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Executive Summary

During the conference given by Mr. Dennis E. Nixon, CEO of the International
Bank of Commerce on September 27, 2016 in the 23rd Annual Logistics &
Manufacturing Symposium with the theme of International Trade and Border
“Own the Message,” he reflects on the role of having a responsible attitude
towards all of the economic and political sectors of the City of Laredo, in order
to promote international trade, maintain leadership in the border region, and

make NAFTA a tool of economic development.

This important message makes us reflect on the fact that the fringe of comfort
that most of the business sector and policymakers have, comes from the
continuity of their activities in which they are commonly found and that in many
occasions lose the objectivity to create differentiation and maintain the levels of

regional competitiveness of a city like Laredo.

The outsourcing of a vision different from that of a city can be a very positive
economic tool. As part of this economic analysis, proposed is a new generation
of ideas, outside of the common regional interests that allow the adjustment of
specific work programs that are required to promote the economy and the

positioning of the city.

The World Organization of Cities and Logistics Platforms (WOCLP), proposes the
implementation of regional and border development objectives, trade corridors
and logistics platforms that allow Laredo to focus on intra-regional common

benefits and international trading blocks.

The decision of the authorities of the City of Laredo to commission an analysis
of NAFTA Negotiations and its local economic impact is an important step in

maintaining Laredo’s leadership role in international trade.
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During the last 23 years, the North American Free Trade Agreement has in a
general sense, supported the economic transformation of the three partner
countries and ultimately improved the welfare indexes of the respective

populations.

This global trade of 23 years has generated a significant flow of investments
among the partner nations, effectively tripling the value of trade to over $1 trillion

in 2016.

The competitiveness of the trade treaty has been strengthened by the great
capacity of the development of strategic infrastructure in ports, roads, and
railroad accesses, as well as in the modernization of the border system and in

the security of the systems related to the protection of merchandise handling.

Misplaced emphasis has been given to the extent of the United States trade
deficit with Mexico and Canada as a result of NAFTA; together both nations
represent only 10% of the total trade deficit of the United States. This is not a

problem for the U.S economy, compared to China’s total trade deficit of 46%.

The main topics of United States agenda for renegotiating NAFTA are the

following:

» Trade in Goods. The objective is improving the U.S. trade balance and

reducing the trade deficit with the NAFTA countries.

» Customs, Trade Facilitation, and Rules of Origin. The objective is
increasing transparency regarding all customs laws, regulations, and

procedures.
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» Trade in Services. The objective is securing commitments from NAFTA
countries to provide fair and open conditions for services trade, including

telecommunications and financial services.

» Investment. The objective is establishing rules that reduce or eliminate

barriers to U.S. investment in all sectors in the NAFTA countries.

» Intellectual Property. The objective is promoting adequate and effective

protection of intellectual property rights.

» Currency. The objective is ensuring that the NAFTA countries avoid
manipulating exchange rates in order to prevent effective balance of

payments adjustment or to gain an unfair competitive advantage.

> Energy. The objective is preserving and strengthening investment, market
access, and state-owned enterprise disciplines benefitting energy
production and transmission and supporting North American energy
security and independence, while promoting continuing energy market-

opening reforms.

» Anti-Corruption. The objective is securing provisions committing each

NAFTA party to prosecute government corruption.

» Trade Remedies. The objective is eliminating the Chapter 19 dispute
settlement mechanism and preserving the ability of the United States to
enforce rigorously its trade laws, including antidumping, countervailing

duty, and safeguarding norms.

» Environment. The objective is bringing the environmental provisions into

the core of the Agreement rather than as a side agreement.
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» Labor. The objective is integrating labor provisions into the core of the
Agreement rather than as a side agreement and requiring NAFTA countries
to adopt and maintain in addition to their laws and practices the
internationally recognized core labor standards as recognized in the

International Labor Organization (ILO) declaration.

This analysis further considers the impact of NAFTA in terms of who has won or
lost. Although the trade agreement has increased trade between the three
nations in a positive way, there are sectors of the respective economies that were

negatively affected.

Within free trade agreements, the countries know that there will always be

productive sectors that can benefit and others that cannot.

NAFTA for the United States has allowed the increase of supply chains of raw
materials that are necessary for the production sectors of Canada and Mexico.
The technology and capital goods that the United States produces have also
benefited. This shows that in Mexico, for example, in certain industrialized

products the U.S material component is of $0.40 cents for every dollar produced.

