industry and End-use.
Note: n/a = not applicable.
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Table 2. nafta’s and China’s impact on intra-regional trade, 1994 and 2016 

(millions of dollars)

1994 
  Canada United States Mexico China Total %

Exports
Canada 0.0 126,651.3 772.2 1,556.4 128,979.9 34.0
United States 114,253.0 0.0 50,834.2 9,286.7 174,373.9 46.0
Mexico 1,547.3 51,205.2 0.0 100.4 52,852.9 13.9
China 1,396.9 21,474.8 201.5 0.0 23,073.2 6.1
Total exports 117,197.2 199,331.4 51,807.9 10,943.5 379,280.0 100.0

Imports
Canada 0.0 100,564.5 3,313.5 2,823.4 106,701.5 26.5
United States 131,916.2 0.0 50,333.5 41,345.8 223,595.5 55.5
Mexico 1,620.3 54,813.0 0.0 499.4 56,932.7 14.1
China 1,848.7 13,893.7 93.9 0.0 15,836.3 3.9
Total imports 135,385.1 169,271.2 53,740.9 44,668.7 403,065.9 100.0

Balance
Canada 0.0 26,086.8 −2,541.3 −1,267.0 22,278.5 n/a
United States −17,663.2 0.0 500.6 −32,059.1 −49,221.7 n/a
Mexico −73.0 −3,607.7 0.0 −399.0 −4,079.7 n/a
China −451.7 7,581.2 107.6 0.0 7,237.1 n/a

2016 
  Canada United States Mexico China Total %

Exports
Canada 0.0 296,607.3 5,761.6 15,832.3 318,201.2 18.8
United States 265,928.1 0.0 230,959.1 115,775.1 612,662.3 36.1
Mexico 10,432.3 302,862.8 0.0 5,411.3 318,706.4 18.8
China 27,312.2 385,677.8 32,356.7 0.0 445,346.7 26.3
Total exports 303,672.6 985,147.8 269,077.3 137,018.7 1,694,916.4 100.0

Imports
Canada 0.0 210,250.9 25,075.2 48,641.7 283,967.8 16.1
United States 283,309.1 0.0 296,858.2 481,717.7 1,061,885.0 60.0
Mexico 9,631.5 179,909.1 0.0 69,520.7 259,061.3 14.6
China 18,336.8 135,120.1 10,324.7 0.0 163,781.6 9.3
Total imports 311,277.4 525,280.1 332,258.2 599,880.0 1,768,695.7 100.0

Balance
Canada 0.0 86,356.4 −19,313.6 −32,809.4 34,233.4 n/a
United States −17,381.0 0.0 −65,899.1 −365,942.6 −449,222.6 n/a 
Mexico 800.7 122,953.7 0.0 −64,109.4 59,645.0 n/a
China 8,975.4 250,557.6 22,031.9 0.0 281,564.9 n/a

Data source: oecd, Bilateral Trade Database by Industry and End-use.
Note: n/a = not applicable.
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Sourcing from other regions diminished the domestic value-added share 
of gross exports (see Table 3) in Canada, the United States, and Mexico, 
and increased it in China. Rules of origin have become a key issue in the 
modernization of naf ta ; in the auto industry, the agreement reached 
with Mexico sets a goal of 75 percent regional content; today, the propor-
tion is roughly 51 percent according to oecd estimates. 

Table 3. Domestic value-added share (%) of gross exports for Mexico, the 

United States, China, and Canada, 1995 and 2011

Mexico United States China Canada
Industry 1995 2011 1995 2011 1995 2011 1995 2011
Agriculture, hunting, 
forestry and fishing 94.7 89.3 92.2 88.1 92.3 89.9 85.4 83.0 

Mining and quarrying 96.7 95.7 90.5 84.2 68.4 73.8 88.6 90.2 
Food products, 
beverages and tobacco 85.0 83.2 91.1 86.4 67.3 74.7 80.9 79.1 

Textiles, textile products, 
leather and footwear 68.4 62.5 85.1 81.7 61.1 73.5 74.8 67.4 

Wood, paper, paper 
products, printing and 
publishing

81.1 69.8 90.8 88.1 54.0 58.0 82.7 82.8 

Chemicals and 
non-metallic mineral 
products

84.3 71.9 87.9 76.4 53.1 58.6 74.1 69.0 

Basic metals and 
fabricated metal 
products

74.9 77.5 84.3 72.8 66.1 67.5 76.1 64.2 

hinery and equipment, 
nec 67.5 62.8 84.2 76.1 61.1 69.6 71.2 65.4 

Electrical and optical 
equipment 45.2 41.7 80.5 85.2 33.3 46.2 73.9 63.2 

Transport equipment 59.9 51.1 80.0 71.1 56.0 70.0 50.8 45.7 
Electricity, gas and water 
supply 92.5 84.7 93.7 92.5 95.5 90.7 95.7 94.2 

Construction 88.7 88.7 89.1 85.5 93.6 87.9 78.6 77.7 
Total Business Sector 
Services 95.3 94.5 95.5 94.0 96.4 93.7 92.4 90.3 

Community, social and 
personal services 94.4 95.2 95.6 93.4 95.2 92.3 91.7 92.6 

Data source: oecd, International Trade and Balance of Payments, Trade in Value Added 
(tiva) December 2016.
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In the development of the regional economy, the service sector has be-
come a key factor. The United States led in the development of the digital 
economy, quadrupling its surplus in the region in this sector from us$10 
million in 1999 to over us$44 million in 2013. However, as the digital 
economy has expanded in Mexico and Canada, the us surplus has de-
clined; it was just under us$33 million in 2013 (Table 4). 

Table 4. United States trade in services with nafta partners, 1999-2017 

(millions of dollars)

Year
Mexico Canada nafta 

balanceExports Imports Balance Exports Imports Balance

1999 14,174 9,688 4,486 22,868 16,598 6,270 10,756

2000 15,780 11,200 4,580 24,808 18,239 6,569 11,149

2001 16,704 10,867 5,837 24,679 17,770 6,909 12,746

2002 17,850 12,261 5,589 25,153 18,354 6,799 12,388

2003 18,506 12,526 5,980 27,565 19,971 7,59 4 13,574

2004 19,459 13,902 5,557 29,527 21,213 8,314 13,871

2005 22,533 14,421 8,112 32,794 22,582 10,212 18,324

2006 23,802 14,870 8,932 37,853 23,921 13,932 22,864

2007 24,978 15,334 9,644 42,663 25,694 16,969 26,613

2008 26,232 15,904 10,328 45,375 25,973 19,402 29,730

2009 22,940 14,021 8,919 43,463 23,691 19,772 28,691

2010 24,614 13,966 10,648 53,126 27,351 25,775 36,423

2011 26,436 14,663 11,773 58,319 30,518 27,801 39,574

2012 28,190 15,444 12,746 61,943 31,138 30,805 43,551

2013 29,865 17,256 12,609 62,850 30,779 32,071 44,680

2014 30,149 19,891 10,258 60,978 30,121 30,857 41,115

2015 31,445 22,875 8,570 54,699 29,289 25,410 33,980

2016 31,657 24,097 7,560 54,360 30,588 23,772 31,332

2017 32,874 25,492 7,382 58,446 33,025 25,421 32,803

Data source: United States Census Bureau, u.s .  International Trade in Goods and Services.

One additional factor in the transformation of the region was cross-
country investment among naf ta countries (Table 5). Flows were 
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larger to the United States than to Mexico or Canada. The increase 
investment between Canada and the United States in 2017 can be ex-
plained by Precision Drilling, which is projected to become one of the 
largest providers of oil drilling services in the world, with a thriving busi-
ness across Canada, the United States, and Mexico. This project is by far 
the most important investment project in the region, and it is expected 
to alter the energy outlook of the region. 

Table 5. Intra-regional investment, 1994 and 2017 (millions of dollars) 

1994

Canada United States Mexico
Intra 

NAFTA
%

Canada 0 102.6 0.2 102.8 0.9

United States 4,584.0 0 1,058.0 5,642.0 49.3

Mexico 739.2 4,951.1 0 5,690.3 49.8

Intra NAFTA 5,323.2 5,053.7 1,058.0 11,435.1 100.0

2017

Canada United States Mexico
Intra 

NAFTA
%

Canada 0 18,014.0 163.3 18,177.3 41.3

United States 18,624.0 0 6,334.0 24,958.0 56.7

Mexico 157.1 702.0 0 859.1 2.0

Intra NAFTA 18,781.1 18,716.0 6,497.3 43,994.4 100.0

Data sources: Global Affairs Canada (2018); be a (n.d.).

Bilateral bargaining and preliminary agreements

In August 2018, Mexico and United States announced that a bilateral 
agreement had been reached; Canadians were still in the bargaining 
process, expecting that a trilateral agreement could be signed by the 
end of the year. The Mexican government did not publish details of  
the agreement, but the us Trade Representative published the following 
information (ustr 2018a, 2018b, 2018c):
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•	 The us initially proposed reducing the us merchandise trade defi-
cit with its naf ta partners and strengthening the rules of origin 
for the auto industry, raising the requirement from 62.5 percent to 
80 percent regional content and 50 percent us content. After ne-
gotiations, Mexico and the United States agreed to set a goal of 75 
percent regional content and to create a new labor value content 
rule. This deal uses trade rules to drive higher wages by requiring 
40-45 percent of auto content be made by workers earning at least 
us$16 per hour.

•	 Inclusion in the agreement of a chapter on Small and Medium-
sized Enterprises (s mes) recognizes the contribution that s mes 
make to the region’s economies. The chapter will support the de- 
velopment of s mes by enhancing their ability to participate in 
and benefit from the opportunities created by the agreement,  
including through cooperative activities, information sharing, and 
the establishment of a naf ta Trilateral s me Dialogue, involv-
ing the private sector, nongovernment organizations, and other 
stakeholders. 

•	 New provisions on textiles are intended to promote us and Mexi-
can production of textiles and apparel, strengthen customs en-
forcement, and facilitate broader consultation and cooperation 
on related issues. The new provisions are stronger with respect to 
both enforcement and production incentives.

