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Supercharging North America: a deeper USMCA combined with serious economic
collaboration beyond trade.

Paper written in October 2023 and used for my remarks during the meeting of the North
American Forum

The fourth anniversary of United States-Mexico-Canada Agreement (USMCA) will arrive just after
Mexicans elect their new President and Congress and just four months before Americans do the same.
USMCA has been a productive framework and tool to enhance economic competitiveness and prosperity
since it came into effect in July 2020. It is not too early to press ahead with USMCA to build the
foundation for future growth and to achieve significant progress before USMCA’s progress is reviewed in
2026.

The certainty provided by USMCA’s rules and the persistent efforts of the US, Mexico, and Canada to
implement the agreement well have been important in the impressive trade growth across the continent
in the last three plus years. (add July2020 to present figures) It is clear, however, that the USMCA
framework has much potential still to develop. USMCA members have several big issues that they have
yet to be resolved under the agreement’s dispute resolution processes, and the outcomes will reinforce
or undermine USMCA's credibility. Importantly, in 2026, the three countries will review USMCA’s
performance and make decisions about how long the agreement will remain in effect.

Mexico, the US ,and Canada should begin thinking through how to improve USMCA’s implementation,
where to deepen collaboration, what if any changes to the agreement itself might be needed. Also, the
USMCA member governments should discuss whether the agreement might be opened to participation
by others in the hemisphere. Several governments are interested including those with existing trade
agreements with the US, and their membership could enhance benefits for current USMCA countries
while expanding the use of rules, norms and practices that have proven valuable and trustworthy.

Following national elections in 2023 may well be an opportune moment to supercharge such efforts to
realize USMCA'’s potential. This work should be fueled by expanded efforts to get input from the millions
of stakeholders in each country and better efforts to ensure that the public is well informed benefits that
are already supported by continental trade under USMCA’s umbrella.

It is important to underscore that USMCA does not stand alone in North America’s work to build
prosperity and to enhance global competitiveness. Trade alone will not do that job. A good and well
implemented USMCA can facilitate good outcomes on a broader competitiveness agenda. However, the
three north American neighbors are and must continue to take steps individually, bilaterally, and
trilateral beyond USMCA. The ambitious North American Leaders Summit Action Agenda and in the US-
Mexico High Level Economic Dialogue are key mechanisms that need to help spur progress, for example.
And of course all of this work needs to involve key stakeholder groups from all three countries if it is
going to win public and legislative/political support in the three countries.



https://embamex.sre.gob.mx/eua/images/stories/economicos/nafta_chapters/Sunset_.pdf
https://www.whitehouse.gov/briefing-room/statements-releases/2023/01/10/fact-sheet-key-deliverables-for-the-2023-north-american-leaders-summit/
https://ustr.gov/about-us/policy-offices/press-office/fact-sheets/2023/september/fact-sheet-2023-us-mexico-high-level-economic-dialogue
https://ustr.gov/about-us/policy-offices/press-office/fact-sheets/2023/september/fact-sheet-2023-us-mexico-high-level-economic-dialogue
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The agenda being worked by the three governments is vast, for example, to strengthen and diversify
supply chains, to promote development of cutting-edge technologies, to develop new sources of critical
minerals, to attract job-creating nearshoring and reshoring, and to make North America’s physical and
digital infrastructure, including borders, as modern as possible to support additional competitiveness for
the continent as the global marketplace. Trade, investment, commercial policy and regulatory
alignment, workforce training, building international resource partnerships, and much more are needed.

The US has made a major investment in its own economy and infrastructure via major pieces of
legislation and substantial funding. It has encouraged Canada and Mexico to undertake their own
initiatives to supplement bilateral and trilateral collaboration. The most evident trilateral initiative
underway is to promote semi-conductor production as launched by the three countries in May 2023 and
taken up again in the US-Mexico HLED in September.

