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Dancing on Quicksand
A Retrospective on NAFTA on the Eve of Its Replacement

B Y  J A M E S  M .  C Y P H E R  A N D  M A T E O  C R O S S A

ON NOVEMBER 30, 2018, THE PRESIDENTS OF THE NORTH AMERICAN 
nations signed the long-awaited new version of the North American Free Trade Agreement (NAFTA). 

Should the majority in the U.S. House of Representatives sign off on the treaty draft this year, it will 
become binding under its new appellation—the U.S.-Mexico-Canada Agreement (USMCA). 

To ensure that the USMCA treaty is not just a recommitment to a brutal trajectory that began decades 
ago, this is the moment to look back at what NAFTA wrought on both sides of the border. NAFTA facili-
tated the off-shoring of U.S. jobs to Mexico, making the corporate threat to relocate south of the border 
credible. Industrial growth in Mexico did not improve workers’ lives. NAFTA annihilated peasant agricul-
ture but did not offer these cultivators industrial employment within Mexico. Further, as neoliberal “free 
market” policies tied to NAFTA slowly took their full effect in the 1990s, millions of poor Mexicans were 
swept under by forces NAFTA induced and were driven to seek survival in the United States. Mexico’s 
forced migration, in turn, opened the floodgates, releasing a rising tide of nativist hatred for immigrants: 
U.S. workers faced with decades of wage stagnation found it easy to scapegoat defenseless, transplanted 
Mexican peasants now in their midst.

Mainstream economists concocted fantasy “free trade” models championing NAFTA. The largest 
U.S. corporations stepped-up and sold the deal to a craven U.S. Congress as chronicled in journalist 
John R. MacArthur’s book The Selling of “Free Trade:” NAFTA, Washington, and the Subversion of 
American Democracy. Sleight-of-hand illusions worked—nearly absent from this well-choreographed 
travesty was any recognition of what NAFTA would predictably accomplish: Plants and equipment 
were shifted to Mexico, at-risk manufacturing facilities in the United States closed, the Rustbelt 
region lost employment and its tax-base and social stability, industrial unions were crushed, and the 
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U.S. proletariat slid down into the precariat. 
NAFTA was private corporate policy masquer-
aded as “public policy.” Concerned people in the 
United States and Mexico now need to deeply 
focus on NAFTA’s consequences and redouble 
our efforts to form cross-border and cross- 
cultural coalitions to ensure that the USMCA 
arrangement does not create another bi-national 
socioeconomic disaster. 

Investment Not Trade 
NAFTA, signed in late 1993, was essentially an 
investment project for the United States, falsely 
portrayed as a “free” trade deal. By that point in 
time, U.S.-Mexico trade was mostly unrestricted: 
Tariffs were already very low in most areas. Long 
before, much of Mexico-U.S. business involving 
transnational corporations was arranged through 
the Border Industrialization Program initiated in 
1965, which eventually provided a template for 
NAFTA. This program, setting up the maquila-
dora industry in industrial parks inside Mexico in 
a strip along the 2,000-mile border, allowed for 
the virtually tax-free movement of components 
and parts from the United States into Mexico and 
then free passage of the assembled manufactured 
products produced with these parts back into the 
United States. U.S.-made machinery and equip-
ment could be moved into the border’s turn-key 
assembly plants without the barriers that applied 
throughout the rest of Mexico when “develop-
mentalist” governments had sought promotion of 
national industrialization while restricting foreign 
capital. Shantytowns mushroomed as poor 
Mexicans migrated to the border cities to work in 
cheap-labor assembly, especially Juárez. 

What the United States wanted was not more 
trade, but the end to Mexico’s nationalist invest-
ment laws that had restricted where and how 
U.S. transnational companies could own plants 
beyond the border region. U.S. companies seek-
ing access to Mexico were either limited to being 
minority partners or prohibited from entering 
“strategic” sectors—including oil, mining, elec-
trical power, and many areas of manufacturing. 
But by the end of 1993, excluding oil, virtually 
all of Mexico was “open for business”—U.S. 
business. NAFTA created a controlled invest-
ment zone—a counterweight to a rising Japan 
and a consolidating European Common Market 
at a time when U.S. policymakers were alarmed 

by the strength of its international competitors 
and fearful that the United States had become a 
nation in decline. All this had nothing to do with 
the Orwellian insistence on “Free Trade”—as if 
David Ricardo, the early-19th-century patron 
saint of unrestricted international trade, had 
been resurrected for the occasion. All “well-
trained” economists agreed—NAFTA was a 
“win-win” deal for Mexico and the United States. 
Losers there would be, of course. But magical 
thinking coursed through the economics profes-
sion as mainstream economists extolled the deal: 
They pompously intoned that the losers would 
be “compensated” by the winners—how this 
would happen they cared not to explain. 

NAFTA caused a cascade of U.S. foreign direct 
investment to flow into Mexico. Production in 
mostly U.S.-owned plants ramped up and, of 
course, this production was exported overwhelm-
ingly to the United States. So, yes, under NAFTA 
“trade” increased, but the causality was, first for-
eign investment and only later greater trade. This 
has always been important to understand. Clueless, 
trade economists stated that the main beneficiaries 
would be consumers. Consumers did get some 
lower prices here and there, but U.S. corporate 
monopoly power held price competition down and 
generally kept prices up as they skipped off to new 
production sites in the interior of Mexico, now 
assured that Mexico’s national sovereignty had 
been abridged, U.S. industrial sway extended. As 
for Mexican consumers, they found that millions 
of tiny retail stores—the ubiquitous, family-run 
neighborhood abarrotes and tienditas—had been 
swept away as Walmart took over. Jumping into 
Mexico as the NAFTA agreement approached 
finalization and forming an alliance with one of 
the oligarchic families, this company had, by 2018, 
come to dominate the retail grocery market, along 
with a heavy national presence in the purchases of ››
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appropriate (and safely export) vast amounts of the 
new economic activity originally put into motion 
by NAFTA. For example, one study of capital 
flight by former International Monetary Fund 
economist Dev Kar—which was restricted to non-
cash transfers as arranged by business organizations 
(including financial intermediaries and transna-
tional corporations) and Mexico’s oligarchs—
found that before NAFTA capital flight stood at 
4.5% of GDP per year. In the 17 years after 
NAFTA capital flight averaged 6.3% of GDP. This 
study attributed much of the post-NAFTA flight 
activity to a rise in transfer pricing—a standard 
scheme used by transnational corporations to 
evade taxation in the country where they operate. 
The trick is to move these funds, by over-invoicing 
their expenses, to tax havens such as Panama City. 
A part of this study (authored by economist Sarah 
Freitas) discovered that NAFTA provoked a huge 
increase in transfer pricing—in sum, a remarkable 
$541 billion was shifted out of Mexico by transna-
tional corporations between 1994 and 2010. 
Meanwhile, foreign direct investment averaged 
between 2-3% of GDP, 2000-2010. Thus, it is 
clear that capital flight outflows in an “average” 
year have always been much higher than foreign 
investment inflows. 

The Cheap-Labor Export Economy 
There was one price that was left out of the “free 
trade” account: this was the labor-cost advantage 

N A F T A  R E T R O S P E C T I V E

all clothing and household goods. Ironically, while 
destroying the livelihoods of uncounted poor 
Mexicans who once subsisted as small-scale retail-
ers, Walmart is now the nation’s number-one 
employer and the second-largest private firm. But 
it ships its profits to the United States. Its massive 
imports of consumer products made in China have 
ruined a range of Mexico’s simple manufacturers, 
including clothing manufacturers, leading to dein-
dustrialization and widespread unemployment. 