•	 A controversial issue during bargaining was the agreement’s anti-
dumping and countervailing-duty provisions; the United States 
wanted to eliminate them, but Canada and Mexico were firmly 
committed to them.

•	 The United States and Mexico agreed to support innovations in 
biotechnology and agriculture and to reduce the use of trade-
distorting policies. To facilitate the marketing of food and agri- 
cultural products, they agreed that grading standards and servic- 
es will be nondiscriminatory, including for grains, and that grading 
will operate independently from domestic registration systems 
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for grains and oilseeds. They also agreed to provisions regulating 
cheese ingredients.

•	 For the first time in naf ta , the United States and Mexico 
agreed to geographical indication1 (gi) standards that enhance 
transparency for opposition and cancellation proceedings, es-
tablish a mechanism to consult on gis pursuant to international 
agreements, and allow for consideration of additional factors in 
determining whether a term for a product is a common name  
instead of a gi . For the first time in a us trade agreement, Mexi- 
co and the United States agreed not to restrict market access in  
Mexico for us cheeses labeled with certain names. 

•	 The two countries agreed to labeling and certification provisions 
that will facilitate trade in wine and distilled spirits. Mexico agreed 
to continue recognizing “bourbon whiskey” and “Tennessee whis-
key” as distinctive us products, and the United States agreed to do 
the same for “tequila” and “mezcal.”

•	 They agreed on a new Annex on Proprietary Food Formulas, 
which requires them to protect the confidentiality of these for-
mulas equally for domestic and imported products. The annex 
also limits such information requirements to what is necessary to 
achieve legitimate objectives.

•	 They also agreed to strengthen naf ta’s protections for intellec-
tual property rights, which are critical to driving innovation and 
creating economic growth. 

•	 A new chapter on digital trade prohibits customs duties and other 
discriminatory measures from being applied to digital products 
(such as e-books, videos, music, software, and games) that are 
distributed electronically. This will ensure that data can be trans-
ferred cross-border, and that limits on where data can be stored 
and processed are minimized, thereby enhancing and protect-
ing the global digital ecosystem. The agreement will ensure that  

1	 A geographical indication (gi) is a sign used on products that have a specific geographica-
lorigin and possess qualities or a reputation that are due to that origin. In order to function 
as a gi , a sign must indetify a product as originating in a given place.
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suppliers are not restricted in their use of electronic authentication 
or electronic signatures, thereby facilitating digital transactions, 
and will guarantee that enforceable consumer protections, includ-
ing regarding privacy and unsolicited communications, apply to 
the digital marketplace. It will limit governments’ ability to require 
disclosure of proprietary computer source code and algorithms, 
to better protect the competitiveness of digital suppliers. It will 
promote collaboration in tackling cybersecurity challenges while 
seeking to promote industry best practices to keep networks  
and services secure; and it will promote open access to gov-
ernment-generated public data, to enhance innovative use in  
commercial applications and services.

•	 The updated financial services chapter includes commitments to 
liberalize financial services markets and facilitate a level playing 
field for financial institutions and cross-border trade in financial 
services.

•	 The labor chapter includes an Annex on Worker Representation 
in Collective Bargaining in Mexico, under which Mexico commits 
to specific legislative actions to recognize the right to collective 
bargaining. This chapter requires the parties to adopt and maintain 
in law and practice labor rights as recognized by the International 
Labor Organization, to effectively enforce their labor laws, and not 
to waive or derogate those laws. 

•	 The environment chapter includes a comprehensive set of en-
forceable environmental obligations that were not stated in 
any previous United States agreement, including obligations to 
combat trafficking in wildlife, timber, and fish; to strengthen the 
relevant law enforcement networks; and to address pressing envi-
ronmental issues such as air quality and marine litter.

Thus far, the United States has approached naf ta renegotiations on 
a bilateral basis. As this book goes to press, all three countries could 
sign naf ta agreement in the next weeks. But it has become clear that 
the United States has changed its focus from multilateral to bilateral  
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mechanisms, at the same time imposing additional trade restrictions 
on other trading partners (such as China and Europe). Multilateralism 
has been damaged, and Mexico has accepted the new rules of the game. 

NAFTA’s unequal results

Mexican political forces are divided about nafta. Government and busi-
ness organizations largely agree that it has fostered exports and helped to 
develop global value chains, which increased the value of exports and 
modified the pattern of imports; they support the idea that naf ta mod-
ernization could promote further improvements. The most dynamic 
traded industries between Mexico and The United States are shown in 
the Table 6, wich ranks by its import and export values.

Table 6. Mexico: foreign trade with the United States by industry, 2017 

(millions of dollars)

Rank Imports Rank Exports

1 Industrial supplies and 
materials 88,582 1 Automotive vehicles, 

parts, and engines 116,467

2 Capital goods except 
automotive 81,986 2 Capital goods except 

automotive 93,425

3 Automotive vehicles, 
parts, and engines 33,877 3

Consumer goods 
except food and 
automotive

38,176

4 Travel (for all purposes 
including education) 17,932 4 Industrial supplies and 

materials 33,434

5 Foods, feeds, and 
beverages 17,208 5 Foods, feeds, and 

beverages 26,894

6
Consumer goods 
except food and 
automotive

14,360 6 Travel (for all purposes 
including education) 17,077

7 Other general 
merchandise 7,738 7 Other general 

merchandise 8,334

Data source: Bureau of Economic Analysis.

Modernizing nafta: Transformation, Negotiation, and Unequal Results



the renegotiation of nafta. and china? 

60

Although naf ta has increased trade, it has not brought about the 
expected growth in the Mexican economy. Other countries that had 
similar conditions in the 1990s have seen their economies begin to catch 
up with United States. Korea and Malaysia were paired with Mexico 
in the 1990s in terms of gdp ppp; now they are dynamic economies 
that have surpassed the Mexican economy; China, which was lag- 
ging behind, has now almost caught up with Mexico (Figure 1). naf ta 
has helped Mexico to develop an export platform, but has not fueled  
any strategic change to foster growth, it would have been necessary 
to have higher investment coefficients, as has been the case of Asian 
economies. Mexico investment coefficient in 2017 was of 23, while the 
coefficient in China was 44, Korea 31and Malaysia 26. Catch-up process 
would have required that Mexico and partners would have structured a 
more ambitious project with larger investments to revamp the regional 
project; it demands a new strategy where investment and innovation  
will be the key factors to foster regional growth. 

Figure 1. gdp per cápita in PPP of nafta members and selected other 

countries, 1990-2017

Data source: World Bank, World Development Indicators.
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In naf ta , Mexico and Canada entered a deal with a mammoth econ-
omy; their entire national economies are the size of a small handful of 
u s  states (Figure 2). The bargaining process should have taken this  
size difference into consideration and introduced safeguards to guaran-
tee the rapid growth of the Mexican economy.

Figure 2. Mexican and Canadian gdp compared to the gdp of two us states 

and the District of Columbia (2017)

Data sources: United States: be a , gdp by state. Data Available on: https://www.bea.gov/
data/gdp/gdp-state; Mexico and Canada: gdp (current us$). Data available on: https://

data.worldbank.org/indicator/NY.GDP.MKTP.CD

However, naf ta has helped to prepare the Mexican economy for 
globalization, and its disruption would have negative effects on capital 
accumulation and on day-to-day economic operations, bringing distress 
to the United States and Canada as well, as 4.9 million jobs in the United 
States are directly linked to exports to Mexico. 
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A final word

naf ta renegotiations presented an opportunity to revitalize the North 
American region through an increase in its competitiveness, but that 
would have been made possible only by the creation of a common mar-
ket, rather than a free trade agreement, under which the United States 
has become a winner and Canada and Mexico have not been able to 
change the agenda and could only bargain to avoid larger losses. The 
quest for a more comprehensive agreement will remain on the agenda 
for Mexico and Canada.
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Possibilities for the Expansion 
of Intra-industry Trade between 
China and Mexico 

Jorge Eduardo Mendoza Cota

Trade between Mexico and the United States and 
China 

Mexico’s trade with the United States has included a substantial share 
of intra-industry trade. This trade has been affected by the emergence of 
China as a trading partner in the North American region.Trade between 
Mexico and the United States was stimulated by the entry into force of the 
North American Free Trade Agreement (naf ta); by 2001, the United 
States was Mexico’s main trading partner. However, the predominant 
commercial position of the us economy in Mexico has been declining 

Table 1. Mexico-China trade, 2000-2016 (us$)

 Exports Imports Balance
2000 310,157,697 2,877,853,587 −2,567,695,890
2005 1,135,550,504 17,696,345,195 −16,560,794,691
2010 4,195,900,072 47,787,866,690 −43,591,966,618
2016 5,411,313,446 69,520,668,449 −64,109,355,003
Average annual 
growth rate

17.9% 19.9% 20.1%

Data source: Harmonized Commodity Description and 
Coding Systems classification in com tr ade . 
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in recent years, while the importance of the Chinese economy in North 
America, and in Mexico in particular, has increased markedly. Between 
2000 and 2016, Mexican imports from China increased at an average 
annual rate of 19.9 percent, and Mexican exports to China at a rate  
of 17.9 percent (see Table 1). The Mexican economy quickly consolidat-
ed its commercial ties with China, generating new trade opportunities 
and challenges and commercial competition in North America.

Although Mexican exports to China are still relatively small, they 
have great potential for growth. Mexican exports are based partly on nat- 
ural resources in which it has a comparative advantage and partly on  
global value chains and intra-industry trade. In 2000-2016, exports  
of mineral products increased rapidly. After mineral products, Mexican 
exports in the automotive sector had the second highest value; these, con- 
sidered together with Mexico’s imports of electrical goods from China, 
also reflect manufacturing trade between the two economies.

