MEXICO

In 1997, the U.S. trade deficit with Mexico was $14.5 billion, a decrease of $1.7 billion (10.5 percent) from
the deficit of $16.2 billion in 1996. U.S. merchandise exports to Mexico were $71.4 billion in 1997, an
increase of 25.8 percent from the same period in 1996. In 1997, Mexico became the second largest export
market for the United States, surpassing Japan. Importsfrom Mexico were $85.9 billion in 1997, an increase
of 17.7 percent over the level of importsin 1996.

The stock of U.S. foreign direct investment (FDI) in Mexico in 1996 was $18.8 hillion, an increase of 17.3
percent from 1995. U.S. FDI is concentrated largely in the manufacturing and financial sectors.

North American Free Trade Agreement

TheNorth American Free Trade Agreement (NAFTA) between the United States, Canada, and Mexico, entered
into force on January 1, 1994. The NAFTA progressively eliminates tariffs and non-tariff barriers to trade
in goods, improves access for services trade; establishes rules for investment; strengthens protection of
intellectual property rights, and creates an effective dispute settlement mechanism. The NAFTA is
accompanied by supplemental agreements which provide for cooperation on enhancing and enforcing labor
standards and for encouraging environmentally-friendly practices and bolstering environmental protection in
North America

IMPORT POLICIES
Tariffs

Under the terms of the NAFTA, Mexico will eiminate tariffs on al industrial and most agricultural products
imported from the United States within 10 years of implementation of the agreement. Remaining tariffs and
non-tariff restrictions on certain agricultural items will be phased out over a 15 year period.

TheNAFTA partiesimplemented thefifth annud tariff reductionson January 1, 1998. Thisreduced Mexico's
average duty on U S. goods from 10 percent prior to the NAFTA to below three percent. Currently, eighty
percent of U.S. manufactured goods enter Mexico duty free. In 1996, the NAFTA countries completed a
trilateral agreement to accelerate tariff reduction on certain goods. The United States, Mexico and Canada
embarked on a second round of accelerated tariff reduction negotiations due to be completed in 1998. The
NAFTA'stariff provisions aso protected U.S. exporters from the Government of Mexico's 1995 response to
its macroeconomic “ peso” crisis when it raised tariffs from 20 to 35 percent (and applied quotas) on textile,
apparel and footwear articlesimported from countries with which Mexico had no free trade agreement.

Safeguard Action
On August 1, 1996, the U.S. International Trade Commission (USITC) determined that pursuant to section

202 of the Trade Act, broom corn brooms were being imported into the United States in such increased
quantities as to be a substantial cause of serious industry to the U.S. broom corn broom industry and that,
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pursuant to Section 311 of the NAFTA Implementation Act, imports of broom corn brooms produced in
Mexico accounted for a substantial share of total imports of such brooms and contributed importantly to the
seriousinjury caused by such imports. Under agloba safeguard action, on November 28, 1996, the President
proclaimed tariff relief for three years on imports of two categories of broom corn brooms. In response, on
December 12, 1996, Mexico retaliated against the U.S. safeguard action by increasing preferential import
duties on eight U.S. products (fructose, wine, wine coolers, brandy, Tennessee whiskey, notebooks, flat glass
and wooden furniture). The United Statesbelievesthat Mexico'sresponse hasbeen excessive; that is, itsaction
pendizes U.S. exportsto a grester extent than the U.S. action affected Mexican broom exports. The United
States requested consultations under the dispute settlement provision of the NAFTA concerning Mexico's
retaliatory actions. Mexico requested the establishment of aNAFTA Chapter 20 dispute panel to review the
U.S. broom corn brooms safeguard action. The fina report of the panel was released on February 11, 1998,
with afinding in favor of Mexico based on atechnical flaw in the United States' injury determination.

Antidumping Actions

The U.S. Government is concerned about the Mexican Government’ s application of antidumping measureson
U.S. exportsof high fructose corn syrup (HFCS). TheU.S. Government held WTO consultationswith Mexico
regarding its provisional antidumping measure on HFCS. U.S. exporters have complained about a lack of
transparency in Mexico's antidumping procedures, and about inconsistencies between Mexico's actions and
itsinternational obligations. U.S. exporters have also complained that the process in Mexico for appealing
antidumping determinations can be time-consuming and cumbersome.