In general, there are no losers in this 23-year agreement. Actually, all three
countries have won, fundamentally reflected more so in Mexico because in 1994
it had an economy with a different economic asymmetry to that of the United

States and Canada, both industrialized nations of greater world power.

Also, to achieve a better understanding of how the renegotiation of NAFTA would
impact Laredo’s economy, we developed a series of conversations with various

local trade professionals to obtain their perspective.
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Trade professionals in Laredo commented that Laredo is known as the best

logistic city and therefore, it must continue to specialize in this.

As the largest inland port and the third largest customs district of the United
States with $283 billion dollars in trade in 2016, we recognize Laredo’s
importance as a trade corridor since it is geographically situated within the entire

NAFTA market.

Laredo is a city that cannot go unnoticed before the world, a city that must
continue to position itself commercially at an international level, and a city
strategically located on the U.S. Mexico border that must continue to take
advantage of being a principle international trade corridor in order to grow its

economy.

Every single person that was interviewed agrees that this renegotiation of NAFTA
will provide new opportunities for the entire service and trade sector of the City

of Laredo.

It should also be mentioned that in the Industrial Trends Report of Laredo! for
the second quarter of 2017, only 1.05% of the industrial inventory market is
available. Today Laredo has about 1 million square feet of warehousing under
construction, which indicates that there is confidence in the continued

investment in Laredo’s real estate market.

The opening of energy in Mexico is also mentioned, as it can greatly increase the
loading operations through Laredo; the business sector has to take advantage

when this occurs.

Y Industrial Trends Report. Laredo Q2 2017. Forum Commercial Real Estate.
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The IBC Bank document, the Reasons Why Laredo and Its Infrastructure Are
Critical 2, notes that jobs in Texas and the rest of the United States depend

heavily on trade with Mexico.

An important aspect of NAFTA renegotiation is to ensure that federal budgetary
allocations and/or systems be put in place that provide the necessary funding
in support of critical infrastructure and services that facilitate trade and the
movement of commerce, including but not limited to international bridge
improvements, highway/roadway construction and expansion, railway and
railway crossing enhancements, border station improvements and
environmental protections and safeguards. Current day infrastructure capacities
are strained and require renewal and/or enhancement to better meet existing

and future needs.

Conversely, cities, such as Laredo, that are located along the NAFTA trade
corridor, have long borne the responsibility of funding trade related
infrastructure improvements that not only impact the local economy but also
that of the state and nation. Changing the status quo is integral to not only
ensuring the expansion of NAFTA trade opportunities but also the economic

vitality of trade corridors and logistic centers of trade.

Finally, included as a recommendation are those areas in which the City of

Laredo may choose to focus its economic efforts centered on the idea that:
TRADE CORRIDORS SHOULD NOT BE ONLY LOAD CORRIDORS

Our recommendation is that the City of Laredo as an important center of

international trade services, generate greater integration, sustainability, and

2 Reasons Why Laredo and Its Infrastructure Are Critical. Gerald Schwebel, IBC Bank.
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social inclusion of trade operations, and be able to develop more concepts on fair

trade and fair logistics.

It is recommended that during the process of renegotiation of NAFTA, the City of
Laredo, in conjunction with the business sector, direct efforts in the preparation

of development of programs in:

Reverse Logistics

Logistic HUB (opening of energy sector in Mexico)
Trading Companies (Small and Medium-Size Enterprises)
Environmental Sustainability of the NAFTA Corridor

Fair Trade and Fair Logistics

YV V. .V V VYV V

Improvement of the Strategic Logistics Infrastructure

Through these programs, jobs will increase in the City of Laredo, new businesses
will be created, and regional and international trade activities will be

strengthened.
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NAFTA'’s perspective 23 years later

When we speak of free trade, we cannot dismiss the classic school of Adam
Smith, who thought that all countries could profit from trade through the
international division of labor, in which each country had to specialize in the
production and export of those products they produced relatively more
efficiently. In this way, countries would specialize in what was best produced and
import those goods that were the most inefficient and costly to produce. In this

manner, trade would be beneficial for both countries.3

Likewise, this trend of trade liberalization is mentioned by Robert Gilpin, stating
that, "free trade increases competition in domestic markets, and consequently
limits monopoly practices, lowers prices, increases consumer buying options, and

the efficiency of markets”™

In short, the North American Free Trade Agreement (NAFTA) signed by the United
States, Canada and Mexico has been an important instrument of economic and
commercial development of these three nations since its implementation on

January 1, 1994.