China’s exports to Mexico have increased even more rapidly, mak- 
ing China the second largest exporter to Mexico and generating impor-
tant changes in the North American region’s trade. Chinese exports are 

Table 2. Key elements of Mexico’s trade with China, 2016

Exports to China Imports from China

Goods Value (US$) Percentage Goods Value (US$) Percentage

Metalliferous 
minerals, slag, and ash

1,423,683,004 26.31% Electrical and 
telecommunications 
equipment

29,145,554,326 41.92%

Automobiles and 
auto parts

1,173,751,456 21.69% Nuclear reactors and 
boilers

15,957,992,483 22.95%

Electrical and 
telecommunications 
equipment

761,333,369 14.07% Optical and medical 
equipment

3,248,483,477 4.67%

Nuclear reactors and 
boilers

460,566,088 8.51% Vehicles 2,215,559,210 3.19%

Copper 434,352,383 8.03% Plastics 1,794,724,687 2.58%

Data source: Harmonized Commodity Description and Coding Systems classification in 
com tr ade .
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dominated by manufactured goods such as electrical and telecommu-
nications equipment and components, optical equipment, plastics, and 
auto parts (see Table 2). 

Trade between Mexico and China has thus grown dramatically and  
is based on Mexico’s comparative advantage in terms of natural re-
sources that are required by China for its economic growth. There is 
also a growing intra-industry trade in manufactures related to global 
value chains. This type of trade significantly links both economies and 
has also had an impact on trade between naf ta members, as Chinese 
imports to Mexico are increasingly incorporated in Mexican exports to 
the United States.

Mexico’s intra-industry trade with North America 
and with China

The integration of Mexican trade into the dynamics of the us economy 
has been impacted by the growing participation of China’s econo- 
my in North American trade. The characteristics of trade and vertical 
foreign investment have determined that a large part of world trade is 
intra-industry; internationally, there are production chains to reduce 
costs in the most competitive global markets (León Pacheco González 
and Dussel Peters 2001). The entry into force of naf ta intensified 
Mexico-us trade related to supply chains in the automotive, electrical, 
and machinery industries. In Mexican manufacturing, this new trade 
dynamic led to the establishment of assembly plants that add value to 
intermediate goods and re-export them to the United States.

About 45 percent of Mexican trade with the United States is intra-
industry. Likewise, manufacturing activities that expanded rapidly under 
naf ta include manufacture of engines, auto parts, and motor vehicles, 
which have shown a slight deceleration in their participation in intra-
industry trade.

Trade between Mexico and China is primarily inter-industry trade; 
only 17.4 percent can be considered intra-industry (Mendoza Cota 
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2016). Some sectors have increased their intra-industry trade, including 
auto parts, machinery and engines, and textiles. Some incipient intra-
industry trade also occurs in mining (see Table 3). These changes suggest 
that there may be opportunities for Mexico to further expand its exports 
in that category, particularly in new subsectors such as the food industry, 
film products, and some mining industries.

Table 3. Growth of the China-Mexico intra-industry trade index, 2005-2016

Code Products 2010 2016
2 Meats -- 0.89 

5 Products of 
animal origin -- 0.59 

13 Vegetables -- 0.78 
23 Food industry 0.72 0.90 
25 Salt and sulfides

0.11 0.78 
27 Mineral fuels 0.01 0.75 
36 Explosives 0.27 0.38 
37 Film products 0.12 0.85 
79 Zinc 0.73 0.60 
87 Vehicles 0.27 0.69 
29 Organic chemicals 0.74 0.04 
72 Iron and steel 0.69 0.20 

Data source: Harmonized Commodity Description and Coding Systems classification in 
com tr ade .

Value-added trade and NAFTA

According to the us Department of Commerce, the added value gener-
ated by the value chains in the manufacturing sector in North America 
has contracted in the last seven years. Countries in the naf ta region 
are the main suppliers of value added in the manufacturing sector for the 
United States, followed by China (see Table 4).



69

Table 4. Value added in imports of us manufactured goods

1995 1998 2000 2004 2008 2011

naf ta 26.9 28.9 29 25.6 21.8 22.1

United 
States

8.7 10.3 10.2 7.8 6.6 6.4

Canada 13.2 12.2 12.1 11.7 9.3 8.8

Mexico 5 6.4 6.7 6 6 6.8

Non-naf ta 73.1 71.1 71 74.4 78.2 77.9

Southeast 
Asia

37.1 32.6 32.4 31.6 33.2 34.7

 China 2.8 4.2 4.2 7.8 13.7 15.5

Source: Flatness and Rasmussen (2017). 

The share of Canada and Mexico in the value added of us manufactur-
ing imports fell from 27 percent in 1995 to 22 percent in 2011, and 
China’s contribution increased from 2.8 percent to 15.5 percent (Flat-
ness and Rasmussen 2017). In particular, imports of u s automobile 
engines from the naf ta region declined, from 87 percent in 1995 to  
71 percent in 2011, while the value of automobile engines imported 
from non-naf ta economies increased from 13 percent to 29 per- 
cent. From this perspective, it appears that the penetration of the Chi- 
nese and other Asian economies into trade in the North American  
region has generated a significant change in that region. As a result, the 
u s government is rethinking trade with China and other Asian econo-
mies, both by the United States and by its naf ta partners.

China-Mexico trade perspectives under NAFTA

To the extent that the Mexican and us economies are integrated, chang-
es in naf ta would impact the value chains of trade between Mexico 
and the United States and with China. These chains could be affected in 
their distribution and production and assembly mechanisms, particu-
larly in the automotive and electronic sectors.

Possibilities for the Expansion of Intra-industry Trade Between China and Mexico 
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Cancellation of naf ta would impact regional economic relations 
by increasing the costs of trade. Vehicle tariffs are 10.5 percent in Mexico 
and 3.1 percent in the United States. Engines for transport vehicles have 
a tariff of 18.4 percent in Mexico and 19.9 percent in the United States. 
Mexico has a high average tariff of 31.3 percent for passenger vehicle 
engines, while that of the United States is 2.5 percent (w to 2018). 

The intra-industry trade, which reflects the exchange of added value, 
could be affected in certain manufacturing sectors where companies 
consider that the cost of higher tariffs is not compensated by cost savings 
for inputs and transport. A revised naf ta could seek greater integration 
of value chains within North America, placing constraints on China-
Mexico trade. This would create challenges for Mexican commercial 
policy, particularly for its objectives of expanding international markets 
and nurturing economic relations with China.

Recommendations

Fragmentation and specialization of production are increasing in the 
North American region. Mexico’s trade policy will have to adapt to the 
results of the naf ta renegotiation. A new naf ta , both in the direction 
of a probable greater commercial integration with North America or 
towards diversification, will require changes in the instruments and goals 
of Mexico’s trade policy. With regard to trade with China, the Mexican 
government will have to be firm in continuing to diversify by generating 
strategic trade policies. These policies should be related to the refinement 
of studies and support instruments for commercial sectors integrated 
into global value chains, especially agri-food activities and the electronic, 
computer, and auto parts industries.

Mexico’s competitive advantages within North America include its 
endowment of natural resources and its proximity to the us market. The 
determinants of foreign direct investment are related to pricing decisions 
that are based on economies of scale and transportation costs. There-
fore, Mexico’s most competitive exports are likely to be those that have 
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a greater proportion of weight to value (Watkins 2013) and/or that rely 
on its most abundant natural resources –as is the case in the automotive 
assembly industry. 

In trade with China, Mexico would also have the possibility of ex-
panding exports in the mining and food industries, where it has compara-
tive advantages based on its natural resource endowments. In addition, 
industries linked to global value chains –such as the electrical, electronic, 
and automobile manufacturing industries– could reinforce the existing 
commercial articulation. 

References

Flatness, Anne, and Chris Rasmussen. 2017. u.s . -Produced Value in 
u.s .  Imports from naf ta . Washington, d c: Office of Trade and 
Economic Analysis, Industry and Analysis, International Trade Ad-
ministration, Department of Commerce.

León Pacheco González, Alejandra, and Enrique Dussel Peters. 2001. “El 
comercio intraindustrial en México 1990-1999.” Comercio Exterior 
51(7): 652-664.

Mendoza, Jorge Eduardo. 2016. “Revealed Comparative Advantages and 
Intra-industry Trade Changes between Mexico, China and the us a .” 
porte s, Revista mexicana de estudios sobre la Cuenca del Pacífico 
10(20): 9-41.

Ortiz Velásquez, Samuel, and Enrique Dussel Peters. 2016. “La nueva 
relación comercial entre América Latina y el Caribe-China: ¿Inte-
gración o desintegración regional?” In La nueva relación comercial 
entre América Latina y el Caribe-China: ¿Integración o desinte-
gración regional?, edited by Enrique Dussel Peters, 13-58. Mexico 
City: Center for China-Mexico Studies, School of Economics, Na-
tional Autonomous University of Mexico, and ud ual .

Possibilities for the Expansion of Intra-industry Trade Between China and Mexico 



the renegotiation of nafta. and china? 

72

Watkins, Ralph. 2013. “Meeting the China Challenge to Manufacturing 
in Mexico.” In China and the New Triangular Relationships in the 
Americas: China and the Future of us -Mexico Relations, edited by 
Enrique Dussel Peters, Adrian H. Hearn, and Harley Shaiken, 37-58. 
Miami: Center for Latin American Studies, University of Miami; 
Berkeley: Center for Latin American Studies, University of Califor-
nia, Berkeley; Mexico City: Center for China-Mexico Studies, School 
of Economics, National Autonomous University of Mexico.

w to (World Trade Organization). 2018. Tariff Download Facility: Da-
tabase on Tariffs Imposed by Member Countries under the Con-
cept of Most Favored Nation, According to the Harmonized System 
(HS). Geneva: w to.



73

Mexico’s Trade Relations with 
NAFTA Partners and with 
China from the Perspective of 
the Mexican Footwear Industry

Alejandro Gómez Tamez 

This chapter analyzes the role that China has played in the integration 
of North America through the North American Free Trade Agreement 
(naf ta), as well as the consequences that the possible cancella-
tion of this agreement could have for the Mexican footwear industry. 
The chapter is divided into five sections. The first describes the evo-
lution of trade between Mexico and the United States and between 
Mexico and China. The next sections analyze the causes of the low 
growth of Mexican exports to China and review how China spoiled 
the naf ta party. An analysis of China’s impact on the footwear trade 
under naf ta follows, and finally, conclusions and recommendations  
are presented.