When analyzing the inflow of direct invest-
ment, the most important factor to keep in mind is 
net investment. How much comes in, how much 
goes out? This point was overwhelmingly ignored 
by the champions of NAFTA. In fact, to the degree 
that capital flight from Mexico can be tracked, 
there is good reason to conclude that what flows in 
over the border, moving south, is largely matched 
by outflows as the Mexican oligarchy finds ways to 

Oil and NAFTA: A History

Mexico’s relationship with the United States has been forever fraught. Taking control of Mexico’s resources by hook 
or by crook has long been the nature of the game. From 1810 to late 1821 Mexico battled for its independence 

from Spain. When the United States sent its first ambassador to Mexico in 1825 he sought to buy Texas, California, New 
Mexico, and portions of what are now two border states (Coahuila and Sonora). He repeated this offer in 1827 and 
1829. Meanwhile, Anglo settlers were given permission to locate in Texas in 1821—with their residency conditioned on 
their willingness to swear allegiance to the new government. Eventually Mexico banned new settlements in 1830 in 
opposition to the spread of the U.S. slavocracy. In 1835 the settlers declared their independence. War ensued. The 
Republic of Texas was declared in 1836 and then incorporated into the United States in 1845. Unsated, the United 
States commenced a war on Mexico to seize territory that was its “manifest destiny” months after gaining Texas.

From Sea to Shining Sea: The U.S. Seizes One-Half of Mexico 
The acronym for NAFTA’s successor, USMCA, should not to be confused with that of the U.S. Marine Corp (USMC). But for any-
one with a historical memory of Mexico, the abbreviation tends to evoke its bitter past of invasion and annexation: With the 
Mexican-American War underway, in 1847 the Marines orchestrated their largest amphibious landing of the 19th century, on 
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to Mexico-based manufacturing—a probable 
drop of roughly 80–90% in labor costs per worker 
compared to those in the United States and 
Canada. Conventional economic theory pre-
dicted that Mexican wages would inevitably rise 
as NAFTA produced an expansion in Mexico—
this would fulfill the “convergence” prophecy of 
orthodox economics. Convergence did occur—
downward convergence, with U.S. wages stagnat-
ing and sometimes falling, as millions of U.S. 
manufacturing jobs were shifted to Mexico. The 
most conservative estimate of these job losses has 
been compiled by the U.S. Labor Department, 
which certifies Trade Adjustment Assistance to 
workers, but only if they can demonstrate that 
NAFTA directly caused their unemployment. By 
2017, some 930,000 workers were certified to 
have lost employment due to NAFTA. This is a 
low estimate of the direct unemployment effect 
because many workers will not be able to prove 
that it was NAFTA that put them out into the 
street. These certified workers were generally 
well-paid—thus they once indirectly supported 
many other workers through their downstream 
spending. Calculating the direct and indirect 
unemployment effects when a U.S. factory shuts 
and moves to Mexico is achieved via a jobs “mul-
tiplier” number. Numerous state-level studies of 
such multipliers suggest that one should multiply 
the direct job losses by 2.28. Therefore, at a mini-
mum, NAFTA policies caused 2.2 million job 

losses for U.S. workers between 1994 and 2017. 
The process continued apace in 2018. 

Meanwhile, with NAFTA, Mexican wages fell 
slightly, stagnated, or barely moved upward (the 
latter only in capital-heavy export industries, such 
as autos, electronics, and appliances). Mexico 
would be the greater beneficiary of the deal, 
according to the prevailing theories of “free 
trader” economists who argued that the smaller 
country in any trade agreement would receive 
greater proportional benefit. Comfortable in their 
narrow world of trade theories, they were igno-
rant of the mass of research showing that in “labor 
surplus” economies, such as Mexico, any increase ››

their way to capture Chapultepec Castle, in the heart of Mexico City. The defeat of Mexico City, the seat of government, was 
the last battle of the war. Hence, the Marine Corp’s “hymn” verse championing its bravado “From the halls of Montezuma.” 
When the dust settled the United States had annexed one-half of Mexico.

Oil Politics, U.S. Marines, Revolution 
The USMCA acronym also brings to mind—not of course in the amnesiac United States—the subsequent Marine inva-
sion in 1914: In the middle of the long Mexican Revolution President Huerta (1913–1914) sought greater government 
revenue from the nascent oil industry—overwhelmingly U.S. dominated—through a significant increase in the tax on 
crude production. It rested at merely 6/10ths of 1%, as set in 1911. Huerta’s advisors urged the idea of forming a nation-
al oil company and expropriating foreign oil interests in late 1913. U.S. oil companies refused to pay the new oil tax, 
deeply alarmed by the specter of expropriation: In a flash the Marine’s invaded the “oil coast” and Huerta was pushed 
out by early 1914. Shipping vast quantities of arms to Huerta’s opposition, General Carranza, while sending in the USMC 
to thwart any challenge to U.S. oil interests, was the winning combination for the foreign oil companies. Petroleum pro-
duction then soared right through the remaining years of the Mexican Revolution, rising from 35 million barrels per 
year in 1914 to 180 million in 1920. At that point, Mexico was the world’s second largest oil producer—although 
Mexicans owned nothing of the industry. U.S. companies controlled 73% of production. Once in power, Carranza 

O I L  A N D  N A F T A

››
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in demand for labor would generally have a null 
effect on the wage rate. 

By one measure, the idea that Mexico would 
benefit once seemed a credible claim: for a brief 
moment before intractable stagnation took hold, 
Mexico’s export sector boomed—exports grew at 
an annual rate of 11% from 1993 to 2006. Mexico 
went from being an oil-exporting powerhouse in 
the early 1980s to a manufacturing hub. In 1982, 
oil accounted for almost 80% of exports. By 1998, 
manufactured products, assembled in Mexico by 

combining cheap labor with imported compo-
nents and technology, constituted 90% of exports. 
In 1983 foreign trade (exports + imports) as a share 
of GDP was 27%; it had more than doubled to 
60% by 2005. 

For a brief moment after the devastating eco-
nomic crisis of 1995, it appeared that Mexico’s new 
role was powerful enough to pull the entire econ-
omy ahead—GDP growth from 1996 to 2000 at 
an annual rate of 5.5% was impressive. But 

N A F T A  R E T R O S P E C T I V E thereafter, nada. From 2001 to 2018, growth per 
year was an anemic 1.9% according to the 
Economic Commission for Latin America. Overall, 
from 1994 through 2018 (including the “miracle” 
years of strong growth in GDP) real per capita 
income rose only 0.3% per year. During this 
period, snail-paced growth depended inordinately 
on huge injections of remittances. Dirt-poor 
Mexicans in the United States became crucial in 
maintaining the status quo by sending funds to 
their even poorer relatives in Mexico: an estimated 
$33 billion was remitted in 2018, the second larg-
est net source of foreign exchange earnings, 
although far behind the first-ranked auto sector. 

Meanwhile, the NAFTA agreement carefully side-
stepped the control that the Mexican elite exercised 
over labor conditions: Unions had become silent 
partners of the oligarchs through the institutionaliza-
tion of “protection” contracts which were legally 
binding labor accords written by business interests 
preventing labor from improving working condi-
tions. Corporatist labor structures that subordinated 
labor independence to the state—which worked 
hand in glove with big capital—had long curbed the 
Mexican industrial working class. This tendency grew 
worse as neoliberal policies deepened from 1987 
onward, particularly under President Salinas. 
President Fox (2000–2006) candidly and succinctly 
summed up the neoliberal arrangement shortly after 
taking power: “My government is composed of busi-
nessmen; it works through them and for them.” 