Here it is worth recalling the core values of the spirit that motivated the interest

of these nations and that carries the essence of the treaty.

The objectives outlined were as follows:

(1) Remove trade obstacles to commerce and facilitate the trilateral circulation
of goods and services between the territories of the countries.

3 Adam Smith, “Research on the Nature and Causes of the Wealth of Nations” 1776.
4 GILPIN, R. “Global Political Economy: understanding the international economic order”. Chapt. 8. Ed. Princeton
University Press, 2001.
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(2) Promote conditions of fair competition in the free trade zone.

(3) Substantially increase investment activities in the territories of the countries.

(4) Protect and enforce, adequately and effectively, the intellectual property rights

in the territory of each of the countries.

(S) Create effective procedures for the application and enforcement of this treaty,

for their joint administration and for the settlement of disputes.

(6) Establish guidelines for further trilateral, regional and multilateral

cooperation aimed at expanding and improving the benefits of this treaty.

Despite the lack of balance that Mexico’s economy showed regarding the other
powers of the treaty, NAFTA set out very clearly the objectives in the
harmonization of rules and economic integration that in this case gave Mexico
an important boost to its export sector and investments in the development of

strategic logistics infrastructure for transportation.

What we are interested in showing in this document, without having to delve into
controversies of different sectors, is that since 1994, the global trade of these
nations has tripled the value of trade to reach $1 trillion dollars by the end of

2016.

This important triparty trade relationship has been growing very positively,
where at the end of 2016, Canada is in second place and Mexico in third, as the
main trading partners of the United States, only surpassed by China.lt should
be noted in the specific case of Mexico that trade with its main partner, the
United States, has grown in the last 23 years by an average of 9.5% annually

from $100 billion in 1994 to $525 billion in 2016.5

5 NAFTA Facts & Figures. Secretary of Economy, Government of Mexico.
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Mexico, too, is one of the main buyers of U.S. goods: since the beginning of

NAFTA until 2016, Mexican imports had an annual average growth of 7.7%.

The following table reflects how trade with Mexico has evolved since NAFTA’s

inception:

U.S. Commerce with Mexico
Period 1994-2004-2014 / 2015-2016

350

294

USS BILLIONS

150

50
1994

2004

2014
2015
2016

Source: Own with ITC TRADEMAP DATA

O Exports M Imports

As you can see, there is a significant commercial exchange that denotes a
balance very close in the trade gap between the United States and Mexico from

1994 until 2016.

The important thing to note is that both countries have taken advantage of the
juncture of the Treaty of Free Trade to be more competitive in the international
market by integrating a greater value added to their final goods and improving

supply chains.
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For certain industrial and manufacturing sectors, it is estimated that for every
dollar that Mexico exports to the world, $0.40 cents represent raw materials that
come from the United States and $0.25 from Canada, reflecting NAFTA's trade

integration of the goods produced.®

By 2016, the largest exports of Mexican products to the United States are
concentrated in manufactured goods, most notably transportation equipment,
electronic products and computers, electrical equipment, household goods and

spare parts and non-electrical machinery.

Another of the main export products is related to the agricultural sector, which,
at the end of 2016, reached $9 billion dollars, mainly in fruits and vegetables.
These exports far exceeded sales of crude oil, which reached $6 billion in the

same year.

Consider the following table of the US-Mexico trade balance in the last three

years:

United States of America
Trade Balance with MeXxico

2014-2016
USS billions
Subject 2014 2015 2016
Exports S 240 | S 236 | S 231
Imports S 297 | S 299 | S 294
Global Trade S 5371 S 535 | S 525
Trade Balance S (57)]1 S (63)] S (63)

Source: Own with ITC TRADEMAP DATA

5 NAFTA Facts & Figures. Secretary of Economy, Government of Mexico.
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Although it is true that there is a deficit in the trade balance of the United States
with Mexico, this should not be a factor affecting the new renegotiation of NAFTA.
There are many economic factors that affect the global economy of the United
States and these factors make it have a negative economic balance. But these

are not factors that can be attributed to a free trade agreement like NAFTA.