Mexico’s trade with the United States and China

Mexico and the United States

The United States is undoubtedly Mexico’s main commercial partner; it 
was the destination of 79.84 percent of Mexico’s exports and the origin 
of 46.3 percent of Mexico’s imports in 2017. Figure 1 shows export and 
import trends over the last two decades.
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Figure 1. Mexican exports to and imports from the United States,  

1993-2017 (us$ thousands)

 

Data source: inegi .

Mexican exports to and imports from the United States both fell sub-
stantially after China’s entry into the World Trade Organization (w to) 
in 2001 (Table 1).

Table 1. Mexico-us trade before and after 2001 (average annual growth).

Exports Imports 

1990-2001 19.9% 17.2%
2002-2017 5.9% 4.1%

Data source: inegi .

In nominal terms, the average annual growth of Mexican exports to the 
United States during 2002-2017 was us$11.7 billion, while that of Mexi-
can imports from the United States during the same period was us$5.0 
billion. Figure 2 shows these trends as annual percentages.

Mexico went from having a trade deficit with the United States of 
u s$2.4 billion in 1993 to surpluses of u s$35.3 billion in 2002 and 
u s$132.4 billion in 2017.
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Figure 2. Mexico-us trade, average annual growth, 1994-2017

 

Data source: inegi .

Mexico and China 

Trade between Mexico and China has become increasingly unbal-
anced; in 2017, China was the destination of just 1.6 percent of  
Mexico’s exports and the origin of 17.6 percent of its imports. This trend 
is shown in terms of annual totals in Figure 3.

Figure 3. Mexico-China trade, 1993-2017 (US$ thousands)

 

Data source: inegi .
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The average annual growth rate of exports from Mexico to China 
increased after China joined the w to ; the corresponding growth rate for 
imports to Mexico from China decreased in the same period (Table 2).

Table 2. Average annual growth in Mexico-China trade before and after 2001

Exports, Mexico to China Imports, China to Mexico
1990-2001 16.1% 29.5%
2001-2016 26.5% 21.4%

Data source: inegi .

In nominal terms, during 2002-2017, the average annual growth of  
Mexican exports to China was only us$401 million, while that of Mexi-
can imports from China was over us$4.4 billion. These trends are shown 
in percentages in Figure 4.

Figure 4. Average annual growth in Mexico-China trade by year, 1994-2017

 

Data source: inegi .

With China, Mexico went from a trade deficit of us$341 million in 1993 
to one of over us$5.6 billion in 2002 and over us$67.4 billion in 2017. 
As can be seen in Figure 3, this deficit is a chronic problem for Mexico.
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Mexico’s trade deficit with China was the equivalent of 50.9 percent 
of its trade surplus with the United States in 2017, compared to 14.3 
percent in 2001 (Figure 5).

Figure 5. Mexico’s trade deficit with China as a percentage of its trade surplus 

with the United States, 1993-2017

 

Data source: inegi .

For many analysts, these data suggest that a large part of Mexico’s trade 
deficit with China is due to the acquisition of inputs to be transformed 
into intermediate goods and final consumer goods that are eventu-
ally exported to the United States. That is, the trade surplus with the  
United States cannot be understood without reference to the trade defi-
cit with China.

Causes of the low growth of exports from Mexico  
to China

Among the causes that explain the low penetration of Mexican exports 
in the Chinese market is the fact that the import cost in China is con-
siderably higher than in Mexico. As can be seen in Table 3, the tariff rate 
applied, simple average, for products manufactured in China is substan-
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the documentation requirements is 70 percent higher for imports into 
China than for imports into Mexico (Lerin 2017).

Table 3. China’s and Mexico’s tariff rates, applied, simple average, for 

manufactured products, 2010-2015 (percentage of imports).

2010 2011 2012 2013 2014 2015
Tariff rate, applied

China 7.87 7.8 7.58 7.51
Mexico 7.41 7.03 6.32 6.06 2.82

Tariff rate, Most Favored Nation
China 9.2 9.18 9.02 9.04
Mexico 7.56 6.53 6.01 5.78 5.75

Data source: World Bank (n.d.).

Although China’s official rhetoric calls for increased imports from Mex-
ico, it has taken no concrete steps to facilitate this (Lerin 2017). Mexico 
and China have signed more than 100 bilateral documents; however, the 
subject matter has not been specified and no effect has been observed 
in practice.

How China spoiled the NAFTA party

China penetrated many new markets that had been opened through 
naf ta (ecl ac), and Chinese products achieved a substantial market 
share in Mexico and the United States.

From 1994 to 2001, Mexico enjoyed a “honeymoon” with the Unit-
ed States; no other country had enjoyed the same proximity and tariff 
preferences. Despite this, the gdp gap between the two countries actu-
ally increased: in 1993, Mexico’s per capita gdp was 20.95 percent of 
that of the United States, and in 2016 it was only 16.13 percent (Dussel 
Peters 2017).
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The honeymoon ended in 2001 when China joined the w to and 
began to have similar access to the us market. In 2009, 84 percent of 
Mexico’s manufacturing exports to the United States were under threat 
from China (that is, they were in sectors in which Mexico was losing 
market share), while 96 percent of us exports to Mexico were also under 
threat from China.

naf ta significantly increased the share of intra-regional trade,  
from below 38 percent in the early 1990s to 46.4 percent in 2000. Since 
then it has fallen again to close to 40 percent.

This recent and growing process of regional disintegration has be-
come widespread, although with differences in specific value chains 
and considering at least two phases of naf ta (Dussel Peters and Ortiz 
Velásquez 2016): 

1.	 1994-2000, with dynamic trade, investment, and employment 
generation

2.	 2001 until today, during which the integration process has re-
gressed, affecting the same variables.

The United States is by far Mexico’s main trading partner, although its 
share has fallen from above 81 percent in 1999 to 63.37 percent in 2016. 
This process has coincided with a deepening of regional integration un-
der naf ta during 1994-2000 and its increasing disintegration since 
then. It has also coincided with the growing presence of China in Mexico 
and in the naf ta region as a whole.

The share of Mexican exports that went to the United States fell from 
over 88 percent in 1999-2000 to just under 81 percent in 2016. The 
share of Mexican imports that came from the United States exceeded  
75 percent during much of the 1990s; but since 2007, they have repre-
sented less than 50 percent, and only 46.40 percent in 2016.

Finally, Mexico’s growing trade surplus with the United States is the 
result of the significant fall in the competitiveness of us exports and their 
displacement in the Mexican market by Asian competitors, particularly 
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from China, which has been Mexico’s second most active commercial 
partner since 2003 (Dussel Peters 2017).

NAFTA and China: Impact on the footwear trade

In the footwear trade (chapter 64 of the General Import and Export Tax 
Tariff or tigie), as Tables 4 and 5 show, Mexico has developed a large 
and growing trade deficit with the United States.

Table 4. United States´ trade balance with selected other countries in footwear, 

1990-2016

US$, millions Average annual 
growth rate

1990 1994 1995 2000 2010 2015 2016 1994-
2000

2000-
2016

(1) China −1,477 −5,251 −5,815 −9,151 −15,861 −17,196 −14,730 9.7 3.0

(2) Vietnam 0 0 −2 −97 −1,576 −4,369 −4,794 239.4 27.6

(3) Indonesia −241 −878 −944 −717 −57 −1,399 −1,432 −3.3 4.4

(4) Italy −959 −871 −1,004 −1,257 −890 −1,405 −1,351 6.3 0.5

(5) India −59 −97 −92 −108 −174 −465 −501 1.8 10.0

(6) Mexico −100 −103 −164 −189 −210 −360 −317 10.6 3.3

Total −9,013 −10,958 −11,315 −13,987 −19,802 −26,202 −24,268 4.2 3.5

Data source: Dussel Peters (2017).

China and Vietnam have become major trading partners of the United 
States. In 1990, taken together, they were the source of only 15.43 per-
cent of us imports, while in 2016 they accounted for 57.81 percent and 
19.16 percent, respectively. Mexico increased its share of us footwear 
imports from 13.21 percent in 1990 to 21.02 percent in 2000, but this 
fell to 8.69 percent in 2016.



81

Table 5. Footwear trade and tariff rates, United States and major trading 

partners, 1990-2016.

 1990 1994 1995 2000 2010 2015 2016
1994-

2000

2000-

2016

 Exports (US$, millions)
Average annual 

growth
Total 563 758 791 867 1,104 1,458 1,366 2.3 2.9
(4) China 1 8 9 44 58 81 90 33.2 4.6
(2) Vietnam 0 0 1 27 47 104 116 311.1 9.4
(8) Indonesia 0 6 14 14 7 27 30 14.2 4.9
(23) Italy 25 19 17 7 7 10 7 −14.8 −0.2
(57) India 2 4 5 4 4 3 2 −1.8 −5.4
(3) Mexico 65 103 72 162 109 134 97 7.9 −3.2

 Imports (US$, millions)
Average annual 

growth
Total 9,576 11,716 12,106 14,854 20,906 27,660 25,634 4.0 3.5
(1) China 1,477 5,259 5,824 9,195 15,919 17,277 14,820 9.8 3.0
(2) Vietnam 0 0 3 125 1,623 4,473 4,911 248.8 25.8
(3) Indonesia 241 884 958 731 586 1,425 1,462 −3.1 4.4
(4) Italy 984 891 1,022 1,264 898 1,415 1,359 6.0 0.5
(5) India 62 102 97 112 178 468 503 1.7 9.8
(6) Mexico 165 206 237 351 319 494 413 9.3 1.0

 Tariffs as a percentage of total imports
Average annual 

growth
Total 10.35 10.62 10.66 10.96 9.92 10.48 10.99 0.5 0.0
(1) China 11.71 11.46 11.49 11.81 10.05 10.48 10.71 0.5 −0.6
(2) Vietnam - 37.69 22.62 27.75 12.25 12.80 13.75 −5.0 −4.3
(3) Indonesia 8.01 11.37 12.17 12.00 12.05 12.95 13.96 0.9 0.9
(4) Italy 9.25 9.28 9.18 9.14 9.89 9.79 9.99 −0.2 0.6
(5) India 5.83 7.36 7.57 8.18 8.67 8.64 9.37 1.8 0.9
(6) Mexico 12.53 5.52 5.68 2.66 0.10 0.33 0.16 −11.5 −16.0

Data source: Dussel Peters (2017).