The world is not standing still, and North America must put itself on track for making regular progress to
ensure that our peoples and our economies stay competitive and prosperous. With new Presidents in
the United States and Mexico, an even the possibility of elections in Canada, there will be a valuable
opportunity to take a fresh look and to act with new energy.

Growing Trade and Investment

In 2022, the total value of trade within North America exceeded $1.5 trillion, equivalent to nearly $3
million per minute especially with estimates for services trade added to the numbers for goods trade
and the result of double-digit growth in trade over the past two years and the numbers are moving
higher in 2023. As a joint Brookings-Wilson Center analysis of “USMCA at 3” examines in more detail,
this impressive growth in trade over the past two plus years has made Mexico and Canada the top
trading partners of the United States, with trade volumes 44 percent higher than U.S. goods trade with
China as of 2022. Combined, the three countries now account for almost a third of global GDP, and intra-
regional goods trade alone supports 9.5 million jobs across North America (Brookings USMCA Tracker).
Mexico took over as the US’ top trade partner in 2023 with Canada in the number 2 slot. Both partners
account for 31% of US total goods trade as of July 2023. (We need to update, including the chart below,
and refer to the chapter in the new study.)



https://www.whitehouse.gov/briefing-room/statements-releases/2023/05/24/joint-statement-on-the-launch-of-the-north-american-semiconductor-conference-and-north-american-ministerial-committee-on-economic-competitiveness/
https://ustr.gov/about-us/policy-offices/press-office/fact-sheets/2023/september/fact-sheet-2023-us-mexico-high-level-economic-dialogue
https://connect.brookings.edu/the-trade-and-investment-trends-to-watch?ecid=ACsprvt-EFUlx3T6gQpPoxx0igF1AUomHSbI23caXtcvYYUQ5cGZNzLyNnd_xLX3tsm-vzMMvGdj&utm_campaign=brookings-comm&utm_medium=email&utm_content=260636018&utm_source=hs_email
https://www.brookings.edu/articles/usmca-at-3-reflecting-on-impact-and-charting-the-future/
https://www.brookings.edu/articles/usmca-trade-tracker/#/goods
https://www.census.gov/foreign-trade/statistics/highlights/topyr.html
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Trade within North America has grown under USMCA
Intraregional exports by country, 2012-2022
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In addition, the Brookings-Wilson study documents that intra-regional investment has also grown, with
the U.S. being the largest destination for Mexican and Canadian investment, while Mexico and Canada
received 11 percent of U.S. foreign direct investment (FDI). New OECD data on FDI show for first half of
2023 countries attracting the most FDI — US #1; Brazil # 2 and Canada and Mexico #3.

At present, all three governments appear to support continued focus on building resilient supply chains,
EVs, semiconductors, infrastructure, and other emerging technologies, and if the governments continue
to pursue supportive policies and deepen collaboration that to support trade growth and new
investments, we can expect the private sector to play its part by increasing nearshoring and reshoring.

How much of the potential for growth will be realized and in which countries and regions is still in flux.
The US is pursuing an active set of domestic investments which is attracting significant new
manufacturing investments, fueled by the Bipartisan Infrastructure Bill, the CHIPS and Science Act, and
the Inflation Reduction Act (IRA), which the US National Security Advisor, Jake Sullivan, has said could
generate approximately $3.5 trillion in investment for the United States over the next decade.

As noted, the US, Canada and Mexico have spelled out an ambitious North America action agenda (and
bilateral initiatives) which are designed to work in harmony with these massive US investment programs,
but with much more modest plans investment efforts by Canada and Mexico to date. To date, Mexico is
being criticized for not acting vigorously with policy or funding to help realize its potential to attract and
sustain new investment. The US has privately warned Mexico that it may well miss the opportunity to
attract much more investment than it is attracting if it does not move seriously to address the concerns
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of potential investors which include poor infrastructure, shortages of energy and in some areas water,
and poor public security, among others. Mexico announced some new tax incentives in October, which
have been welcomed, but they do not address the other issues that potential investors are raising.