Administrative Procedures and Customs

U.S. exporters continue to register complaints about certain aspects of Mexican customs administration,
including the lack of prior notification of procedural changes, inconsistent interpretation of regulatory
requirements for imports at different border posts, new requirements that particular goods may enter only
through certain ports, and discriminatory and capricious enforcement of Mexican standards and labeling rules.
Complications and confusions have occasionaly resulted in the application of harsh pendlties for technical
customs law violations committed as a result of simple mistakes rather than an attempt to evade Mexican
customs rules. Agricultural exporters note that Mexican inspection and clearance procedures for some
agriculturegoodsarelong, burdensome, non-transparent, and unreliable. The CustomsReform Law that came
into effect in April 1996 gave Mexican customs authorities the right to act in cases of suspected violations of
intellectual property rights, however, they do not have the authority to seize goods on their own initiative.
Severa U.S. exporters have voiced concerns about border proceduresin this area.

Other customs-related problemsinclude requirementsto list serial numbers on invoices, laborious inspections
at theborder, arequirement that importers beregistered with the Ministry of Finance, difficulty in clearing low-
value shipments to importers not on the importer registry, lack of standard procedures to address complaints,
and unavailability of prompt and reliable information on Mexican regulations.

Exporters of agricultural products complain that the Mexican government administers NAFTA tariff rate
quotas for a number of products in a trade-distorting manner. The exporters state that obtaining import
licenses can be very cumbersome and time-consuming, and that the government manipulates the timing of
auctions for licenses to the disadvantage of U.S. exporters.
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Both the United States and Mexico maintain duty exemption limits for tourists returning from a NAFTA
country. For the United States, thelimit is$200 per crossing, with one $400 entry allowed each 30 day period.
Mexico'sper-crossing limit is$50 for land crossing or $300 for air/seacrossings. Mexico partially harmonized
itspersona duty exemptionsfor returning residentsinlate 1995, raising itsmonthly limit from $350to the U.S.
level of $400 and permitting pooling by family members (e.g., afamily of four can bring back $1,600 in goods
duty-free). Pursuant to the provisions included in the Treasury Department’s FY 1998 appropriation, the
United States remains interested in greater harmonization of these provisions by the three NAFTA countries,
including broader product coverage for Mexico's duty exemptions.

STANDARDS, TESTING, LABELING, AND CERTIFICATION
Sanitary and Phytosanitary Standards

Mexican sanitary and phytosanitary (SPS) standards have created barriers to exports of certain U.S.
agricultural goods, including grains, citrus, potatoes, apples, stone fruit, and meet. However, recent progress
has been made in resolving SPS issues surrounding cherries, Christmas trees, and sorghum. In addition to
product-specific rules, the Mexican processfor establishing ‘emergency’ phytosanitary standards hasdisrupted
trade, sSince such 'emergencies do not follow the normal rule-making and notification process, which includes
public comment periods. The United Statesremains concerned about the far-reaching extent of some sanitary
and phytosanitary import regulations, such as those for grains. Procedura requirements regarding SPS
inspections at the Port-of-Entry often do not reflect agreements reached between U.S. Department of
Agriculture (USDA) officials and their Mexican counterparts, resulting in unnecessary delays at the border,
seaports, and airports. U.S. Government maintains an ongoing dialogue with Mexico on these issuesin the
NAFTA Sanitary and Phytosanitary Measures Committee.

Conformity Assessment Procedures

Mexico's Law on Metrology and Standardization mandates that products subject to technical regulations
("Normeas Oficiales Mexicanas' (NOMs)) be certified by Mexico's Direccion Generd de Normas (DGN) or
an authorized independent certification body.

Through 1997, only Mexican entities could qualify to be recognized as competent to perform conformity
assessment. Therequirement to perform testing in M exico-based laboratories had added cost and uncertainties
for U.S. suppliers. Particular difficulty was experienced in sectorswhere Mexican technical capability isnon-
existent or insufficient to meet the demand, or where that capability resides solely in the laboratories of
competing manufacturers.  On January 1, 1998, Mexico's NAFTA obligation to accredit or otherwise
recognize U.S. and Canadian bodies no less favorably than Mexican entities took effect.