Regarding the us trade in footwear (chapter 64 of the tigie), Mexico’s 
share of both imports to and exports from the United States has fallen. us 
imports of footwear from Mexico dropped from 2.36 percent in 2000 to 
1.61 percent in 2016. During the same period, exports of footwear from 
the United States to Mexico showed a negative average annual growth 
rate (−3.2 percent), while its imports to Mexico showed a positive dy-
namism (1.0 percent).
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The us trade deficit with Mexico is secondary and represents us$317 
million or 1.31 percent of the us trade deficit in footwear with the world.

The footwear market has high and relatively unchanged tariffs; during 
1990-2016, the tariff on all of its imports of footwear remained within 
the range of 10-11 percent. Mexico has paid a tariff of less than 1 percent 
since 2010, and only 0.16 percent in 2016.

According to Dussel Peters (2017), if naf ta had been cancelled in 
2016, all us imports from Mexico would be taxed at 3.25 percent (29 
times the 0.12 percent at which they were taxed in 2016), paying an ad-
ditional US$9.5 billion. 

Footwear (chapter 64) is among the sectors that would be most 
affected by a cancellation of naf ta , which would increase the tariff 
from 0.16 percent to 8.22 percent (more than 50 times). However, as 
discussed above, footwear exports make up a relatively small portion of 
Mexican footwear production and of Mexican exports in general. 

Thus, the footwear market reflects a significant shift of the United 
States by Asian countries, particularly by China and Vietnam. There has 
been a collapse in the us share of Mexican imports in general of more 
than 50 percent in the 1990s and in imports of footwear from 37.5 per-
cent in 2000 to 3.0 percent in 2016. In the same period, China and Viet-
nam’s share increased from about 2 percent (combined) in the 1990s to 
about 4.5 percent and 7.5 percent, respectively, in 2000, and 42.1 percent 
and 28.6 percent in 2016.

Exports also play a minor role in the footwear market of Mexico and 
remained practically stagnant during 2000-2010. Since then they have 
experienced significant growth, although less so than imports. As a result, 
the footwear market in Mexico has been in deficit since 2002, particularly 
with China and Vietnam.

Finally, the United States absorbs more than 80 percent of Mexican 
exports; in some years before 2004 the share even exceeded 94 percent.
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Conclusions and recommendations

It is important that the three naf ta members explicitly address the 
causes of the growing disintegration of naf ta in commercial terms and 
in specific markets (Dussel Peters and Ortiz Velásquez 2016).

The renegotiation of naf ta allows the realization of a major up- 
date and modernization of the agreement. The update should incor-
porate the conditions of other commercial agreements that have been 
reached since 1994 and address new issues such as digital commerce 
and new techniques for identifying the origin of goods –both of which 
require revisions to existing rules. Mexico must continue its commer-
cial diversification. The participation of the United States in Mexico´s 
trade fell significantly during 2000-2016. In spite of that, total Mexi-
can exports as well as footwear still show a high concentration in the 
United States. Intra-naf ta trade in footwear has decreased significantly  
since the agreement’s implementation and particularly in the case of 
Mexican imports from the United States. An updated naf ta should 
include incentives to strengthen regional markets, including for footwear.

Government authorities and business organizations must imple- 
ment a program to enhance the Mexican footwear industry’s competi-
tiveness, a conversion fund for the footwear industry, specific activities to  
increase the industry’s competitiveness with exporting countries such as 
China and Vietnam, and upgrades to manufacturing technology. Sup-
port from the Ministry of Finance and Public Credit is also important 
to reduce the multiple illicit activities in the industry.
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The New Triangular 
Relationship between Mexico, 
the United States, and China: 
Challenges for NAFTA 

Enrique Dussel Peters

In the lifetime of the North America Free Trade Agreement (naf ta), 
tensions between the signatories have never been so high as they have 
been since 2017. Canada and Mexico were not particularly interested in 
updating or modernizing naf ta , which first came into force in January 
1994; the Mexican government was concerned that the United States 
could include new demands in sensitive sectors such as labor and en-
ergy. But under the us Trump administration, renegotiations started in 
August 2017 and ended a year later. 

In parallel to this negotiation process, the Trump administration in 
2018 not only continued questioning Mexico and reiterated its inter-
est in building a wall between the two countries but also unilaterally 
imposed tariffs on steel and aluminum from Mexico as well as from 
other countries. While it is not clear if the contradictions between these 
measures (unilateral tariffs and trade negotiations) will be resolved  
–that is, if import duties on Mexican goods will be canceled– the  
Trump administration has consistently escalated a trade war with China. 
After several months of criticizing China’s trade surplus with the United 
States and its subsidies and theft of intellectual property, singling out 
“Made in China 2025” and other programs, the Trump administration 
imposed tariffs on Chinese steel and aluminum imports in May 2018, 
$50 billion on additional Chinese imports in July 2018, and an additional 
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u s$200 billion in September 2018. China, has, in all cases, responded 
in kind.1 

Surprisingly, there has been almost no explicit discussion of these 
tensions from a “triangular” perspective recognizing that the Chinese 
economic presence is growing not only in the United States (for which 
China has since 2016 been the main trading partner) but in the entire 
naf ta region. The implications, as analyzed below, are substantial  
in terms of the ongoing integration of China in the region, as well as in 
terms of policies.

This chapter discusses China’s ongoing trade integration with the 
naf ta region in general (which has so far not been sufficiently acknowl-
edged) and with Mexico in particular, focusing on specific chapters of the 
Harmonized Tariff System and specific value-added chains. The last sec-
tion summarizes the main issues and presents some policy conclusions.

China’s trade presence in the NAFTA region

Scholars have discussed the impact of China’s increasing presence on 
trade integration in Latin America and the Caribbean, and in particular 
in the naf ta region (Dussel Peters and Ortiz Velásquez 2016; Moreno 
Brid et al. 2018). During 2000-2015, intra-regional trade increased sub-
stantially during the 1990s, and fell again to levels similar to those in 
1994, when naf ta first entered into force. Intra-industry trade and the 
share of naf ta members’ trade with each other went from below 45 
percent in 1994 to 56.2 percent in 2000 and to just under 50 percent in 
2014 –reflecting this process, as well as global commodity chains such as 
auto parts/automobiles and electronics. As important as these quantita-
tive changes are, an increasing share of naf ta’s capital-goods imports 
have originated in China, from 18.9 percent in 2001 to 34.9 percent in 
2014 (Dussel Peters and Ortiz Velásquez 2016, 258). 

1	 For a full and detailed discussion of the naf ta renegotiation process and the recent us -
China relationship, see Dussel Peters (2018a), IOSC (2018), and Kroeber (2018).
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While the share of medium- and high-tech products in naf ta’s ex-
ports to China has fallen –from above 50 percent until 2002, to below 
30 percent in several recent years– naf ta’s imports from China of the 
same types of goods have increased from about 20 percent in the early 
1990s to above 50 percent since 2009 and 56.84 percent in 2017 (Fig-
ure 1). At least as important is the fact that naf ta has had an increas-
ing trade deficit with China in these goods since the early 1990s –from 
u s$1.1 billion in 1991 to us$33 billion in 2000, us$219.5 billion in 
2010, and u s$312.6 billion in 2017– rather counterintuitively, since  
in 2010 more than 60 percent of naf ta’s trade deficit with China oc-
curred in these categories.

Figure 1. Percentage of medium- and high-tech goods in nafta’s trade with 

China, 1993-2017 

Data source: cechime x (2018).

Figure 2 shows this trend for 1992-2017 from several perspectives. Intra-
regional trade was lower in 2017 than at the beginning of naf ta (42.11 
percent in 1994 and 39.79 percent in 2017); import levels particularly 
dropped (from 37.33 percent to 33.08 percent). China has played a 
substantial role in this regional disintegration: its presence in naf ta’s 
trade grew from 3.42 percent in 1994 to 14.91 percent in 2017. While 
China still plays a relatively minor role as a recipient of naf ta’s exports, 

0.00 

10.00 

20.00 

30.00 

40.00 

50.00 

60.00 

70.00 

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

Pe
rc

en
ta

ge
 o

ve
r r

es
pe

ct
iv

e t
ot

al

Exports to China Total exports Imports from China Total imports 

The New Triangular Relationship Between Mexico, the United States, and China



the renegotiation of nafta. and china? 

90

accounting for 6.88 percent in 2017, naf ta’s imports from China in-
creased from 4.87 percent in 1994 to 20.10 percent in 2017. Thus, the 
naf ta region presents a massive trade deficit; the import-to-export 
ratio was 4.4 to 1 in 2017. From this perspective, China is the region’s sec-
ond largest trading partner, after the United States, with a share of 19.30 
percent in 2017. Since 2007, China has overtaken the United States to 
become the biggest importer of naf ta products.

Figure 2. nafta’s intra-regional trade and trade with China, 1992-2017

Data source: cechime x (2018).

Table 1 disaggregates data on trade within naf ta based on categories 
established by the Harmonized Tariff Schedule. naf ta’s total trade with 
China in the top 10 trade categories (ranked based on 2017 statistics) 
fell from 54.31 percent of total trade in 2010 to 48.31 percent in 2017. 
For some chapters, the decrease in naf ta imports from China during  
this period was minor; for example, the share of naf ta’s umbrella im-
ports from China fell from 93.33 percent of total imports in 2010 to 
91.84 percent in 2017. In most cases, however, and significant for this 
discussion, there were steep declines in China’s share; for footwear, for 
example, China’s share fell 19.69 percent during this period. The same 
table highlights the importance of three critical categories: auto parts, 
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automobiles, and electronics. While the share of Chinese imports in 
naf ta has been relatively constant for auto parts and automobiles, elec-
tronics account for the highest increase in the share of naf ta’s imports, 
growing 7.12 percent from 2010 to 2017. China is the main importer of 
auto parts and electronics from naf ta countries.

China’s trade presence in Mexico

Since 2003, China has become Mexico’s second most important trading 
partner, after the United States. This trade relationship shows the follow-
ing features (Dussel Peters and Levy-Dabbah 2018; Yang 2016):

•	 Mexican imports from and exports to China have been extremely 
dynamic, with an average annual growth rate of 25.7 percent in 
1993 and 24.3 percent in 2017, much higher than Mexico’s over-
all imports and exports, which were 8.4 percent and 9.4 percent, 
respectively.