In this context, it is important to recognize that USMCA plays a vital role by offering clear, reliable,
accepted, and efficient rules, norms and mechanisms that build certainty and confidence across North
America’s marketplace. But, the individual country actions, bilateral and trilateral initiatives are needed
if the three countries want to significantly enhance competitiveness vis a vis China and other
competitors and thus to fuel additional jobs and prosperity.

Steps to prepare for the 2026 Review and Realize USMCA’s Potential

It is in the interest of Mexico, Canada, and the US to enter the 2026 review of USMCA having done their
best to use well and efficiently all the elements already written into the North America trade agreement.
This includes demonstrating that differences over the treaty’s implementation will be in a resolved in a
timely fashion either by negotiation or use of the dispute settlement procedures. It also means
demonstrating that the governments are taking advantage of USMCA’s many provisions to improve and
facilitate trade and investment. The governments and the agreement’s many stakeholders will need to
have grapple with how to measure USMCA's success.

The 2026 review will discuss the operation of USMCA, assess recommendations for action submitted by
one of the governments, and decide on any appropriate actions, which could include an extension of the
agreement for another 16 years. Each government will want to have carefully tracked progress and
problems, engaged seriously with their publics and legislatures, and established agreed government-
wide objectives.

Using and Complying with USMCA dispute settlement outcomes: All governments have utilized USMCA
dispute settlement mechanisms, including state-state disputes and the labor chapter’s rapid response
mechanism. Disputes are expected and channeling them trade into legalized dispute settlement
processes that work is essential for the credibility of USMCA. Failure to use these mechanisms, to
achieve workable solutions in a timely fashion and to achieve compliance with findings of dispute
settlement panels will reduces confidence in USMCA and introduces risks and uncertainty for the private
sector. Inthe months ahead, the tree governments should act to resolve the three biggest disputes
underway which relate to Mexico’s energy policies and practices; Mexico’s approach to genetically
modified corn; and the U.S. method for calculating the rules of origin for vehicles. Finding solutions will
bolster USMCA'’s standing, while not doing so will alienate key stakeholders’ assessment of the
agreement’s value and, depending on the issue, have significant impact on private sector willingness to
invest.

Labor: USMCA'’s labor chapter and its rapid response mechanism (RRM) are one of the agreement’s
innovations, which the US Congress supported by appropriating significant assistance to Mexico in
support of Mexican efforts to reform labor laws and practices This theme has become a repeated
theme by Bident Administration spokespersons highlighting their worker-centric trade policy. To date
the RRM has resolved successfully most US complaints but recently for the first time, US-Mexico
disagreements led the US to seek a dispute panel over a long-standing labor complaint at a Mexican
mine. Demonstrating that the RRM, and US assistance, can deliver results and support labor rights in
Mexico remains a priority for the Biden administration and US unions and will not doubt be a measure



https://www.whitecase.com/insight-alert/government-promotes-nearshoring-mexico-additional-tax-benefits#:~:text=Tax%20benefits%3A&text=depreciation%20deduction%20to%20new%20assets,certain%20assets%20in%20specific%20activities.
https://www.wilsoncenter.org/article/usmca-two-how-measure-north-american-success
https://ustr.gov/sites/default/files/files/agreements/FTA/USMCA/Text/34_Final_Provisions.pdf
https://pulsenewsmexico.com/2023/06/19/the-usmca-trade-pact-can-ensure-north-americas-success-if-we-can-resolve-a-few-disputes/
https://crsreports.congress.gov/product/pdf/IF/IF11308
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2023/august/united-states-requests-first-ever-usmca-rapid-response-labor-mechanism-panel-grupo-mexico-mine
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by which key US stakeholders assess USMCA's success. Progress on setting up a new labor rights system
in Mexico is progressing slowly, and it is far from clear that USMCA’s provisions will meet the more
ambitious goals that some have for raising wages in Mexico Nevertheless, this should remain an area of
priority focus and work by Mexico and the US to help assure a good review assessment of USMCA. (Is
there a labor chapter?)