Let's look at the trade balances of United States with Canada and Canada with

Mexico:
United States of America
Trade Balance with Canada
2014-2016
USS billions
Subject 2014 2015 2016
Exports S 312 | & 281 | S 266
Imports S 354 | s 302 s 283
Global Trade S 666 | S 583 ] S 549
Trade Balance S (42)] s (21)] S (17)
Source: Own with ITC TRADEMAP DATA
Canada
Trade Balance with IVlexico
2014-2016
USS billions
Subject 2014 2015 2016
Exports S 51 s 51 s 6
Imports S 261 S 241 S 25
Global Trade S 31 ] S 29 | S 31
Trade Balance S (21)] S (19)] S (19)

Source: Own with ITC TRADEMAP DATA
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As noted in the previous tables, the U.S. trade balance with both NAFTA

countries is negative; Mexico shows a surplus.

As mentioned above, the issue of deficit is something that MUST NOT be seen in
a linear way, clearly, when economies trade with each other, always one will have

at a given time a deficit or a surplus; this is the product of market forces.

Therefore, renegotiation of NAFTA on the part of the United States to include
reduction of the trade deficit, is perceived to be very political and illusory since

having a trade deficit does not necessarily imply a detriment to the economy.

The deficit as such reflects the natural trade relationship between nations.
China, for example, without having a Trade Agreement with the United States
was able to increase its trade surplus with the United States six times more than

Mexico.

This fact demonstrates that there are factors, other than trade agreements, that

account for most of the trade balances.

Let's take a look at the following table on the composition of the trade balance of

the United States for the year 2016:

United States of America
Global Trade Balance

2016
USS billions
Subject 2016
Exports S 1,453
Imports S 2,250
Trade Balance = (797)

Canada | % | Mexico | % | China | % | Japan | % |Germany| % | Other Countries| %
S (19)]2%| S (63)[8%| S (366)|46%| S (72)|9%| S  (67)|8%]| S (212)| 27%
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U.S. Trade Deficit
Percent by Countries
2016

CANADA
MEXICO 2%

8%
GERMANY
8%
JAPAN
9%

OTHER COUNTRIES
27%

CHINA
46%

Source: Own with ITC TRADEMAP DATA

This pie chart assists in better understanding, how the United States trade
deficit is distributed for 2016, where 63% of it ($ 505 billion) is represented by

China, Japan and Germany, while Mexico represents 8% and Canada 2%.

One of the reasons for this deficit is largely due to the consumption levels of its
economy. This pace has forced more money to circulate as further stimulated by

the reduction of global interest rates.

In summary, the trade policies that the United States can implement to reduce
the cost of doing business including, reducing non-tariff barriers and taxes can

increase the economy's growth rate.
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Here we must note that the decline in the unemployment of the manufacturing
sector in the United States, is not due to international trade, but more so due to
changes in productivity and increases in technological innovation which have

contributed to lower employment.”?

We are at the start of a renegotiation process that will take a long time. It is
anticipated that we will not see concrete results of the negotiations at least in

the coming 6 months.

The United States agenda to renegotiate NAFTA includes consideration of the

following points:

» Trade Deficit. This is the first time that the Office of the U.S. Trade
Representative has included the trade deficit as a specific objective of the
NAFTA negotiations. As previously mentioned, we see this as a mercantilist
theme, that is not in the spirit of the NAFTA; renegotiation should focus
on how to improve the expansion of trade and investment, and not any

regulation or reduction of the same.

» Exchange Rates. NAFTA can monitor the risks in the handling of the
exchange rate of each signatory because this cash adjustment affects the

balance of payments.

» Chapter 19, Trade Dispute Settlement. The proposal for the elimination
of Chapter 19, the trade dispute settlement mechanism in which Canada
had driven within NAFTA, is not something that Canada wants to give up

at this point.

7 Recent U.S. Labor Force Dynamics: Reversible or not? International Monetary Fund, 2015.
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AND

» Rights of Local Investors. Ensuring that investors from NAFTA partner

countries have the same rights as local investors in each country is very
acceptable and puts regulations and clear rules of the game within the

Treaty. This point is reflected in the opening of Mexico's energy.