As a result, although overall GDP real growth 
has barely exceeded 2% throughout the long 

sought to curb foreign oil interests, to little effect. From 1910 to 1921 the Mexican explosion of “black gold” accounted 
for 40% of the world’s increase in oil output. 

NAFTA Means Gasoline: Mexico’s Zig-Zag Oil Policy 
The acronym “NAFTA” translates into “gasoline” in Spanish: When the United States began negotiating with Mexico in 
1990 to form the NAFTA agreement, the number one objective of the United States was to have unrestricted access to 
Mexico’s sizeable oil industry. That, however, never came to pass. The biggest reason was that President Cárdenas 
(1934-1940) had, in 1938, finally nationalized the oil industry after Mexico suffered the contemptuous, tax avoiding an-
tics of the (mostly U.S.) oil giants for decades.
 During the prolonged NAFTA negotiations the neoliberal government of President Carlos Salinas (1988-1994) had, 
in principle, no objection to handing over Mexico’s oil industry to the mostly Houston-based oil moguls. But, his gov-
ernment—in an all-out push to restructure Mexico under NAFTA—needed to maintain a shred of legitimacy: It lacked 
the political capacity to give Mexico’s oil industry “back” to the United States. Later, however, successive neoliberal gov-
ernments ran out of public assets to plunder—only the nationalized energy sector was left. Texas’ oil corporations 

O I L  A N D  N A F T A

The data available on income, including workers’ 

income, confirm the national economic policy 

pursued by Mexico’s elite since at least 1990: low 

wages, now below those of China, constitute 

Mexico’s “comparative advantage.” 
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neoliberal period, wage growth has lagged far 
behind. From 1997 to 2018, average real wage 
growth in the formal sector (workers covered by 
labor laws) was only 1.3% per year. The distribu-
tion of income of the formal sector workers is 
extremely unequal: here average annual income 
in 2016 was an estimated $6,360 per year. A 
small number of better-paid workers in the sta-
tistical distribution pulled up the “average” sal-
ary. But the mid-point income (or the median 
income)—the true “representative” salary—was 
significantly lower. 

Meanwhile, the majority of workers toil as street 
vendors (or in other activities unregulated by labor 
laws)—they operate outside the “formal” econ-
omy. For these informal sector workers there 
appears to be no reliable data on income growth 
over time. Mexico’s massive “labor surplus”—the 
millions who cannot find any sort of regular paid 
employment even at the 2018 minimum wage rate 
of $5 per day—is composed of these informal 
workers. They and their family members generally 
live below the basic poverty line—but, a very few 
of the informal sector operatives have found a 
niche and live better than a representative worker 
in the formal economy. In 1992, 53% of the popu-
lation lived below the poverty line; the same was 
true in 2016—the most recent year for which data 
are available. The median annual income in 2016 
for all individuals, working or not and including 
pensions, was $2,220.00, or just nine dollars more 
per year than when NAFTA went into effect in 
1994—a total increase of just 0.04%. 

Thus, the data available on income, including 
workers’ income, confirm the national economic 
policy pursued by Mexico’s elite since at least 1990: 
low wages, now below those of China, constitute 
Mexico’s “comparative advantage.” The economic 
model of export-at-all-costs absolutely depends on 
near-subsistence wages. Substantially improving 
wages would have meant abandoning the model 
and all the deep institutional changes that have 
occurred from the late 1980s up to the moment. 
Thus was forged the iron heel that NAFTA placed 
on the neck of Mexico’s working class. 

U.S. Agribusiness and Forced Migration 
As NAFTA went into full force in 1994, U.S. 
exports of cheap agricultural goods rose steadily. 

(ExxonMobil, Shell, Baker Hughes, ConocoPhillips, Marathon Oil, Phillips 66, etc.) got what they had long wanted only 
in 2014 when the most profitable activities of the national oil company, Pemex, were re-opened to private ownership.

Houston’s Dream: Privatizing Pemex
This dramatic shift into privatization arose due to a decades-long campaign of neoliberal distortions designed to dis-
parage and delegitimize Pemex.  It had survived the waves of privatizations that had swept Mexico since the 1980s 
but the company was crippled by the privatizers who imposed unprecedented federal taxes on oil sales, which the 
free-marketeers used to fund about one-third of the government. These taxes allow the oligarchs to avoid almost all 
taxes on their sumptuous lifestyles while “proving” that a state-owned company was an  inevitable “loser”:  A barrage 
of media stories left these onerous taxes out of their accounts of how Pemex lacked the revenue to make the neces-
sary re-investments to keep the petroleum sector viable.  For example, in 2012 more than one-third of all federal tax 
revenues were extracted from Pemex—a policy that forced the state-owned firm to go into debt in order to continue, 
now lacking revenue to adequately maintain its facilities.  Its growing debt was constantly mentioned by the market 
fundamentalists as a “good” reason to privatize what they claimed was a “bankrupt” company.  

O I L  A N D  N A F T A
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Mexico lost its self-sufficiency and became depen-
dent on U.S.-produced corn and beans—the main 
staples of the diet of the poor, the majority of 
Mexico’s population. Here could be found the 
“trade” component in the NAFTA agreement. U.S. 
agribusiness, heavily mechanized and subsidized by 
the U.S. government, could produce a broad range 
of staples, including rice and wheat, at a cost per 
ton that no Mexican peasant could match. This 
peasantry had once been well-organized politically 

and had produced for the home market with the 
aid of price supports and other measures, including 
strict limits on imported foodstuffs. But President 
Salinas rapidly overthrew most of the assistance 
that poor farmers had marshalled thanks to their 
own strengths as demonstrated during the Mexican 
Revolution. Salinas and his modernizers, viewing 
the peasantry as an inefficient obstacle, pursued 
with a vengeance a “free market” policy in land-
holding intended to destroy Mexico’s revolutionary 

N A F T A  R E T R O S P E C T I V E land reforms, while cutting almost completely the 
many arrangements that had supported small-scale 
subsistence agriculture. 

 NAFTA became a “safety valve” for Mexico—it 
worked to disappear poor Mexicans. By the mil-
lions, people from the countryside fled to the 
United States. And NAFTA created “blowback.” 
The United States had pursued, under President 
Clinton, a program to undercut the power of orga-
nized labor in the United States while handing a 
windfall (access to cheap, controlled, Mexican 
labor) to large corporations. But, the “deal” had 
unintended, but logical, consequences—the eco-
nomic attack on the peasantry left no other 
recourse than to flee the countryside, then go to 
the worst slums of Mexico’s largest cities, thereafter 
filtering into the border region to search for grind-
ing subsistence work in the maquiladoras, and, 
more likely than not, to jump the border and flow 
into the low-wage sector of the U.S. economy. 
Blowback meant that, by 2000, 9.2 million of 
Mexico’s citizenry had migrated to the United 
States—about 500,000 per year on average left 
Mexico after 1990, as neoliberalism created a “free 
market” dystopia for Mexico. 