Digital trade: Cooperation on digital trade policies has enormous potential, given the increasing use of
digital technology and services across all economic sectors. This potential should only grow and
underscore the need for shared approaches to the deployment of artificial intelligence (Al). USMCA has
one of the most comprehensive sets of commitments governing digital trade, and as the US
International Trade Commission said when reviewing USMCA, “The Commission estimates that USMCA
is likely to have a significant, positive impact on the many U.S. industries that rely on cross-border
data flows and digitally enabled trade, including e-commerce” (P.177). The USMCA countries
should double down on using this foundation to develop a plan to create the world’s most advanced
digital marketplace. Making progress here could be done as part of the USMCA Competitiveness
Commission or as a separate body focused on technology opportunities for North America. It would also
involve North America taking the lead in setting digital regulation including for Al and should include
expanding opportunities for SMEs to engage in digital trade. The spanner in the wheel for progress on
digital trade is the call by USTR for a pause in digital trade negotiations, which has sparked ire from some
in congress as well as the private sector.

Small and medium enterprises (SMEs): Fostering additional SME participation in USMCA will remain a
priority because of the economic and job potential that tens of thousands of SMEs from all three
countries already play in USMCA commerce, and because role of SMEs can play as enthusiastic
stakeholders in defining USMCA priorities going forward. The second USMCA SME Dialogue was held In
September 2023 and covered such topics as the experiences of women-owned businesses in North
American trade; digitalization of SMEs and e-commerce; SME financial inclusion in export financing;
and processes and procedures for exporting within the USMCA region. The potential is enormous for
fostering greater SME participation in the USMCA sharing more benefits more widely across the
continent.

Regulatory alignment: Enhanced regulatory cooperation should be a high priority going forward.?
Progress could greatly facilitate commerce while protecting consumers. As the U.S. trade representative
and others put it in 2022, “good regulatory practices are fundamental to transparent governance and
fair trade.” In USMCA, however, not much progress is evident to date under Chapters 12 and 28, which
address improved regulatory cooperation. The three governments are not actively using the Committee
on Good Regulatory Practices called for under Chapter 28, for example. That committee could serve as a
central coordinating body for enhancing dialogue, collaborating on more standard Regulatory Impact
Assessments (RIAs), improving transparency, and setting priorities for enhancing collaboration in areas
not specifically addressed in USMCA. The agreement’s Chapter 12 contains key sectoral annexes
covering chemical substances, cosmetic products, ICT, energy performance standards, medical devices,



https://www.brookings.edu/articles/usmca-forward-building-a-more-competitive-inclusive-and-sustainable-north-american-economy-labor/
https://www.oecd.org/publications/artificial-intelligence-and-international-trade-13212d3e-en.htm
https://www.wilsoncenter.org/article/digital-trade-under-usmca-modern-opportunity-north-american-economic-growth
https://www.usitc.gov/publications/332/pub4889.pdf
https://www.wiley.law/alert-USTR-Reverses-Course-on-WTO-Digital-Trade-Talks-Raising-Congressional-and-Industry-Concerns
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2023/september/office-us-trade-representative-small-business-administration-and-department-commerce-convene-second
https://www.wilsoncenter.org/publication/increasing-north-american-competitiveness-through-regulatory-cooperation
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2022/june/ustr-announces-new-declaration-good-regulatory-practices
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2022/june/ustr-announces-new-declaration-good-regulatory-practices
https://ustr.gov/sites/default/files/files/agreements/FTA/USMCA/Text/28_Good_Regulatory_Practices.pdf
https://ustr.gov/sites/default/files/files/agreements/FTA/USMCA/Text/28_Good_Regulatory_Practices.pdf
https://ustr.gov/sites/default/files/files/agreements/FTA/USMCA/Text/12_Sectoral_Annexes.pdf
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and pharmaceuticals. These are all areas where “enhancing regulatory compatibility” could bring many
benefits. This should be a focus of work over the next two years.