Environmental and Labor Disputes. After the departure of the United
States from the agreements of the United Nations Climate Change
Conference or COP 21 in Paris, the issue of environmental and labor
disputes for arbitration panels became a more complicated subject
because it requires improving labor and environmental conditions. This
can lead to tariffs and other technical barriers which can prevent the

logical flow of the treaty and restrict trade as such.

Telecommunications, Financial Services and Agriculture. These topics are

being included: Canada is pushing to lift protections and liberalize them.

Rules of Origin. The updating of the rules of origin of trade between the
countries of NAFTA will come to shield the market against foreign

investments that do not generate the added values of regional integration.

Other Issues. Other sensitive issues are electronic commerce and
intellectual property which should be included in the main document and
not as parallel agreements. Aspects such as freedom of association,
minimum wage, child labor and many others will be reviewed in the
renegotiation. Finally, it is requested to include provisions to prosecute
government corruption. It will be very interesting to see the progress on

these topics when discussed.

Page19



1D,

Ji—

ORGANIZATION
WORLD CITIES AND
LOGISTICS PLATFORMS

The United States has defined the objectives of the negotiation and that is
positive for the parties. The scope of proposals during the first round of
negociations held August 16, 2017 reflects a commitment from all three
countries to work towards a positive outcome and reaffirms the importance of

updating the rules governing free trade.

It is important to follow up on the second round of talks to be held on September

1-5, 2017 in Mexico.
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A modern NAFTA, who gains and who losses?

The important role the City of Laredo plays in trade and services and its success
on the international stage is not a product of chance. Through the years and
through various international economic events, Laredo has become an
international reference not only because of its great increase in international
trade flow due to NAFTA but also because of its logistic capabilities and

integration of cultures.

The significant growth and economic development of the City is attributed to
NAFTA. Through the years in which NAFTA has been active, there have been
many questions and approaches that are still worth analyzing for its

renegotiation.

After 23 years, who won and lost with the North American Free Trade Agreement

(NAFTA) is a question that many have asked.

According to specialists, the economy of the three countries is very different from
the one that existed before 1994, because there are some sectors that have
benefited greatly from the agreement and others that have experienced severe

problems.

In various meetings held with representatives of various business sectors,
university and public administration, as well as various chambers and
organizations in various cities in northeastern Mexico in regard to the flow of
trade with the United States across the border of Laredo, Texas, it was possible

to capture some peace of mind as to what will happen in this renegotiation.
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Most people have commented that commercial development, jobs, infrastructure,
and economic interests have created great opportunities throughout the three

signatory countries.

Regardless of that noted above, being positioned within the great NAFTA trade
corridor has allowed the City of Laredo to benefit from the exchange of different

productive sectors, more so than any other region of the United States or Mexico.

There are those who think that the great winner of NAFTA has been the
consumer, since the consumer can freely choose goods according to quality and

price.

The idea of a NAFTA update is not new. Since mid-2010 legislators from Mexico
and the United States have pointed out that the commercial partnership between

these countries and Canada is exhausted, and a relaunch is necessary.

Trade between the United States and Mexico has quadrupled since the signing
of the Free Trade Agreement; each day there are more than one billion dollars in

commerce traded between both countries.8

For the Confederation of Employers of the Mexican Republic (COPARMEX), the
Coahuila Delegation, through its Logistics Commission, renegotiation of the
North American Free Trade Agreement represents not only the opportunity to
fulfill the internal agenda of President Donald Trump but also the opportunity to
strengthen those sectors in which foreign investment in Mexico and Canada are

still in the process of consolidation.

8 United States International Trade Commission. https://www.usitc.gov/
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NAFTA is the largest free trade zone in the world, with about 474 million
inhabitants forming part of a commercial region compared to the European

Union alone.

The three partner countries must ensure that businesses on both borders

prosper and improve the lives of people in their respective communities.

NAFTA members today enjoy a strong and mutually beneficial economic
relationship. These business relationships should be strengthened and new

opportunities for collaboration discussed.

Discussions have been held about the challenges and how the three governments
can propose a more constructive dialogue, join efforts with United States and
Canadian entrepreneurs, find solutions to deepen free trade and address the
great need the United States has for the creation and protection of jobs; and

understand that Mexico and Canada are in the same circumstances.