•	 China’s share in Mexico’s trade increased from below 1 percent 
in 2001 to 9.74 percent in 2017, particularly as a result of China’s 
growing share in Mexican imports, which increased from below 2 
percent in 2000 to 17.64 percent in 2017. In comparison, the us 
share in Mexican trade fell from its maximum of 81.03 percent 
in 1999 to 62.84 percent in 2017; the decrease in the share of 
Mexico’s imports originating in the United States was even more 
dramatic for this period, from 74.38 percent to 46.28 percent.

•	 Mexico’s trade deficit with China has been substantial, accounting 
for more than US$60 billion annually since 2014, with an import/
export ratio of 11.05 to 1 in 2017.

•	 The proportion of intra-industry trade in overall trade has recently 
been around 42 percent for Mexico and the United States, but 
only 10 percent for Mexico and China. 

•	 There is an important gap in terms of medium- and high-technol-
ogy products: Mexican imports from China have accounted for 
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about 70 percent of total imports in the last decade, and Mexican 
exports to China for only about 40 percent. While lower than its 
import rate, this is still the highest export rate of any country in 
Latin America and the Caribbean.

Table 3 shows additional disaggregated tendencies in Mexico’s trade with 
the United States and China in key trade categories. Chinese imports have 
achieved a profound penetration of the Mexican market since the be- 
ginning of naf ta . In the 10 top trade categories, the Chinese share of 
Mexico’s total imports increased from 15.59 percent in 1995 to 61.36 
percent in 2017. The most dynamic growth in Chinese imports occurred 
in 2001-2010, after China’s accession to the World Trade Organization; 
since then, imports have continued to grow, but much more slowly. 

While not in the top 10, three other trade categories are highly rel-
evant: electronics, auto parts, and automobiles probably constitute the 
core of naf ta’s integration process, and in these, Mexico has been ex-
tremely successful. In each of these global value chains, Chinese imports 
have massively penetrated Mexico’s economy and imports. In the case of 
automobiles, the presence is still at a low level, accounting for 3.43 per-
cent of total Mexican imports in 2017. In the case of electronics, however, 
Chinese imports increased from 3.20 percent of Mexican imports in 
2001 to 35.47 percent in 2017; China has become the most important 
country of origin for Mexican imports in this category. 

The share of Mexican imports originating in the United States de-
creased substantially in this period, particularly since 2001, that is, the 
former disintegration process of naf ta . This process has also occurred 
within naf ta’s trade, not only in the top 10 Chinese import categories, 
but also in electronics, auto parts, and automobiles. In the case of elec-
tronics, for example, the share of us imports in Mexico fell from 65.80 
percent in 2001 to 14.75 percent in 2017.



95

Ta
bl

e 
3.

 K
ey

 M
ex

ic
an

 tr
ad

e 
ca

te
go

ri
es

 a
nd

 tr
en

ds
, 1

99
3-

20
17

.

H
ar

m
on

iz
ed

 T
ar

iff
 

Sy
st

em
 ch

ap
te

r a
)

Tr
ad

e 
w

ith
 C

hi
na

Tr
ad

e 
w

ith
 th

e 
u

s
Im

po
rt

s f
ro

m
 th

e 
u

s
Im

po
rt

s f
ro

m
 C

hi
na

19
95

20
01

20
10

20
17

20
17

− 
20

10
19

95
20

01
20

10
20

17
20

17
− 

20
10

19
95

20
01

20
10

20
17

20
17

− 
20

10
19

95
20

01
20

10
20

17
20

17
− 

20
10

To
p 

10
 ch

ap
te

rs
66

U
m

br
ell

as
24

.55
44

.29
87

.14
76

.13
−1

1.0
1

50
.50

37
.40

7.7
8

19
.54

11
.76

32
.49

17
.50

4.5
0

10
.03

5.5
3

58
.60

58
.84

90
.63

86
.17

−4
.46

67
Pr

ep
ar

ed
 fe

at
he

rs 
an

d 
ar

tic
les

 m
ad

e o
f 

fea
th

er
s

48
.33

67
.65

66
.43

70
.59

4.1
7

31
.19

24
.79

22
.60

12
.95

−9
.65

24
.58

12
.67

3.9
5

2.8
2

−1
.13

71
.56

78
.78

82
.88

79
.91

−2
.97

95
To

ys
6.0

0
19

.09
40

.59
42

.45
1.8

6
74

.81
66

.34
46

.42
43

.86
−2

.56
46

.08
36

.63
19

.86
10

.52
−9

.34
25

.56
40

.14
66

.24
72

.44
6.2

0
46

M
an

uf
ac

tu
re

s o
f s

tra
w

20
.36

37
.72

40
.99

24
.80

−1
6.1

9
52

.76
45

.74
47

.81
63

.46
15

.65
26

.22
20

.22
1.6

8
5.1

8
3.5

0
46

.83
58

.14
79

.63
70

.22
−9

.41
65

H
ats

5.5
6

9.3
0

33
.26

30
.78

−2
.49

82
.38

74
.32

51
.89

53
.71

1.8
2

57
.21

50
.99

17
.33

16
.87

−0
.46

17
.45

19
.99

61
.29

63
.99

2.7
0

42
Ar

tic
les

 o
f le

at
he

r
5.6

0
16

.37
37

.86
40

.44
2.5

8
83

.65
69

.60
39

.45
37

.46
−1

.99
73

.93
55

.26
23

.32
18

.27
−5

.04
12

.56
25

.87
50

.13
54

.87
4.7

4
92

M
us

ica
l in

str
um

en
ts

0.6
8

10
.55

25
.59

23
.20

−2
.39

83
.13

69
.23

55
.01

59
.53

4.5
2

74
.51

33
.69

20
.07

17
.61

−2
.46

13
.43

23
.50

45
.71

52
.27

6.5
5

60
Kn

itt
ed

 o
r c

ro
ch

et
ed

 
fab

ric
s

0.0
1

2.0
2

19
.66

48
.34

28
.67

60
.53

73
.69

66
.47

35
.14

−3
1.3

3
85

.25
70

.96
66

.54
33

.40
−3

3.1
4

0.4
4

2.4
0

20
.50

51
.28

30
.79

50
Si

lk
2.2

5
2.4

3
37

.67
47

.66
9.9

9
9.5

1
22

.13
2.9

4
7.7

2
4.7

8
9.1

0
22

.08
2.7

7
6.2

4
3.4

7
0.8

8
2.4

4
37

.87
49

.05
11

.18
63

O
th

er
 te

xt
ile

 pr
od

uc
ts

0.0
6

0.2
5

11
.24

14
.76

3.5
2

92
.64

93
.17

75
.10

74
.00

−1
.10

91
.82

80
.90

37
.31

32
.86

−4
.45

0.5
4

1.1
0

31
.40

41
.24

9.8
4

To
ta

l, 
to

p 
10

4.5
1

11
.39

32
.28

36
.02

3.7
4

79
.34

74
.04

53
.17

49
.27

−3
.90

61
.17

53
.85

30
.95

18
.72

−1
2.2

3
15

.59
22

.52
51

.27
61

.36
10

.09
O

th
er

 re
le

va
nt

 ch
ap

te
rs

85
El

ec
tro

ni
cs

0.3
7

0.8
2

15
.09

14
.76

−0
.33

88
.80

79
.51

55
.48

54
.44

−1
.04

79
.20

65
.80

26
.49

14
.75

−1
1.7

4
0.8

1
3.2

0
28

.89
35

.47
6.5

8
84

Au
to

 pa
rts

0.2
1

0.9
8

12
.91

14
.76

1.8
5

70
.76

71
.19

62
.82

61
.56

−1
.26

61
.63

59
.24

40
.67

38
.28

−2
.39

0.3
8

2.5
0

23
.99

22
.59

−1
.40

87
Au

to
m

ob
ile

s
0.0

1
0.0

7
1.9

2
14

.76
12

.84
83

.28
80

.73
69

.71
73

.66
3.9

5
80

.09
68

.90
54

.87
48

.37
−6

.50
0.0

6
0.4

6
3.3

3
3.4

3
0.1

0
To

ta
l, 

0.3
7

1.3
4

8.3
0

9.7
4

1.4
4

79
.16

76
.54

64
.07

62
.95

−1
.13

74
.49

67
.59

48
.25

46
.39

−1
.86

1.2
9

2.3
7

15
.13

17
.64

2.5
1

D
ata

 so
ur

ce
: c

ec
h

im
ex

 (2
01

8)
.

a)
 T

ra
de

 ca
te

go
rie

s (
ch

ap
ter

s)
 ar

e p
re

se
nt

ed
 in

 th
e o

rd
er

 o
f t

he
ir 

sh
ar

e o
f t

ot
al 

im
po

rts
 fr

om
 C

hi
na

 in
 20

17
.

The New Triangular Relationship Between Mexico, the United States, and China



the renegotiation of nafta. and china? 

96

Final reflections and proposals

Regardless of recent bilateral tensions between the Trump administra-
tion and China and Mexico, this chapter has shown that China’s trade 
presence, both in the naf ta region as a whole and in Mexico, has been 
broad and deep since China’s accession to the World Trade Organiza- 
tion in 2001. The increasing disintegration of naf ta since then, from 
this perspective, is a result of China’s increasing activity in the region. 
China has been the main trading partner of the United States since 2016 
and the second in importance for Mexico since 2003. 

This process has been ongoing for more than 15 years. It has been 
particularly profound in crucial manufacturing sectors such as electron-
ics and auto parts/automobiles, both for the naf ta region as a whole 
and for Mexico (Dussel Peters 2018). And it has been especially notable 
for naf ta’s and Mexico’s imports from China of medium and high-
tech products, which have been much greater than Mexico’s or naf ta’s 
exports of similar products to China. Understanding this gap is critical 
to understanding the current discussions between the Trump admin-
istration and China. Interestingly, China’s share of naf ta’s imports in 
China’s top imports has fallen recently. In brief, China is a major chal-
lenge not only for the United States but also for naf ta and Mexico.