Workforce development: Support for workforce development is a priority in USMCA’s implementation
and outlined in the North American Leaders Summit (NALS) agenda for strengthening the continent’s
competitiveness. The North American workforce still suffers from long-standing skills gaps and
mismatches, which will weigh heavily as the region works to build resilience in its supply chains, deploy
new technologies, and meet the challenges of global competition. USMCA’s Competitiveness Committee
has begun a dialogue on workforce development and undertaken several events in 2022-23.
Simultaneously, the tripartite semi-conductor ministerial meetings in May 2023 also highlighted the
need for collaborative workforce development efforts in the semi-conductor sector, as did the
September 2023 US-Mexico High Level Economic Dialogue. To support this work over the next two
years, within the USMCA context, trade ministers could lead efforts to:

e Identify and track successful examples of private and public collaboration to strengthen USMCA
value chains, including showing how companies are investing in worker reskilling and upskilling.

e Identify successful approaches that are encouraging companies to collaborate with educational
institutions, trade unions, sub-federal governments, and others to better align curricula with the
evolving labor market needs and better connect graduates to the labor market.

e Create tri-national spaces and mechanisms that share best practices across the continent on
partnerships that bring together business, academic, and government actors to better train and
skill workers to dealing with technological change and the changing workplace in ways that
enhance North America’s ability to compete successfully.

Such efforts could produce agreement on pilot programs where the national governments could partner
with businesses, labor groups, academia, and local governments to foment workforce capacity building
in sectors with important chunks of USMCA trade.

Emergency planning: In February 2023, the USMCA partners established a special subcommittee to
enable timely cooperation during emergencies, recognizing the serious disruptions that arose during the
COVID-19 pandemic. Officials should agree and present proposed areas for action, (e.g., identification of
sectors essential during an emergency, procedures for coordinating responses, and plans for practice
exercises).

Environment: Solid work on environmental issues is important for the trade deal’s credibility, but
USMCA'’s environmental chapter does not cover climate change commitments, nor has the committee
produced impressive results to date, except perhaps for pressure put on Mexico to protect the
endangered vaquita porpoise. Most of the work on promoting clean/green energy and conservation is
taking place in bilateral discussions or in the context of the NALS work agenda. There will no doubt be
scrutiny from US stakeholders about how effective USMCA’s new environmental chapter has been.
More broadly, the environmental agenda for North America has focused on climate change and in
particular the transition to clean energy sources of electricity and the development of EVs. Whether
USMCA needs to be updated to support these broader environmental/climate goals could easily be a
part of the debate during the 2026 review. This is also where Mexico’s failure to decarbonize its
electricity supply at pace with the U.S. and Canada generate significant criticism.

Transparency, outreach, coordination, and measuring success.


https://www.brookings.edu/blog/up-front/2022/02/28/usmca-priorities-for-the-united-states-in-2022/
https://www.whitehouse.gov/briefing-room/statements-releases/2023/01/10/fact-sheet-key-deliverables-for-the-2023-north-american-leaders-summit/
https://www.wilsoncenter.org/sites/default/files/media/uploads/documents/Successful%20Workforce%20Development%20Is%20Vital%20for%20a%20Competitive%20and%20Prosperous%20North%20America_0.pdf
https://insidetrade.com/daily-news/usmca-competitiveness-committee-meets-eye-worker-development
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2023/february/statement-ambassador-katherine-tai-usmca-free-trade-commission-decision-north-american
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2023/september/update-third-meeting-environment-committee-under-united-states-mexico-canada-agreement-usmca
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2022/february/ustr-announces-usmca-environment-consultations-mexico
https://www.youtube.com/watch?v=sABbGcSM-sw
https://www.whitehouse.gov/briefing-room/statements-releases/2023/01/10/fact-sheet-key-deliverables-for-the-2023-north-american-leaders-summit/
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Over the next three years, the three governments together and individual must regularly seek
stakeholder and public input and be increasingly transparent about the USMCA implementation work
underway, including on public websites. Add here the importance of CEO dialogues.