Sincedl importsare subject to ingpection at the border aswell asat theretail level, and domestically produced
goods face no equivaent border inspection requirement (domestic goods are subject only to spot inspections
in the market), enforcement of compliance with NOM certification appears to be more stringent in the case of
imports. Thelack of sampling or “spot” ingpection at the border resultsin delays and additional coststo U.S.
exporters not incurred by domestic Mexican producers. U.S. exporters also report inconsistencies in
certification enforcement and determination at different ports of entry.
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On October 24, 1997, the Mexican Ministry of Commerce and Industrial Development (SECOFI) published
revisons to its product certification procedures for the mandatory standards under its authority. Under the
previous policies, a foreign manufacturer could not directly obtain any form of certification for its product.
Instead, each importer of the same product had to submit the product for testing and certification, regardless
of whether or not a certification had already been obtained by another importer.  On the other hand, Mexican
manufacturerscan simply submit productsfor eval uation and certification on aperiodic basisto obtain product
certification, and then they can distribute the product for sale throughout the country. Theinability of foreign
manufacturers to obtain a certification with the same ease that Mexican manufacturers can obtain product
certification has caused numerous problems and costs for U.S. exporters who frequently rely upon multiple
importers, as well as for exporters who wish to change their importers or distributors.

Under the revised procedures, foreign manufacturers can obtain a "report of test” (dictamen) for a product
based upon the definition of aproduct family, which can be used by each importer of the product to obtain the
product certification. However, this dictamen can only be obtained by a foreign manufacturer if it obtains
quality system registration to 1SO 9000 criteria from an accredited Mexican quality system registrar. A
provision exists for accepting a quality system registration by a foreign organization, but only if a mutual
recognition agreement exists between the organizations. 1t appears likely that this option provided to foreign
manufacturers will only be advantageous to avery small number of manufacturers, forcing most importersto
continue obtaining separate product certifications for the same products from the same manufacturers.

On May 20, 1997, Mexico published amendmentsto its Law on Metrology and Standardization which took
effect on August 1, 1997. Among other things, the amendments foresee the privatization of SECOFI’s
accreditation program. Private sector accreditation body(ies) in Mexico will be able to apply for recognition
to provide accreditation services for the range of conformity assessment activities: Testing and calibration
laboratories, certification bodies, and verification units. Thisisasgnificant changein Mexican policy and it
may take some time before bodiesin Mexico are gpproved by SECOFI. Unitil the private sector accreditation
body is established (currently projected for spring 1998), the DGN will continue its accreditation activities.

Labeling Requirements

Changes in Mexico's mandatory labeling requirements have been the subject of frequent discussions, both
bilaterally and within the NAFTA Committee on Standards Related Measures. In particular, implementation
of NOM-050 and NOM-051 on labeling of consumer products and prepackaged foods and non-alcoholic
beverages, respectively, affects a broad range of industries and will continue to be monitored closdly by the
U.S. Government. These labeling standardstook effect in 1997. Exporters have changed or arein the process
of changing their packaging to comply with these standards. The difficulty and the costs that companies have
experienced in complying with the new labeling standards have, in some cases, disrupted their exports to
Mexico or caused them to reduce the number of products they export to Mexico.

GOVERNMENT PROCUREMENT

During the October, 1997 trilaterd NAFTA government procurement meeting in Ottawa, the Governments of
Canada, the United States and Mexico reaffirmed their assent -- made by ministersat the March 1997 NAFTA
Commission meeting -- to raise the threshold from $50,000 to $100,000 for contractswhich may be"set aside”
for "national-only" bidding. Unlike Canada and the United States, which will do this by executive order,
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Mexico will have to obtain congressional approva to make the same change. This amendment, when carried
out, will allow NAFTA governments to simplify the procurement procedures used to purchase goods and
services below $100,000 resulting in significant cost savings and amore efficient administrative procurement
process.

Although Mexico had agreed under the NAFTA to completeitslist of servicesexcluded fromNAFTA coverage
by July, 1, 1995, the United States and Canada continue to work intensively to reduce Mexico's overly-
extensvedraft list. If Mexico does not soon establish a satisfactory core priority list, Canada and the United
States may have to explore other options available under the Agreement.