Migration had been carefully excluded from the 
NAFTA agreement. It was never a negotiating 
point, neither side advocated for it, or sought it. As 
the blowback effect took hold in the United States, 
nativist objections quickly surfaced, sometimes in 
a veiled form, but often quite overtly. Proponents 
of NAFTA refused to take responsibility for the 
policies that undermined the Mexican countryside, 

For nearly all of the 120 million Mexican 

citizens, NAFTA created an “export-or-die” 

economic straightjacket based in the 

“comparative advantage” of cheap, disposable, 

quite often female, labor. 

Houston’s Nightmare: President López  Orbrador
Now that the long-sought neoliberal goal of privatizing Pemex has come to pass, events have taken an ironic turn: 
Mexico’s new president, who took office in December 2018, has spent his long political career as a defender of Pemex’s 
developmental role, even as he advocated for a thorough restructuring of the oil giant to expunge corrupt practices 
that have further enriched the oligarchy. Now, with state power in his hands, President López Obrador waited only two 
weeks to announce his administration’s National Plan for the Production of Hydrocarbons designed to push crude oil 
output up by 40%.  The Plan includes the construction of the first oil refinery in over 30 years:  Presently, Mexico im-
ports over one-half its gasoline due to chronic underinvestment in its refineries.  This has been a big profit source for 
the U.S. oil transnationals: In 2018, Texas alone exported 800,000 barrels a day of gasoline and diesel to Mexico. While 
reasserting the State’s role as the governing power over the use of the nation’s natural resources, his “rescue” plan will 
include provisions for some private-sector participation, and will not challenge the many lucrative oil-field leases 
gained by the transnationals since 2014—particularly deep-water drilling and production activities where Pemex lacks 
technical capacity.  But Pemex’s extraordinary federal taxes will drop precipitously in 2019; the President vows it will 
now have the resources needed to be viable.    —JMC and MC  

O I L  A N D  N A F T A
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forcing migration. Those opposed to the entry of 
these migrants refused to recognize that their pas-
sive or active support for “free enterprise” and “free 
trade”—that is their willingness to accept the busi-
ness ideology as projected by nearly all the institu-
tions of the United States—had disabled their crit-
ical faculties. Thus, the widely-disdained migrants 
in their midst were viewed as willing “intruders.” 
The most abysmal victims of the “free trade” deal 
confronted an acute dilemma: sub-subsistence in 
Mexico or the possibility of something better in 
the nearby, extremely hostile, United States. 

NAFTA II?
During the election period in 2016, Donald Trump 
campaigned on overturning NAFTA because the 
United States had a trade deficit with Mexico. By 
late 2018, NAFTA had been superseded by the 
USMC agreement. This forthcoming decision to 
ratify the USMC agreement is now viewed by many 
as the most important piece of legislation before the 
Congress. And it is complicated because if the legis-
lation goes forward under the 2015 Trade Promotion 
Authority (TPA) it cannot be amended by the 
Congress. They will approve or reject the USMC 
agreement on a majority vote in the upper and lower 
chambers. On the other hand, if the legislation now 
goes forward without TPA it could be amended and 
then approved, or finally abandoned. It is all but cer-
tain that as the Trump Administration, powerful 
business associations such as the Business 
Roundtable, the U.S. Chamber of Commerce, the 
National Manufacturers Association, the Farm 
Bureau Federation, and a host of Fortune 500 
Corporation push for ratification, some in Congress, 
including House Speaker Pelosi, will push back. 

Mexico has had 25 years to learn the ropes of 
NAFTA, which have tied it to dependency on the 
caprices of large U.S. corporations. NAFTA was the 
wedge that opened the way to an intensified era of 
heightened internationalization of production. It 
freed these corporations to expand into Mexico on 
their terms while assuring that labor had no cross-
border rights, or protections or facilities to organize 
on both sides of the border. For the Mexican elite, 
owners of a handful of giant conglomerates which 
specialize mostly in resource-based production (such 
as CEMEX, the second largest cement producer in 
the United States, and Bimbo, the largest baking 
company in the United States), NAFTA opened 
access to wider markets. Most importantly, for 

nearly all of the 120 million Mexican citizens, it cre-
ated an “export-or-die” economic straightjacket 
based in the “comparative advantage” of cheap, dis-
posable, quite often female, labor. It locked Mexico 
into enforcing “race-to-the-bottom” policies to 
ensure that the majority of the populace remained 
poor so that Mexican exports were competitive. The 
iron cage of NAFTA forced millions who had no 
place within its dismal structure to crowd into 
Mexico’s fetid slums and scrounge in the informal 
economy. For those millions who could not do so, 
forced migration to a culturally strange and often 
hostile land became imperative. 

Given that NAFTA is kaput, what is proposed 
in the new agreement and what will be its likely 
consequences for Mexico? In an article in the 
upcoming annual labor issue of Dollars & Sense, we 
will address this all-important issue—particularly 
as it will impact Mexico’s workers and its most 
important export sector, the auto industry. D&S
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Beyond the Myth and Through the Mexican Labyrinth
Labor under the “New NAFTA,” the U.S.-Mexico-Canada Agreement

B Y  J A M E S  M .  C Y P H E R  A N D  M A T E O  C R O S S A

P RESIDENT TRUMP HAS DECLARED THAT CONGRESSIONAL APPROVAL 
of the U.S.-Mexico-Canada Agreement (the USMCA), signed by the three governments in November 

2018, is his number one legislative priority for 2019. Full deployment of the legislative machine pushing for 
approval of the USMCA was put on hold until April 2019, in anticipation of a U.S. International Trade 
Commission (USITC) report on the economic impact of the agreement. The report, which was finally 
released in mid-April, asserted, predictably, that the USMCA would lower the trade deficit with Mexico, raise 
U.S. employment by creating 178,000 new jobs—including 76,000 in the auto sector in the next five years—
and raise the U.S. GDP by $68 billion. The Office of the US. Trade Representative—which is part of the 
executive office of the U.S. president—simultaneously issued their own glowing analysis (see the sidebar 
“Lies, Damn Lies, and Models” for details). This effectively fired off the starting gun in the high-stakes, cor-
porate-led negotiations intended to bring the USMCA across the finish line in the months to follow. 

But in the United States, the powers that be had already jumped the gun, forming two vast organizations 
intended to create a public upsurge of support for ratification of the USMCA—particularly in states that will 
benefit from the anticipated investment and employment effects from the redesign of NAFTA. Below we ana-
lyze this effort to “sell” the USMCA as well as the Mexican oligarchy’s role in fomenting the agreement. The 
crux of the new treaty entails a realignment of auto-sector production, particularly in Mexico, as well as fac-
ing the challenge that Asian and European auto plants based in Mexico pose to this sector. 

Peak Business Associations in the North 
“Peak” business associations—such as the U.S. Chamber of Commerce—play a major, often unnoted, role in 
shaping economic strategies; and at critical moments they use their vast organizational powers to shape national 
policies. Thus, to lead the charge in the frenzied race to ratification, the Pass USMCA Coalition (which was 
formed in February 2019 and has over 200 corporate members and numerous business associations, including 
the Business Roundtable and the American Petroleum Institute) has commenced an outsized public relations 
campaign to sell the new NAFTA to the U.S. Congress, the press, and the voting public. In March, the 
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all private sector investments in Mexico. Their 
wealth and socioeconomic power was significantly 
strengthened when NAFTA was implemented in 
1994 and they are dedicated to assuring that its 
replacement will further facilitate Mexico’s asym-
metrical economic integration with the United 
States. As a result, the CCE was the main force in 
Mexico giving shape to the economic policies 
intended to set the stage for USMCA. 