From this perspective, the renegotiation of naf ta and future discus-
sions within naf ta should explicitly include China, since it challenges 
the integration of the region and has massively displaced the United 
States in terms of trade. In addition, the naf ta region should explicitly 
allow for instruments and mechanisms to deepen regional integration, 
in fields such as in electronics, auto parts, and automobiles, vis à vis other 
trading partners such as the European Union, Asia, and China. A “us 
only” approach to the renegotiation of naf ta is clearly insufficient,  
as the document clearly highlights, since the region as a whole is deeply 
challenged by China’s increasing presence in the region and globally.
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The Role of Trade with China 
in Mexico’s Renegotiation of 
NAFTA

Simón Levy-Dabbah 

Mexico, Canada, and the United States are in the middle of impor-
tant negotiations regarding the North American Free Trade Agreement 
(nafta). Due to pressure from the United States, a process was initiated 
which was necessary but which could have been proposed by Mexico 
and could have been a positive process of modernization and improve-
ment, instead of the media show initiated by the president of the United 
States. Instead of negotiating proactively and effectively, Mexico began 
negotiations under pressure and threats to cancel naf ta . 

There is another participant behind the scenes who, despite not be-
longing geographically to North America, has an influential role and a 
strong interest in these events: China.

When naf ta went into effect in 1994, the United States was al- 
ready Mexico’s most important trading partner, while trade with Chi-
na was practically nil. There was no market for Mexican products in  
China, and Mexico imported mostly inexpensive and low-quality prod-
ucts from the Asian giant. Since there was no treaty between the two 
countries, import tariffs on many products were high, limiting the access 
of Chinese products to Mexico. Even so, during the 1990s, imports of 
Chinese products to Mexico grew exponentially, especially since the 
entry into force of naf ta , a period in which the growth of imports from 
China averaged 30 percent per year.
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At the same time, trade between China and the United States was 
growing rapidly, with a large deficit from the beginning for the United 
States. The move of the us manufacturing base to China gained mo-
mentum, driven by low labor costs and high availability, as well as the 
facilities that the Chinese government was granting to transnational 
corporations for the creation of factories in its territory. Thanks to this 
opening, the us trade relationship with China grew at an average rate of  
14 percent per year during the 1990s, increasing the u s trade deficit  
from a little over us$40 billion at the beginning of that decade to more 
than us$80 billion in the year 2000.

Despite the high tariffs that Mexico imposed on products from  
China, imports of Chinese goods to Mexico increased substantially dur-
ing the 1990s, driven significantly by nafta, as one of its effects was the 
transfer of a part of the us manufacturing industry to Mexico, which was 
competing with China in this regard. China, as part of its growth strategy, 
supplied raw materials and intermediate goods to Mexican factories, 
which used them in the manufacture of goods for export to the United 
States. This accounted for a substantial part of the growth in imports 
from China to Mexico.

During the last years of the 20th century, China entered negotiations 
for entry into the World Trade Organization (w to). An issue of central 
importance for China was to obtain the tariff benefits that membership 
would allow with all w to member countries, including Mexico. China 
achieved this goal in 2001, which eliminated practically all tariff barri-
ers in member countries. During the first decade of the millennium, a 
significant increase in world trade was observed, due to a global trend 
toward trade opening and a favorable economic environment for trade. 
China took advantage of this to expand its exports, with the approval of 
the w to. Its main customer, of course, was the United States.

Similarly, during 2001-2017, trade between Mexico and the United 
States intensified. Exports from Mexico to its northern neighbor in-
creased by 134 percent during this period, from us$140 billion in 2001 
to us$327 billion in 2017. During the same period, imports to Mexico 
from the United States only grew by 74 percent, from us$113 billion 
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Table 1. Imports from China to Mexico and the United States, 1997-2017

US-China Trade Mexico-China Trade

Exports Imports Balance Exports Imports Balance

1997 12.86 62.56 -49.70 0.05 1.25 -1.20

1998 14.24 71.17 -56.93 0.11 1.62 -1.51

1999 13.11 81.79 -68.68 0.13 1.92 -1.80

2000 16.19 100.02 -83.83 0.20 2.88 -2.68

2001 19.18 102.28 -83.10 0.28 4.03 -3.75

2002 22.13 125.19 -103.06 0.65 6.27 -5.62

2003 28.37 152.43 -124.07 0.97 9.40 -8.43

2004 34.43 196.68 -162.25 0.99 14.37 -13.39

2005 41.19 243.47 -202.28 1.14 17.70 -16.56

2006 53.67 287.77 -234.10 1.69 24.44 -22.75

2007 62.94 321.44 -258.51 1.90 29.74 -27.85

2008 69.73 337.77 -268.04 2.04 34.69 -32.65

2009 69.50 296.37 -226.88 2.21 35.53 -33.32

2010 91.91 364.95 -273.04 4.18 45.61 -41.43

2011 104.12 399.37 -295.25 5.96 52.25 -46.28

2012 110.52 425.62 -315.10 5.72 56.94 -51.22

2013 121.75 440.43 -318.68 6.47 61.32 -54.85

2014 123.66 468.47 -344.82 5.96 66.26 -60.29

2015 115.93 483.19 -367.26 4.87 69.99 -65.11

2016 115.60 462.62 -347.02 5.41 69.52 -64.11

2017 130.37 505.60 -375.23 6.71 74.15 -67.43

Source: United States Census Bureau and Secretaría de Economía.
Note: The statistics are subject to change.

to us$195 billion. The us trade deficit with Mexico grew from us$27 
billion to US$132 billion during the same period.

The growth of Chinese imports to the United States decreased af-
ter China’s entry into the w to, from an annual average of 14 percent 
in the 1990s to 10.5 percent during 2001-2017. During this period, the 
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trade deficit between the two countries increased at an average rate of 
9.9 percent per year. In comparison, China’s trade with Mexico increased 
much more, growing at an average of 20 percent per year during the same 
period, as Chinese imports to Mexico increased from us$4 billion in 
2001 to more than us$74 billion in 2017. While Mexico has a trade 
surplus with the United States, its trade deficit with China grew during 
the same period at a rate of 19.8 percent per year, from us$1.2 billion to 
more than us$67.4 billion.

From 2001 (when China joined the w to) to 2017, its trade with 
Mexico grew more than 18 times; in the same period, its trade with the 
United States grew a little less than five times. This is because the manu-
facture of consumer goods moved from the United States to Mexico 
as a result of naf ta , thus reducing imports of Chinese intermediate  
goods to the United States while increasing those imports to Mexico. 
China’s strategy of acting as a supplier of primary and intermediate  
goods caused Mexico to become an easement for the passage of Chi- 
nese goods to the United States.

The extent to which goods of Chinese origin are used in products 
exported from other countries is also shown in the increase of China’s 
overall exports. In the case of North America, since the entry into force 
of naf ta in 1994, and especially since China joined the w to in 2001, 
Mexico has had greater participation in Chinese imports than the Unit- 
ed States. In 2001, of all goods exported by China to the United States 
and Mexico, imports to Mexico made up 2 percent and imports to the 
United States made up 98 percent. In 2017, the same ratio was 12.8 
percent to 87.2 percent.

China’s large share in manufacturing in the United States can also be 
seen by comparing its trade surplus with the United States and Mexico. 
In 1997, the United States’ deficit with China was 50 times greater than 
Mexico’s; in 2001 this differential had been reduced to 25, and in 2017, 
to four. Given China’s strategy of becoming a supplier of inputs for the 
manufacture of consumer goods, along with the transfer of the manufac-
ture of these goods from the United States to Mexico, it can be inferred 
that some of the goods imported from China to Mexico will ultimately 
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be transferred to the United States. It is important to identify the final 
destination of imports from China to Mexico.

Imports to Mexico from China during 1997-2017 can be compared 
with exports from Mexico to the United States during the same period, 
in terms of simple correlation, using the following formula:

where x represents imports from China to Mexico, y represents ex-
ports from Mexico to the United States, and  x  and  y  are the sample  
means. Applying this formula yields a strong correlation –0.98073186 
(for every us$1.00 of goods imported from China, us$0.98 of goods 
are exported to the United States).

This result indicates that a significant amount of raw materials and 
intermediate goods imported from China to Mexico are eventually 
exported to the United States in the form of intermediate or finished 
products. In real terms, based on a simple comparison of imports from 
China with exports to the United States, for every us$10 obtained by 
Mexico due to its trade surplus with the United States, there is an outflow 
of us$5 due to its trade deficit with China.

To determine if there is indeed a triangulation of goods, the w to 
and the Organization for Economic Cooperation and Development 
(oecd) recently created the Trade in Value Added initiative –an ambi-
tious and complex system for identifying the origin by country of the 
inputs used to produce a good by following the value chain of all prod-
ucts involved in world trade– in other words, to document not only the 
import and export of goods between countries but also how much of a 
country’s imports and exports come from a third country (oecd 2018). 
Because of its complexity, this initiative has completed documentation 
only for 1995 to 2011. 

The value of goods imported from China to Mexico that are eventu-
ally exported to the United States can be estimated by comparing the 

Correl (X,Y)= (x – x)(y – y)

Σ
Σ
(x – x)2Σ (y – y)2
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amount of value-added inputs used in Mexico with the amount of goods 
exported to the United States from Mexico (Table 2).

Table 2. Estimated Chinese component in the value of Mexican goods exported 

to the United States, 1995-2011.

Chinese-origin of 
goods exported from 
Mexico to the United 
States

Imports to Mexico 
from China 

Percentage of 
Chinese-origin goods 
used in Mexican 
exports to the United 
States

1995 us$222,140,000 us$465,200,000 47.75%
2000 us$1,439,900,000 us$2,879,600,000 50.00%
2005 us$10,864,080,000 us$17,696,300,000 61.39%
2009 us$18,442,350,000 us$35,529,000,000 51.91%
2010 us$23,256,840,000 us$45,607,600,000 50.99%
2011 us$27,421,620,000 us$52,248,000,000 52.48%

Data sources: oecd, Trade in Value Added; Office of Economics Working Paper, Estimating 
Foreign Value-Added in Mexico’s Manufacturing Exports; United States Census Bureau, 

Foreign Trade; Secretaría de Economía, world trade database.

