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At the end of August Mexico and the United States announced a preliminary agreement intended to replace the
North America Free Trade Agreement (NAFTA) signed in 1994.

Based on the information disclosed so far, and subject to seeing the actual text, | believe it is not a bad agreement
considering the circumstances and the alternative. The circumstances in this occasion were very different from
those prevailing when NAFTA was first negotiated. At that time, all three countries were committed to free trade.
Now, one of the parties, the United States, has a different objective: to reduce its trade deficit with Mexico and
Canada and to draw more investment in the automotive sector to its territory. The alternative was the break-up of
NAFTA and the imposition of 25% import duties on automotive imports from Mexico.

The most significant changes in the agreement announced are centred on the automotive sector. And this is hardly
surprising, given that the sector accounts for the entire trade deficit that the United States runs with Mexico. The
agreement consists mainly in imposing three requirements for a vehicle to qualify for the 0% import duty: regional
content of 75% as opposed to 62.5% previously; a minimum steel and aluminium content from the region; and that
between 40% and 45% be produced by workers earning at least US$16 per hour. The average wage of a Mexican
worker in the automotive industry is US$8 per hour, whereas his counterparts in Canada and the United States
earn around US$29 per hour. About half of the car models produced in Mexico do not comply with at least one of
these requirements. However, what has been agreed should not be disruptive, since the vehicles that do not
comply can be exported to the United States at the World Trade Organisation (WTO) “most favoured nation”
import duty, which is 2.5%. In fact, at present around one third of the cars made in Mexico and exported to the
United States are already subject to this import duty. What would be really disruptive would be for Trump to
withdraw from the WTO as he has threatened. Furthermore, the agreement established an unspecified quota that
Mexican auto exports would face, which would come into force only if the United States decided to impose a 25%
tariff on imports from all countries. Although this is a protectionist measure and as such far from ideal, | think it is a
good insurance policy for Mexico in case this risk materialises.

In short, the trade agreement announced is less favourable for both economies than NAFTA, but better than the
alternative that was looming on the horizon.

Creando Oportunidades
Articulo de Prensa — 24 septiembre 2018 1



BBVA Research

DISCLAIMER

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’ s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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