We believe that in this process of opening NAFTA for its revision and updating,

there are three basic principles that must be established:

» Propose that there be a shared consensus that as a result of NAFTA, there
have been deep gains in all three partners’ economies: to say only one or

two of the three parties have excelled is incorrect.

» The second principle will be to recognize that an agreement that has

existed for 23 years has room for updating and modernization.

» The third principle is that successful renegotiation requires that there

must be benefits for all.

It is inconceivable that the renegotiated agreement only benefits one nation or

two and not all three partner nations.
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According to the Confederation of Associations of Customs Agents of the Mexican
Republic (CAAAREM), at its 78th annual Congress in the "NAFTA and other North
American challenges” panel, and in accordance with the opinion of the Nuevo
Laredo Customs Agents in Tamaulipas, the NAFTA revision does not end the
activity of customs and logistics services. Professionals in the field interviewed
indicate that commerce will not stop and the suppliers of services and logistic
products, as well as the development of infrastructure and new businesses in

the City of Laredo and its Mexican counterpart will continue.

For example, if there was no NAFTA, 36% of the $300 billion dollars in goods
that the United States imports from Mexico would enter without zero customs
duties. This is because the United States has zero customs duties as per the

harmonized tariff.

However, another 43% would pay a duty of five percent or less, which brings us
to about 80% of Mexican exports that would enter with a duty of five percent or

less.

There is only one group of exports that are above the 20% payment, which have
specific duties and equate to 16% of exports, which surely would have to pay

higher duties.

The U.S. trade deficit is by no means tied to imports from Mexico, but rather to

the fact that Mexico's spending is greater than its income, mainly tax-related.

As we mentioned in our previous chapter, the U.S. trade deficit will not be solved

with the modernization of NAFTA or in an extreme case, with its annulment.
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The United States faces the risk of losing employment to Asian nations if trade
with Mexico deteriorates. The relationship with Mexico is important in order for

the United States to maintain its leadership in the world.

It is agreed that the commercial relationship with Mexico, which since 1994 is
based on the opening and liberalization set in NAFTA, definitively improves the
competitiveness of the United States and generates jobs for the United States; a

stronger region benefits the United States.

As an example, forty percent of Mexican products have components
manufactured in U.S. territory; 70% of U.S. imports of manufactured goods in

Mexico cross the common border several times before becoming a finished item.

The City of Laredo has witnessed firsthand the increase in percentages and
volumes of trade merchandise represented, and recognizes the importance of this
international relationship. The exchange with Mexico and Canada utilizing land
ports has benefited the economy of the United States but especially the City of

Laredo.

It is clear that there is a strong relationship to the north with Canada and to the
south with Mexico. This definitely benefits many in the United States and it helps

make it more competitive.

Based on the opinions of the transportation sector of Mexico, the Asociacion
Nacional del Transporte Privado (ANTP) and the Camara Nacional del
Autotransporte de México (CANACAR), there is no winner or loser within the new
negotiation of the treaty because for them everything would remain the same.
During the course of the implementation of NAFTA, the United States did not
comply with the opening of cross-border transportation. This affected the City of
Laredo since this stopped the arrival and opening of greater investments in the

transport sector.
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If North American exports increase and Mexican exports decline because of
NAFTA negotiation, Mexican transporters would eventually benefit as they would

move exports from the north to Mexico's final destination.

Similarly, this transport association does not consider its activities in danger due
to the renegotiation of NAFTA and, on the contrary, considers that this process

of modernization will bring benefits to all parties.
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NAFTA in the economic activity of the City of Laredo

Before referring to the aspects related to the renegotiation of NAFTA and whether
this will affect the economic development of the City of Laredo, it is very
important that we have an understanding of the importance of this trade

corridor.

We must also recognize, in a very elementary way, the various Macro Zones in

which the Continental territory is segmented.

It is important to distinguish that all these regions have logistic freight corridors
adapted to their geographies and needs. However, in most nations there are no
corridors developed as such. Others are internal corridors with many limitations
of having to share them with other activities, which, usually not being designed
for this purpose, cause a lot of traffic chaos in their cities. Few are binational
and even trinational and not thought of as such. Few are also Bioceanic (those

that connect the Atlantic with the Pacific).