The U.S.-Mexico CEO Dialogue 
In this context it is important to take note of an 
extremely powerful cross-border summit of large cor-
porate interests—the U.S.-Mexico CEO Dialogue—
which promotes private-sector investment. Formed 
in 2013, this organization asserts that by uniting the 
forces of the U.S. Chamber of Commerce and those 
of the CCE it “has served as the primary private sec-
tor vehicle for input into the U.S.-Mexico High Level 
Economic Dialogue” through its biannual summit 

meetings. It functions under the auspices of the U.S.-
Mexico Economic Council (USMXECO), the fore-
most cross-border business advocacy organization 
designed to set policy priorities. As the positioning 
dance over the approval of the USMCA accelerated 
in Washington, D.C., the April 2019 meeting of the 
CEO Dialogue occurred in Mexico at the regal 
Hacienda San Diego Cutz, whose website calls it the 
“most spectacular hacienda in the Yucatán Peninsula.” 
The stunningly restored hacienda was built during 
the henequen boom in the 19th century when essen-
tially enslaved peons rapidly created some of the 
greatest fortunes of the era for the 50 “henequen 
kings” of the Yucatán. (Before the Mexican 
Revolution, henequen, a fibrous plant used to make 
rope, cordage, and twine became a major export for 
Mexico.) High profits led to monopolistic economic 
consolidation—from 1902 to 1915 the U.S.-based 
International Harvester Company controlled 90% of 
the global henequen market. 

coalition launched its first mass television campaign, 
spreading the message that the USMCA is “a win for 
workers” into millions of otherwise uninformed 
households. Also in March, the Republican Party 
launched Trade Works for America, a self-described 
“grassroots” organization designed to finance a multi-
million dollar media blitz on the voting public, 
employees in affected industries, and the U.S. 
Congress—targeting several legislators by urging dis-
trict voters to call their Washington office. This effort 
will include a focus on right-wing senators who 
might otherwise bridle at some of the Agreement’s 
labor provisions—particularly for Mexican workers 
(as discussed below). In their first two weeks, Trade 
Works for America spurred voters to place 50,000 
phone calls and send emails targeting more than 24 
key Congressional districts. 

Framing a political and economic message is 
essential in any national debate. Trade Works for 
America and the Pass USMCA Coalition have now 
clearly framed their message; and these two groups, 
with nearly unlimited funds, have the advantage of 
being the “first movers” on the USMCA. So far, 
there has been almost no counter-narrative in 
broad circulation. Congressional representatives 
have had little to offer, the many Democratic Party 
candidates for the U.S. presidency in 2020 have 
stalled on the issue, and those who play inside 
baseball in Washington’s legislative games—includ-
ing unions and assorted NGOs—have been slow 
to hone a critical message.  

Peak Business Associations in the South
Mexico’s economic oligarchy constantly seeks, and 
normally maintains, the policy high ground by 
using its clout to back advantageous trade policies 
as it steers Mexico’s political class toward its own 
enrichment. This oligarchy works through several 
peak business organizations, the most important 
being the Business Coordinating Council, where a 
few billionaires (along with some CEOs) are per-
petually fine-tuning their national policy initia-
tives. It synchronizes and directs public policy ini-
tiatives for the six largest business associations in 
Mexico. The Council was formed in 1976 in oppo-
sition to the state-led policies of the Mexican gov-
ernment and set the stage for Mexico’s long, dark 
descent into neoliberalism beginning in the 1980s. 
Known in Mexico as the CCE, the firms repre-
sented in this Council employ an estimated 18 
million workers and account for roughly 60% of 

The crux of the “new NAFTA” entails a 
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Presiding over the meeting for the U.S. side was 
Department of Commerce Secretary Wilbur Ross. 
He is the billionaire vulture-capitalist whom President 
Trump chose as his number-one economic promoter 
of the “America First” doctrine. Ross served as the 
commander of the nationalist U.S. team of negotia-
tors who gave form to the USMCA. Joining Ross was 
the president and CEO of the U.S. Chamber of 
Commerce, Thomas J. Donohue. The U.S. Chamber 
of Commerce represents more than three million 
business members—it constitutes the largest corpo-
rate interest group in the United States. Donahue’s 
organization is the main force that assembled the Pass 
USMCA Coalition. Among the approximately two 
dozen CEOs in attendance, also representing the U.S. 
contingent was Larry Fink, CEO of the world’s big-
gest hedge fund, the $6 trillion BlackRock company.

On the Mexican side—illustrating the perpet-
ual asymmetry of power between the two nations—
the President of Mexico, Andrés Manuel López 
Obrador (known by the acronym “AMLO”) 
arrived with a vast political team that included 
most of his cabinet, as well as his Chief of Staff 
Alfonso Romo Garza. 

In an administration that is largely understood 
in the United States as being progressive, Garza’s 
presence signals the contradictory nature of 

AMLO’s leadership: an ag-biotech billionaire who 
also owns 60% of Mexico’s largest insurance com-
pany, he is related through marriage to the “old-
money” Monterrey dynasty of the Garza Sada fam-
ily. Garza stated, after López Obrador’s election in 
July 2018, that “Mexico needs to become a para-
dise for private investment.” He also proclaimed at 
another event that the private sector would be the 
“cornerstone” for a period of economic growth 
“unlike anything seen before.” 

The central focus of the meeting in the Yucatán 
was a presentation on the Council for the 
Promotion of Investment, Employment, and 
Economic Growth for the edification of the assem-
bled U.S. plutocrats. Created in February 2019, 
the Council will operate under the direction of 
Garza. Viewed by AMLO as a crucial institutional 
innovation that will harmonize the interests of the 
public, private, and “social” sectors (i.e., all entities 
that are not part of the public or  private sector, 
such as unions and collective farmers, or ejidatrios). 
Garza has stated that the Council will double the 
rate of economic growth by attracting direct for-
eign investment, thereby raising the rate of national 
investment. (This has been the argument for 25 
years under NAFTA. Foreign investment did rise, 
but much of it arrived to buy out already existing 
Mexican firms. Meanwhile, the Mexican oligarchy 
was busy investing abroad. The continual outflow 

SELLING THE USMCA

Lies, Damn Lies, and Models

Often befuddled by mathematical arguments, Mark Twain remarked that “there are three kinds of lies: lies, damned 
lies, and statistics.”  These days he would likely use “models” instead of “statistics.” 

 Selling NAFTA to a skeptical U.S. electorate during the national debates that preoccupied Washington, D.C., prior to 
its passage in late 1993 was largely an exercise in pushing to the foreground the results of several “computable general 
equilibrium” models. Most often cited in the press was the formulation presented by Clyde Hufbauer and Jeffrey 
Schott—which predicted that complete implementation of NAFTA would, for Mexico, result in 609,000 new jobs, and 
an 8.7% increase in wages. They foresaw an era of “glowing prosperity”—the Mexican standard of living by 2023 would 
be equivalent to the standard achieved in the United States in 1988 (adjusted for inflation). 
 As we documented in part one of this article (see “Dancing on Quicksand: A Retrospective on NAFTA on the Eve of 
Its Replacement,” D&S, March/April 2019), NAFTA was essentially an investment agreement—not a trade agreement. 
Nonetheless, the many models used to sell NAFTA assumed little, or no, offshoring of U.S. plants to Mexico. Breaking 
with this approach, Hufbauer and Schott did anticipate surging investments into Mexico but concluded, nevertheless, 
that enhanced trade would mean that net U.S. employment would rise by 130,000, since the U.S. trade balance with 
Mexico would greatly improve as Mexico bought more U.S.-produced goods. None of these anticipated results material-
ized, although Mexican manufacturing jobs did grow (but by less than the drop in agricultural employment). 