The three governments should also coordinate outreach efforts to educate their publics about the
progress made under USMCA and how USMCA’s work compliments other North American
collaborations underway. There is impressive cross-continental work being pursued, highlighted by the
NALS work agenda and by the May follow-up meeting among economic ministers on semiconductors
and economic competitiveness. But there has not been much public attention, discussion, or evident
understanding by key audiences about the work in progress. This will help temper criticism with better
public understanding.

And the three governments need to keep improving their messaging that explains the connections and
synergies between USMCA and the other bilateral and trilateral work-strains that also support economic
competitiveness. The three governments might be well advised to establish a tripartite public outreach
committee to support this complicated coordination of messaging within and across governments and
with the public, the media, and the legislative branches of each government.

Recommendations

1) Use the time between now and the USMCA review to double down on
solving problems and developing the potential evident in USMCA, especially
energizing efforts following 2024 elections.

2) Start preparing soonest for the 2026 review, identifying how to measure
success, engaging with stakeholders and legislatures, and beginning to
establish national objectives and strategies.

3) This should be put this in the context of the North American
Competitiveness agenda reflected in NALS and taken up in the HLED. To
convey seriousness, the three North American Leaders should hold a
summit before the electoral season takes off in the US and Mexico, e.g.
February 2024

4) Resolve ASAP outstanding disputes by using procedures in USMCA and
respect any dispute settlement findings.

5) Demonstrate good progress in respect for labor rights in Mexico, using
USMCA mechanisms and supplementary cooperation.

6) Energize work to use USMCA’s digital trade chapter to build the world’s
most advanced digital marketplace. Overcome US policy divisions on how
to proceed on digital trade. Let North America be the example for further
work around the globe.


https://www.whitehouse.gov/briefing-room/statements-releases/2023/01/10/fact-sheet-key-deliverables-for-the-2023-north-american-leaders-summit/
https://www.whitehouse.gov/briefing-room/statements-releases/2023/05/24/joint-statement-on-the-launch-of-the-north-american-semiconductor-conference-and-north-american-ministerial-committee-on-economic-competitiveness/
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7) Expand greatly dialogue with SMEs and their participation in USMCA
commerce. Find ways to measure and highlight progress toward SME
involvement in continental trade.

8) Supercharge public-private-academic efforts to upskill and reskill workers
with focus on key USMCA sectors. Work must be done in coordination with
HLED and NALS workforce initiatives. Look for clear, measurable advances
on semi-conductor workforce efforts launched in NALS and HLED
frameworks.

9) Complete and practice emergency action procedures to deal with cross
border emergencies in coordination with efforts to modernize physical,
digital and communications infrastructure around the border.

10) Demonstrate and highlight progress on building more modern
borders.

11) Demonstrate significant achievements under USMCA’s
environmental chapter and consider how to better address climate related
issues.

12) Expand outreach to stakeholders and the public, addressing
misunderstandings, educating on USMCA’s importance, and partnering in
preparation for the 2026 review.

13) More seriously engage with CEO dialogues and urge the private
sector and other stakeholders to increase efforts toward governments and
the public to highlight the value of USMCA and the North American
Competitiveness Agenda.

14) Prepare for discussion in the run up to 2026 of potential broadening
of USMCA or other ways to better include other countries in the Americas
in the North American Competitiveness Agenda e.g., with Costa Rica and as
follow up to the November APEP meeting of leaders in Washington.