We believe that much more investment is needed to further develop the rail
system inside the NAFTA Corridor, as Europe or Asia has. China now with the
New Silk Route comes to manage a geostrategic and geopolitical change in the
positioning of world merchandise trade and logistics, using extensively the new

generation high-speed railway system with less impact on the environment.

Latin America, for its part, was totally behind on railroad interconnections, and
roads, among other infrastructure. The consequence of all these factors is that
exporters and importers lose competitiveness, and logistic costs are much

higher.
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Trade corridors over time and before the advances in world trade, are now very

relevant for the development of cities, regions and countries that comprise it.

With the NAFTA experience, the Latin American countries realized that
integration in commercial blocks was the basis of foreign trade, at least for 90%
of companies in Latin America (which included Mexico) that sought to progress
and thought that export could be the solution. But they saw it very far away!
Thus, through the GENERATION OF FREE TRADE AGREEMENTS, an important
increase of trade blocks is generated between the regions in pursuit of greater
economic development. These mega trade blocks such as the Trans-Pacific
Partnership (TPP), have allowed the globalization of international trade and a

significant increase in logistics activities.

Trade corridors have been transforming for the better to make logistics more
integral and non-conventional, using multimodal routes that are favoring transit

times and operating costs.

It is through the trade corridors that business relations, investments,
technological exchange and social, cultural and educational aspects with
neighboring countries have been able to integrate and increase social inclusion

and sustainable development.

Because of its geographic location, the City of Laredo has historically been one
of the most important natural border crossings between the United States and
Mexico along the 1,980-mile border. Its strategic position is due to its important
network of interconnection of roads leading to the main productive centers of

Mexico.
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Within global trade, the City of Laredo is today the third most important customs
district of the United States generating at the end of 2016, $283 billion dollars
in commerce, after Los Angeles with $398 billion dollars and New York with $357

billion dollars®.

Significantly, the Laredo customs district handled 51.5% of U.S-Mexico tradelo,
totaling $270 billion in commerce in 2016. A very important figure of trade

between both nations.

Because of the importance this inland port has in the trade of both nations,
interviews were conducted with different trade professionals from Laredo that
are linked to different economic activities that have a close relationship with

NAFTAIL

In summary, the following comments were presented:

» They do not perceive that the renegotiation of NAFTA will affect the
economic activities of Laredo because trade as such, whether with NAFTA

or not, will always continue to flow through this region.

> They feel more relaxed about the existence of a United States agenda with
an interest in modernizing NAFTA, since previously there existed

uncertainty as to what was going to happen.

9 US Trade Numbers Magazine https://www.ustradenumbers.com/customs-districts/

10 Laredo Development Foundation http://Idfonline.org/site-selection/economic-indicators/

1 Interviews with Logistics Operators, Customs Brokers, Transporters, Commerce and Services.
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» They do not know how the United States government can reduce the gap
that exists in the trade deficit with Mexico, understanding that there is

much production shared between both nations and a lot of added value.

» They consider that, within the renegotiation, the rules of origin will affect

those operations in Mexico that are not integrated with high added values.

» They indicate that the load movement through Laredo of the automotive
industry sector that has a high component of operations of value added

between both nations, will not be affected.

» There are some logistic companies that handle sensitive raw materials
such as iron and steel from Mexico to the United States. They fear the
possible reduction of these imports if the United States opts to declare
these products to be strategic materials This situation can be affect the

raw material load movements between both countries.

» The companies believe that renegotiation of NAFTA, far from bringing
problems, brings more confidence, more business, and new rules that will

strengthen the market.

> The opening of the energy sector of Mexico will bring more business for the
Laredo companies, because this is the best logistic site for gas and

petroleum companies.
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» At the commercial level, what concerns this sector is the fluctuation of the
Mexican Peso against the dollar, even though the Mexican currency has
been revalued the first half of this year. The arrival of buyers from northern
Mexico to the City of Laredo is largely due to fluctuations of the Mexican
Peso relative to the global economic environment and of course any
instability arising from the commercial or economic policy of the United

States.

» According to the Industrial Trends Report of Laredo!2? for the second
quarter of 2017, only 1.05% of the industrial inventory market is available.
Today Laredo has about 1 million square feet of warehousing under
construction, which indicates that there is confidence in the real state

market investment for this City.

» IBC Bank has developed economic and commercial analysis documents!3
for focusing efforts on improving the capacity of Laredo's strategic logistics
infrastructure and improving efficiency and facilitation in cross-border

trade.