U S M C A ,  T H E  “ N E W  N A F T A ”
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repeatedly proclaimed their support for the essen-
tially neoliberal USMCA. And, AMLO stated in 
early April that “Mexico is in favor of free trade”—
thereby seeming to ignore the economic straight-
jacket under which Mexico suffered under NAFTA 
(as documented in part one of this article, “Dancing 
on Quicksand: A Retrospective on NAFTA on the 
Eve of Its Replacement,” D&S, March/April 2019).

President López Obrador’s influential Foreign 
Relations Secretary, Marcelo Ebrard, noted that the 
USMCA would provide new opportunities for 
Mexico to grow within the secure barriers of the pow-
erful economic bloc that NAFTA created for the 
United States, Mexico, and Canada. Nonetheless, he 
stressed that Mexico would pursue an industrial pol-
icy—a national economic policy designed to stimu-
late dynamic transformations in selected key eco-
nomic sectors through subsidies, investment 

as Mexican corporations invested abroad was so 
strong that, in 2012 Mexico became—by a large 
margin—a net capital-exporting nation.)

Carlos Salazar Lomelín, the president of the 
CCE, represented Mexico’s CEOs at the meeting. 
Given that the announced purpose of the forum 
was to identify areas for investment and collabora-
tion between the United States and Mexico, the 
director of the CCE occupied the most important 
position possible with regard to the expansion of 
private sector activities in Mexico. 

Salazar Lomelín assumed leadership of the 
CCE in February 2019. Previously, he was the 
CEO of FEMSA—the second largest Mexican 
company—and he came to the CCE directly from 
the ultra-conservative employers’ association 
Coparmex, one of the six peak business organiza-
tions which comprise the CCE. 

AMLO: Yes to the USMCA,  
No to Neoliberalism, Yes to “Free” Trade?  
In March, López Obrador stated that with Mexico 
under his new authority “neoliberalism has been 
left behind.” As he then promoted his National 
Plan for Economic Development, it appeared that 
Mexico was poised to pivot 180 degrees away  
from the pro-globalization, anti-labor, market- 
fundamentalist policies that reigned supreme since 
1988. However, he and his cabinet members have 

Since NAFTA, the Mexican oligarchy was busy 

investing abroad. The continual outflow as 

Mexican corporations invested abroad was so 

strong that, in 2012 Mexico became—by a large 

margin—a net capital-exporting nation.

The International Trade Commission’s Technocratic Model
Now, in a “déjà vu all over again” scenario, U.S. promotion of the USMCA has turned on many of the same “general 
equilibrium” modeling techniques that were used in the early 1990s to predict a rosy future for NAFTA. The much 
awaited “fact-finding” report that was published by the International Trade Commission (ITC) in April concluded 
that the USMCA would improve the U.S. trade balance with Mexico, raise the U.S. GDP modestly over six years, and 
create 176,000 new jobs in the United States. The ITC report avoided, to some degree, the restrictive parameters 
used in the models of the 1990s, but some inaccurate assumptions remained—including the claim that no unem-
ployment existed in the three nations. However, unlike earlier models, the ITC dropped the fantasy that “perfectly 
mobile” workers could shift from one job to another (i.e., a 60-year-old welder could become a data-entry techni-
cian) without any cost. By doing so the number of estimated jobs created by the USMCA was lower than earlier 
models predicted. 
 Bringing more auto production into the United States (see the main article for more on these provisions) would, 
according to the ITC, raise manufacturing wages by 0.5% in six years. But, 71% of the predicted increase in employment 
would occur in the low-wage service sector where compensation would rise insignificantly (0.23%). The agreement 
would favor U.S. exports to Mexico which—led by manufacturing—would grow nearly twice as fast as imports from 
Mexico (6.7% vs. 3.8%). Investment in the auto-parts sector would rise by about $4 billion, bringing formerly off-shored 
jobs back to the United States (“re-shoring”), thus creating 28,000 new jobs (but this estimate assumes that only en-
gines and transmissions are re-shored because the ITC did not have data on the other components). 

S E L L I N G  T H E  U S M C A
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promotion, and public policies—in an attempt to 
rejuvenate the decrepit internal market through a 
program to promote “human capital” and cutting 
edge technologies. Ebrard failed to note that as early 
as November 1987 Mexico had agreed to forego all 
forms of industrial policy (while the United States 
continues to promote leading sectors of its economy 
through the sub-rosa industrial policies it had long 
pursued, especially through the Pentagon’s Defense 
Advanced Research Projects Administration) when 
Mexico agreed to the U.S.-Mexico Bilateral 
Agreement on Trade and Investment. Meanwhile, 
echoing Ebrard’s advocacy of industrial policy to 
some extent, López Obrador made it clear that 
Mexico would preserve its national sovereignty over 
the energy sector even as foreign firms would have 
limited participation in the long-contested oil sector. 

Labor Law Changes for the USMCA
With AMLO and his cabinet declaring that they 
are fully behind the ratification of the USMCA, 
one matter of considerable weight remains to be 
resolved: the United States has called for the end of 
“protection” labor contracts which—for roughly 
three-quarters (some estimate 90%) of the union-
ized Mexican labor force—bind workers to an 
agreement determined by captive union adminis-
trators who collude with their employers. Workers 

under such contracts frequently do not know that 
they are actually in a union. Union leaders who 
administer these company-union contracts that 
protect the power of the employer to suppress wages 
and avoid strikes are understood to receive large 
side-payments—allowing them to amass personal 
fortunes. When new plants open it is frequently 
the case that a company union has already signed a 
contract with the boss before any workers are hired. 
Under the USMCA such contracts will be illegal, 
while workers will have the right to a secret ballot 
to elect truly independent union leaders. This is an 
attractive idea for many in the U.S. Congress—but 
these political leaders have insisted that the pro-
posed sweeping change in collective bargaining 
contracts must be backed by enforcement. Mexico’s 
chief negotiator for the USMCA, Jesús Seade, 
managed in April to push through the Mexican 
Senate the revisions in Mexico’s labor laws to now 
enshrine free elections, secret ballots and majority 
approval of any collective bargaining agreement. 
Thus far, however, no details have been presented 
as to how enforcement of these new labor law pro-
visions will be institutionalized. If Seade can pres-
ent a reasonable set of enforceable new labor law 
amendments to the U.S. Congress, much of the 
hesitancy within the Congress for ratification of 
the USMCA will fall away. 

The move to obliterate the “protection” contract 
racket is part of a larger package that will eliminate 

U S M C A ,  T H E  “ N E W  N A F T A ”

The U.S. Trade Representative’s Report on the Auto Sector 
Being part of the executive branch of government, the U.S. Trade Representative’s office is not bound by the same tech-
nocratic standards that constrain the ITC. For example, the Trade Representative’s office freely advocates the aggressive 
“America First” objectives of the Trump Administration. As such, on the same day that the ITC released its very dense 
report, the Trade Representative’s office issued a short document designed to show that the USMCA would have larger 
positive effects than those anticipated by the ITC. Specifically, its report dispensed with the idea that the re-shoring of 
auto production would not lead to significant U.S.-based investments. They raised the re-shoring investment number in 
auto production nearly nine-fold over that of the ITC, to $34 billion. And, with so much more investment in auto parts 
production, they increased the number of jobs created in the sector by nearly three-fold to 78,000 jobs. Moreover, ac-
cording to their report, auto parts sales in the United States would rise by $23 billion annually within five years. 
 Trump’s top negotiators on trade, Wilbur Ross, Peter Navarro, and the U.S. Trade Representative Robert Lighthizer 
are stalwart advocates of economic nationalism and are not bound by the arcane abstractions of the “general equilib-
rium” model. Instead of using such a cumbersome device, the U.S. Trade Representative’s office based their upbeat esti-
mates on industry interviews and the “credible compliance plan” of each automaker to arrive at their numbers—all of-
fered on a “business confidential basis”—and public announcements by auto parts firms. The Trade Representative’s 
report raises the total U.S. employment effect of the USMCA by 50,000—for a total of 226,000. High-pay, high-benefit, 
auto-sector jobs would comprise 35% of the total.