This comparison suggests the following:

•	 Consistently, since the beginning of naf ta , approximately 50 
percent of goods imported into Mexico from China have been 
re-exported to the United States.

•	 Imported goods from China are mostly basic or primary goods 
and intermediate goods.

•	 These goods are used in manufacturing and exported to the 
United States in the form of consumer goods and intermediate 
goods, mainly in the automotive, aerospace, and telecommunica-
tions sectors.

Although the wage level in China is almost double that of Mexico, and 
the Mexican peso has depreciated against the Chinese yuan in the last 
four years by 44.5 percent and against the us dollar by 61.26 percent, the 
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maquiladora model implemented by the Mexican government has not 
allowed Mexico to fully develop its potential. On the other hand, neither 
Mexico nor the United States have so far conducted negotiations with 
China of a similar magnitude to that of the naf ta review; this signifies 
a clear commercial advantage for China, which continues to strengthen 
its technological development and industrial strategy.

In the context of the renegotiation of naf ta , Mexico needs to 
consider the development of an industry driven by innovation in tech-
nologies and consumer goods, as well as moving from a maquiladora 
economy to an economy that allows an increase in productivity through 
greater integration of productive processes and the creation and transfor-
mation of sustained added value. Mexico must invest heavily in human 
capital to increase its competitiveness in order to compete in a world 
oriented toward what I call the mentefactura (mindfacture).

The current vision of naf ta , in which Mexico is just a supplier of 
cheap labor and a host for maquiladoras, is clearly no longer working, 
nor will it generate improvement for Mexico in the long term. Mexican 
workers must receive more training, to increase both their productivity 
and their income prospects. Mexico must also seek, during negotiations, 
to obtain a greater transfer of knowledge and technology in order to 
develop an economy of learning and innovation.

Finally, Mexico must establish a new fiscal regime that promotes a 
new model of fiscal competitiveness, and especially, must create a model 
of specialization and guidance in terms of productivity, hand in hand 
with a clear and defined industrial policy that will enable the country to 
reach a level of global competitiveness that can eventually lead it from a 
manufacturing model to a mentefactura (mindfacture) model. For this, 
it is imperative that the Mexican public infrastructure be encouraged, 
promoted, and developed. 

Given China’s new role as an important exporter of capital, Mexico 
needs to develop a relationship with that country that attracts productive 
investment in Mexico. This should be done in such a way that the pres-
ence of China in Mexico benefits both countries, instead of just subtract-
ing from Mexico as has happened under the current model. 

The Role of Trade with China in Mexico’s Renegotiation of nafta
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The New Digital Relationship 
between Mexico and China

José Ignacio Martínez Cortés
María del Carmen González Velázquez

The digital economy is a global phenomenon, in which the nations with 
greater industrialization have invested the most. Industrialized econo-
mies have a strong tendency to become knowledge-based economies.

Advances and technological innovations have given rise to the con-
cept of Industry 4.0 or the fourth industrial revolution, characterized  
by uniting the production of high technological added value with man-
ufacturing techniques based on knowledge. The new manufacturing  
techniques make it possible to manage information in order to reduce 
costs and labor as well as to develop products that provide greater com-
petitiveness in the market. The 4.0 industry brings together organizations 
based on value chains through the Internet of Things, the Internet of 
Services, and cyber-physical systems. 

Mexican industry can obtain great benefits, mainly in terms of cost 
and time savings, by automating; but the other side of the coin is the po-
tential loss of jobs. The economically active population average in 2017 
was 96.59 percent, of which 16.60 percent work in the manufacturing 
sector. In Mexico, 52  percent of manufacturing jobs are at risk of be- 
ing replaced by machines, so training is needed on new technologies. 
Mexico has the seventh most youthful population in the world. A key issue 
on international agendas is to deepen the liberalization of the high tech- 
nology industry by means of economic competition and data protection. 
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Therefore, the digital economy and telecommunications stand out 
among the issues addressed in recent naf ta negotiations between 
Mexico, the United States, and Canada. China is another country that is 
increasingly immersed in the knowledge society through the develop-
ment of high technology.

The digital economy will undoubtedly cause a relocation of produc-
tion, not from one place to another but from mechanical to digital pro-
cesses, and that is the key to drive the new commercial, technological, 
and manufacturing relationship between Mexico and China. 

Technological value  added production in China  
and Mexico

China has made significant efforts to transform its manufacturing struc-
ture to prioritize products with high added value. This transformation 
has been achieved based on policies and regulations that promote devel-
opment guided by a new vision, in which innovation plays a leading role.

The institutional framework for this new vision is based on the Chi-
nese economic reforms of 1978, and the Four Great Modernizations 
approach, which included the development of science and technology. 
China’s sixth five-year plan (1980-1985) began to lay the foundations 
for the construction of a scientific/technological system, and subsequent 
plans provided guidelines for the development of an innovation system.

In addition to the five-year term plans, which specify the main na-
tional objectives, the government of China implemented regulations 
aimed at strengthening the innovation system, such as the 863 Program, 
the Spark Plan, the Torch Program, the 211 Program, and the State Plan 
for Medium and Long-Term Scientific and Technological Development 
(2006-2020).

Although China has established many institutions to promote this 
innovation-based vision of development, the central government con-
siders the Made in China 2025 initiative as key to achieving the com-
plete transformation of the production structure in the 21st century. 
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This initiative aims to “increase the quality of production through the 
application of new standards, automation and smart technologies, while 
emphasizing sustainable production” (Gómez Pérez-Cuadrado 2016:4). 

To these ends, China has promoted the development of small, me-
dium, and large companies as well as investment in higher education and 
research and development.

Mexico has adopted similar goals, especially in the following national 
initiatives:

1.	 The National Development Plan for 2013-2018 includes the 
objective of making science, technology, and innovation the pil-
lars of sustainable economic development and social progress 
(Presidencia de la República, Objective 3.5).

2.	 The 2014-2018 Special Program for Science, Technology and 
Innovation has as its main purpose “to ensure that Mexican soci-
ety appropriates scientific and technological knowledge and uses  
it to be more innovative and productive” (conac y t, 2014) and 
to invest in strategic areas to increase scientific and technological 
production.

However, these efforts to promote the development of science and tech-
nology have been weak. Although they aim to promote higher education, 
the construction of innovation infrastructure, and the strengthening of 
human capital, no more specific regulations have been established to 
accomplish those objectives.

In terms of exports, one of the fundamental bases of its economy, 
Mexico is a leader in Latin America, along with Brazil, which has in-
creased its exports of high-technology products, particularly telecom-
munications exports (Figure 1). However, without specific strategies 
and regulations to promote science, technology, and innovation, trade 
in high-tech products is limited. In fact, Mexico has a trade deficit in 
these products.

The New Digital Relationship between Mexico and China
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Figure 1. Mexico’s telecommunications exports (in us$millions)

Data source: World Trade Organization (2016).

Mexico’s high-tech exports are well below those of China (Figure 2). 
While Mexico’s exports grew 57 percent from 2001 to 2016, China’s 
increased 904 percent, as a result of its policies and regulations promot-
ing innovation, science, and technology.

Figure 2. China’s and Mexico’s exports of high-technology products 

(billions of dollars).

Data source: World Bank (2018).
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It is imperative for Mexico to take action to develop its scientific, tech- 
nological, and innovative capabilities. Under current conditions, Mexi-
co’s opportunities to increase bilateral trade with China in value-added 
products are limited, since China has more advanced development of 
these products against which Mexican production could not compete.

The digitalization of the Mexico-China relationship

If Mexico intends to digitalize its relationship with China, moving the 
focus from low- to high-end products, it must take steps to, first, opti- 
mize its national industry, and then boost its commercial relations 
abroad. As Gary Gereffy (2015:27) stated:

In order to benefit from participation in global industries, developing 
countries must have the capacity to sustain and scale their competitiveness 
over time, institutionalize trade in their national economic development 
programs and develop internal capacity. … The issue is not limited to the 
decision to participate or not in the world economy, but also to define  
how to do it profitably.

Mexico’s president-elect, Andrés Manuel López Obrador, whose six-
year term is set to begin in December 2018, must take good advantage 
of the closeness of the bilateral bond that Chinese President Xi Jinping 
has expressed in advance, so that at the end of Xi’s term, the relationship 
between the two countries is well consolidated. In this context, Mexico 
could follow a digitalization strategy with two channels –services and 
products– both offering high added value. 

In view of the lack of productive complementarity between Mexico 
and China, and considering the development of high-value services in 
China, Mexico’s best option in terms of services is to become a plat-
form for the export of high-value-added services (mainly telecommuni-
cations) by Chinese companies to Latin America. That is, through the 
establishment of bilateral regulations that promote export outsourcing, 
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Chinese high-value-added service companies could establish subsidiar-
ies in Mexico that cooperate with Mexican companies that are capable 
of carrying out export activities for these services. 

This would boost the bilateral relationship while helping to expand 
China’s services market; it would also generate internationalization  
and learning opportunities for Mexican companies.

In terms of products, Mexico’s main objective is to develop scientific/
technological production capacity. For this it will be necessary to negoti-
ate technological license agreements, in which the licensor transfers to 
the licensee the right to use the technology of which he owns the intel-
lectual property, as well as to manufacture, use and sell products related 
to that technology in an agreed manner during a specified period of time, 
and in a specified region. In other words, the licensor remains the owner 
of the rights related to that technology but has granted a right to use it. 
(wipo 2010)Through such agreements, Mexico could intensify the 
development of a national technology industry and create an environ-
ment conducive to the assimilation and adaptation of knowledge, which 
could eventually lead to the creation of new national brands. Exporting 
these products would also require a thorough search for appropriate 
distribution channels.

A path forward toward successful digitalization of Mexico’s foreign 
trade, in both products and services, is summarized in Figure 3. This will 
require changes in education, industrial, and investment policies, which 
should promote changes conducive to the construction of a new vision 
of development based on the promotion of scientific and technological 
capabilities and of innovation.
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Figure 3. Steps toward digitalization of the Mexico-China trade relationship
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