Finally, these trade professionals consider that the strengthening of the

new NAFTA will benefit the commercial relationship of the three countries.

12 Industrial Trends Report. Laredo Q2 2017. Forum Commercial Real Estate.
13 Reasons Why Laredo and Its Infrastructure Are Critical. Gerald Schwebel, IBC Bank.
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Where to direct the efforts?

The World Organization of Cities and Logistics Platforms (WOCLP), was tasked
to develop an executive analysis regarding NAFTA, its renegotiation and its

impact on the local economy.

We understand very well that this process of renegotiation will take at least one
year, in addition to the subsequent process of obtaining governmental

administrative approval in all three countries that will follow.

Given these aspects, it is important to consider initiatives that can strengthen
the border trade relationship between the United States and Mexico during this

period of renegotiation:

TRADE CORRIDORS SHOULD NOT BE ONLY LOAD CORRIDORS

» It is time for cities that comprise the NAFTA trade corridor to take a more

active role in the development of innovative trade related opportunities.

» Our proposal is not only to maintain the ever-harmonious development of
the Trade Corridor support, but also to generate greater modern attributes

regarding: integration - sustainability - & social inclusion.

> Being the City of Laredo, a large logistics platform with all the attributes
of commercial facilitation and having an important border with two states
in Mexico (Tamaulipas and Nuevo Leon), it is important that the City carry

out a regional strategy based on Reverse Logistics.
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» Today, Reverse Logistics occupies the attention in the business world as
an important strategic competitiveness tool based on improving
compliance with environmental standards, reducing production costs in
the supply chain complying with norms and policies of aftermarket, and

generating new varied business opportunities.

» Through Reverse Logistics, it is possible to reactivate the engine to attract
new investments in remanufacturing, recycling, stockpiling, reintegration
of supplies into the supply chain, management of obsolete inventories, and
doubling the logistical capacity, manufacturing and above all, the

workforce that our border may have.

» We want to become the Border Capital of the development of Reverse
Logistics and join our border programs to give shape and common drive to

achieve this goal.

» One of the important factors in this process is that we can encourage the
creation of small and medium-sized enterprises (SMEs) within this Reverse
Logistics value chain, so that it can improve the economy of border cities

and generate new sources of employment.

» An important aspect that should be part of the renegotiation of NAFTA,
which is important for the three countries, is a commitment to invest in
strategic infrastructure that facilitates trade and trade related services and
the movement of commerce. Moreover, amid strained and limited local
budgets, it should not be the responsibility of the cities along the trade
corridors of NAFTA to bear the financial burdern of funding necessary

trade related infrastructure improvements that not only impact the local
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economy but also that of the state and nation. For the City of Laredo this
issue is critical.

Instead, the governments of the three nations at the federal level, should
focus their efforts on generating budgetary allocations that will be invested
in planned and proposed infrastructure projects including but not limited
to international bridge improvements, highway/roadway construction and
expansion, railway and railway crossing enhancements, border station

improvements and environmental protections and safeguards.

» It is fundamental to brand Laredo as one of the important centers and
logistics platforms for all business activity between the United States with

Mexico.

» There is an important business correlation in the energy sector that will
be developed on the Mexican side that will require a base of operations on
the American side; the City of Laredo is an ideal logistic service cluster site

for all the gas and petroleum companies.

» It is very common to see companies that are coming to Laredo looking to
open new businesses to sell new products and reach new markets. The
strength of this great strategic logistics platform of Laredo is that it has a
high-quality business climate to benefit foreign trade between both

nations. It is important to promote the creation of Trading Companies.

» It is important that within this corridor green policies be integrated to
improve the conditions of the “carbon footprint” that this zone has.
Therefore, it is fundamental to support efforts of different groups that have
been organized in order to minimize and/or eliminate the environmental

impact along the trade corridor.
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This effort will allow the integration of new commercial activities and new
jobs along the corridor that are working towards the region's

environmental sustainability.

» Finally, it is fundamental to promote Fair Trade and Fair Logistics

programs to bring new businesses to Laredo.

The City of Laredo does not want to be absent from the advances that will come
from the renegotiation of NAFTA; this analysis supports the need of maintaining

current information regarding the progress of NAFTA negotiations.
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