S E L L I N G  T H E  U S M C A
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the tripartite labor conciliation councils (comprised 
of management, labor, and a government represen-
tative) which have historically been used to legally 
settle labor disputes in Mexico. Instead, the  
current plan is to institute a direct form of labor-
management arbitration, eliminating the state’s 
agency to mediate between capital and labor. Critics 
see this step as effectively increasing the power of 
capital over labor. The final step in the augmenta-
tion of Mexico’s labor law is to require that employ-
ers conform to a weak version of the International 
Labour Organization’s (ILO) labor standards. The 
ILO’s “Declaration on Rights at Work,” which 
would eliminate child labor and discrimination in 
the workplace, acknowledge “freedom of associa-
tion,” and impose occupational health and safety 
standards along with “acceptable conditions of work 
with respect to the minimum wage,” are all steps 
that AMLO’s government is anxious to make.  

Recently, retired Congressman Sandy Levin and 
labor analyst Harely Shaiken traveled to San Luis 
Potosí—part of Mexico’s north-south “Detroit 
Corridor” which begins at the border and runs 
almost to Mexico City. There, they noted the dif-
ference that independent unions will likely make 
by contrasting a Goodyear Tire plant where work-
ers are paid about $1.50 per hour under a “protec-
tion” contract with the nearby Continental Tire 
plant where independent union workers made $6 
per hour (with better benefits). 

How the employer’s confederation, Coparmex, 
will respond to this challenge remains to be seen. 
Their strategy will likely be to lure workers into not 
joining an independent union. Coparmex wants to 
checkmate the new labor law by deploying the resis-
tance of their 36,000 affiliated members who employ 
nearly five million workers, accounting for an esti-
mated 30% of the GDP. The employer’s federation 
may be able to extract some advantages from the new 

labor structure if the drive for independent unions 
results in the atomization of workers’ organizations. 
Presently every worker within a collective bargaining 
unit, regardless of status, faces the employer as one 
united force. Within the new structure it may be 
possible to divide workers along skill lines so that a 
given plant would operate under several contracts. It 
remains to be seen if the gains expected from the 
elimination of “protection” contracts will be partially 

The International Monetary Fund’s Estimate of the USMCA
Three IMF economists estimated the effects of the USMCA in an unheralded report in March that used a standard general 
equilibrium model with almost no refinements and was based on a series of totally ungrounded assumptions, including: 
that perfect competition reigns in the three countries; that shifts in production patterns are costless and fluid (i.e., “complete 
factor mobility” allows the 60-year-old welder to miraculously become a bookkeeper if need be); and that there would be no 
medium-term effects on cross-border investment or on productivity. The report declares that compliance with the new 
USMCA rules of origin requirement and labor provisions will reduce overall efficiency. Further, this model assumes that non-
USMCA foreign-owned plants will continue to operate in place in Mexico, and pay a 2.5% tariff to maintain their exports into 
the United States. Costs will go up because of this tariff. Additionally, as some production is re-shored into the United States, 
average auto production costs rise (and demand falls). Mexico-based producers lose 5% of their auto exports—lowering 
wages for Mexican workers. The volume of trade between the United States, Mexico, and Canada will decline by $4 billion, 
and the United States’ trade deficit will rise. Non-USMCA globalized sourcing in the auto sector will go up relative to USMCA 
production (because re-shoring of production will make average USMCA production relatively more expensive). 
 The IMF seems oblivious to the fact that the Trump Administration is unbounded by conventional economic diplomacy: 
If non-USMCA producers try to maintain their existing supply chains and global production networks, sidestepping the na-
tionalist intent of the USMCA by simply paying the 2.5% tariff, the U.S. Trade Representative’s office will call for much higher 
tariffs and/or barriers and quotas on these producers to assure implementation of  “America First” policies. 

S E L L I N G  T H E  U S M C A
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lost as employers find other ways to check the power 
of workers through atomization or other subterfuges 
which would impact labor law. 

The “Right to Invest”  
Is the Right to Pollute and Plunder  
It should be stressed that the USMC agreement will 
reduce the power of what is known as the Investor 
State Dispute Settlement (ISDS) provision of 
NAFTA. U.S. corporate interests viewed ISDS as the 
heart of NAFTA because it allowed them nearly free 
reign to invest in any area of Mexico’s economy under 
its “right to invest” clause. At that time, only Mexico’s 
nationally-owned oil and gas industry and its electri-
cal production and distribution entities were off-lim-
its. But that was swept away in 2014 when President 
Peña Nieto jammed through an energy-sector privati-
zation program. Under his program, Mexico could 
no longer take any action to prevent foreign-owned 
energy companies from controlling oil and gas assets 
or buying up the electrical systems, regardless of their 
behavior in violating safety or ecological standards. 

However, with the USMC agreement, the “right 
to invest” clause will be eliminated. Thus passage 
of the USMC agreement will enable Mexico to 
prevent U.S. and Canadian mining companies 
from buying up land and then engaging in envi-
ronmentally damaging practices. But this much 
needed restoration of national sovereignty over for-
eign investors will not be in effect in the energy sec-
tor. As Forbes magazine noted in 2018: “Mexico is 
now one of the best areas for new energy invest-
ment in the entire world, with an unmatched 

hundreds of billions of dollars in oil, gas, and 
power opportunities up for grabs.” For the nine 
U.S. energy companies that now have a presence in 
Mexico as a result of the 2014 Mexican privatiza-
tion bill, the Trump Administration created a big 
loophole. These energy giants will essentially retain 
the “right to invest” clause and other measures 
designed to force Mexico to relinquish its national 
sovereignty. Thus, Forbes continued by noting that 
U.S. companies were “salivating” at Mexico’s open 
door: “Ultimately, ISDS [now applying only to the 
energy sector] will help [the United States] ensure 
that Mexico doesn’t descend into another 
Venezuela, which not long ago nationalized many 
U.S. and U.S.-allied energy assets and awarded 
project stakes to Russian and Chinese companies.”

The Mexican Auto Sector— 
NAFTA’s Greatest Conquest  
The USMC agreement will significantly restruc-
ture the economic bloc that the United States 
formed in the early 1990s. At that point in time, 
many of the emerging forms of an intensified inter-
national rivalry based in new technologies of indus-
trial organization were only hazily understood by 
key negotiators. Under NAFTA, the international-
ization of capital reached new heights, allowing for 
the cheap and fast movement of components and 
parts across vast distances. Nowhere has this 
“shrinking of space effect” been more apparent 
than in the global auto industry. When NAFTA 
was implemented, its greatest accomplishment was 
to massively shift important portions of the U.S. 
auto sector to Mexico. No other aspect of manu-
facturing came remotely close to the preeminence 
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 In an added, conditional calculation of the USMCA’s effects, the IMF focused on the large negative impacts of the tariffs 
on Mexican and Canadian steel and aluminum which the Trump administration imposed unilaterally in May 2018, citing “na-
tional security” as the reason. Mexico and Canada then responded with retaliatory import surtaxes. But in mid-May 2019, 
Mexico’s Economic Secretary and Canada’s Minister of Foreign Trade declared that, within weeks, new tariffs would be im-
posed on U.S. exports in further response to the punishing tariffs on steel and aluminum. Canada declared there could be no 
USMCA unless the steel and aluminum tariffs were eliminated. Within a matter of days, the tariffs were dropped, showing 
that nations can push back against Trump’s aggression on trade.  —JMC and MC
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of the auto sector: In 2017 Mexico built 3.6 mil-
lion automobiles, exporting 3.2 million, 83% of 
which went to the United States. Net exports 
(exports minus vehicles and parts imported) at 
$60.1 billion in 2017 made the auto sector the 
largest earner of foreign exchange, and in 2018 
employment in the auto sector reached a record 
840,000 workers. Even with their low wages, auto 
assembly workers were considered well paid com-
pared to the rest. But the largest portion of auto-
sector workers labored in Mexico’s vast and over-
whelmingly foreign-owned auto parts industry 
where they were paid a pittance for low-skill assem-
bly activities. 

During the time that NAFTA was in effect, pro-
duction networks, in general, shifted rapidly, pri-
oritizing intercontinental flows of intrafirm com-
ponents and parts. For example, worldwide auto 
parts exchanges (imports, exports, reimports, and 
re-exports) from 2000 to 2012 more than doubled 
to reach a level of approximately $3.5 trillion. The 
production process has become increasingly frag-
mented, with vertical integration disintegrating as 
outsourcing rose. One of the core activities embed-
ded in these newly emerged processes of interna-
tionalization is labor arbitrage—setting up diverse 
activities designed to maximize access to cheap 
labor. This has been a key structural feature of the 
revolution in the geographic siting of production 
locations, creating complex global value chains and 
supplier/subcontractor networks.  

Local Content and “America First”
All of these recent changes have conditioned the 
USMC agreement in terms of what are known as the 
“rules of origin” which determine the share of auto 
content produced within the North American bloc. 
Under the 1994 accord, 62.5% percent of produc-
tion was to take place in the North American region—
now, under the USMC agreement it will be 75%. At 
least 40% of all production will require a minimum-
wage payment of $16 per hour. The agreement may 
impose a requirement that 70% of aluminum, steel, 
and glass—the three primary inputs into auto pro-
duction—will have to come from the region. The 
importance of the new rules of origin will be enhanced 
by tariffs and barriers hindering imports from Europe 
and Asia. The U.S. nationalist objectives are driving 
the USMC agreement as part of a much broader stra-
tegic industrial and trade policy intended to subordi-
nate its international rivals.    

Twenty-five years ago Mexico was the low-
wage playground for the largest U.S. auto compa-
nies: Mexico forfeited its aspirations for national 
development and became a mere maquiladora 
supplier for an array of manufacturers. Yet, par-
ticularly as a result of the dramatic downturn in 
2008-2009, industrial capital from Japan, 
Germany, and Korea has poured through Mexico’s 
backdoor over the last 10 years, and China now 
threatens to invest in Mexico, too. Mexico’s 
national territory is now used by U.S. rivals who 
freely export their production into the United 
States under the NAFTA schema. Indeed, by 
2017 U.S. firms owned only a bit more than one-

third of the installed capacity (i.e., the value of 
existing auto plants) in Mexico’s sizeable auto sec-
tor. Before the 2008-2009 crisis Mexico was the 
locus for 10 auto assembly plants, half of which 
were owned by the Big Three—General Motors, 
Ford, and Chrysler. Since then, eight new assem-
bly plants have been built, only two of which are 
U.S.-owned; and only seven of the 18 auto assem-
bly plants in Mexico by the end of 2019 will be 
U.S.-owned.

A particular, and defining, aspect of the pro-
cess of displacing U.S. dominance in the auto 
industry has been the ability of rivals to thrive by 
supplying auto parts and components produced 
outside of the NAFTA region. The formulation 
that guided NAFTA—that U.S.-based firms (and 
some Canadian-based firms) would export auto 
parts, components, and modular assemblies that 
would then be inserted into automobiles in 
assembly plants in Mexico where labor costs were 
low and then imported back to the United States 
and Canada—has gone awry. There has been an 
explosive growth in imported auto parts and com-
ponents arriving from outside of North America 
in recent years. Compared to 1994, there has 
been a twenty-fold increase in non-North 
American auto imports, with an increase of 46% 
since 2008. 

One of the core activities embedded in these 

newly emerged processes of internationalization 

is labor arbitrage—setting up diverse activities 

designed to maximize access to cheap labor. 
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In 2017 approximately 35% of Mexico’s steel 
imports came from Japan and Korea and a more 
modest amount from Germany. In the same year 
Mexico imported $5.9 billion of aluminum, with 
data regarding suppliers incomplete. In 2017 
Mexico was the world’s ninth-largest importer of 
aluminum and the 12th-largest importer of steel. 
Thus, as a complement to a new strategy designed 
to reassert U.S. dominance in all stages of the auto 
industry, and to pressure Mexico to remove its wel-
come mat at its backdoor to Asia and Europe, the 
U.S. imposed large tariffs on steel and aluminum 
imported from Mexico in 2018.

The USMCA’s requirement that 40% of the 
content of all autos made in the North American 
bloc be made by workers making at least $16 per 
hour means that almost one-half of the car will 
have to be made in either the United States or 
Canada. This legislation is particularly aimed at 
Hyundai, KIA, Volkswagen, Mazda, and Toyota. 
These companies frequently assemble in Mexico 
with less than 10% of a vehicle’s value being com-
prised of parts, components, and labor originating 
in the United States. Most of these firms obtain 
their auto parts from their country of origin—
Korea, Japan, or Germany. 

Still, the largest share of Mexico’s auto parts 
industry is owned by U.S. giants such as Delphi. 
This company has plants throughout Mexico—it 
is one of the country’s largest employers, operating 
with 50,000 extremely low-paid workers. The 40% 
rule for “high wage” $16 per hour work (45% for 
pickup trucks) can be fulfilled by increasing the 
imported “core parts” components of the vehicles 
assembled in Mexico. For example, U.S.-based 
plants can produce and then export to Mexico 
more motors, transmissions, and chassis. In addi-
tion, 10% of the value of autos imported into the 
United States from Mexico can be from U.S.-sited 
research and development.    

Within the new structure taking form in North 
America, Mexico’s subordinated and dependent 
stature will not change; Mexicans will remain 
mired in the most labor intensive and poorest-
paid activities of the auto sector. At least, this is 
the case and the intention under the provisions 
that the U.S. government has negotiated and 
seeks to pursue in 2019 for the final passage of the 
USMC agreement.       

Already facing a sinking national economy and 
threats of debilitating capital flight from Mexico’s 
oligarchs, the progressive new president, López 
Orbrador, will have only six short years to re- 
channel deeply embedded social patterns and 
entrenched institutional structures that have 
encased NAFTA thus far. Whether his efforts will 
extend to remolding the giant Mexican auto sector, 
or whether his untested cadres have the capacity 
and will to do so, remains to be seen. D&S
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