LACK OF INTELLECTUAL PROPERTY PROTECTION

Under theNAFTA and the WTO, Mexicoisobligated to implement and enforce avery high level of intellectua
property rights (IPR) protection. Notable achievements have been passage of a new copyright law and
increased penalties for copyright violations, Mexico's ratification of the international convention for the
protection of new varieties of plants (UPOV), and passage of an integrated circuit designs law in December
1997. Mexico has not yet released implementing regulations for the UPOV.

In addition, the number of search and seizure actions undertaken by the PGR (Mexican federal Attorney
Generd'soffice) in recent years hasincreased, but remains uneven. Mexico and the United States have created
abilateral working group on | PR to discuss enforcement and other matters. The group met threetimesin 1997,
and should meet on aregular basisin 1998.

Copyright

The government of Mexico passed a copyright law on December 24, 1996, which addressed a number of
inadequacies in the former law. The law substantially increased protection for computer programs, textile
designs and severa other types of copyrighted material. Criminal penaltiesin several areas were increased,
and some adminisirative procedureswereintroduced aswell. Thelegidation, while meeting many of Mexico's
obligations under the NAFTA and TRIPs, fel short in significant areas, including crimina penalties.
However, subsequent modification of the law brought commercia piracy of sound recordings under coverage
of crimina law. While the new law appears to provide a satisfactory legal framework, in practice, criminal
pendties have been infrequent and mild.

Copyright piracy remainsamgjor problemin Mexico, with U.S. industry |oss estimates continuing to increase.
Pirated sound recordings and video cassettes are readily available throughout Mexico. The International
Intellectua Property Association (I1PA) estimates that trade | osses due to copyright piracy in Mexico in 1996
totaled $414 million. The U.S. Copyright industry notes that in spite of numerous raids by legd authorities
and extensive confiscation of pirated materia (for example a January 1998 raid netted 30,000 pirated video
cassettes), few convictions have resulted, and in no instance has a pirate been sentenced to jail.

Patents and Trademarks

Patentsand trademarks are under thejurisdiction of the Mexican Institute of Industrial Property (IMPI), afree-
standing body. An increasing number of raids have been conducted in recent years, and use of adminigtrative
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remedies are increasingly useful to U.S. trademark owners. Nonetheless, many U.S. trademark holders have
encountered difficulties in enjoining former subsidiaries and franchisees from using their trademarks. U.S.
firms have reported experiencing difficulty in enforcing their trademark rights when a Mexican entity has
registered them, even when registration was under a different category. These anecdota reports indicate
problems are occurring, but not on alarge scale.

Plant Varieties

In 1996, asrequired by the NAFTA, the Mexican government approved the Plant V arieties Protection Act, and
in August 1997 acceded to the international convention for the protection of new varieties of plants (UPOV).
Implementing regulations are still pending, however. The NAFTA aso required Mexico to begin accepting,
on January 1, 1994, applications from plant breeders for varietiesin al plant genera, and to promptly grant
protection.

Border Enforcement

NAFTA article 1718 required Mexico to have adopted by December 1995, procedures to allow U.S. rights
holders to request that Mexican customs authorities suspend release of goods with counterfeit trademarks or
pirated copyright goods. In December 1995, Mexico's customs law was amended to grant its customs service
authority to detain infringing products. Severa U.S. companies have complained that the procedure for
obtai ning protection viaM exican customs authoritiesis complicated, for avariety of reasons, including thefact
that Mexican law does not recognize its customs service as an authority competent to decide infringement
issues. Intellectual property rights owners seeking to use customs resources to prevent importation of
infringing goods must obtain, from acompetent authority, an order which directs custom officialsto detain the
merchandise. Thusfar, few companies have requested thistype of action, but those which have report positive
outcomes. TheUnited Stateswill work closaly with Mexico to assurethat Mexicoisproviding effective border
enforcement of intellectua property rights, as the NAFTA requires.

Film Dubbing

In December 1992, Mexico promulgated film industry legidation that contained a troublesome provision
against film dubbing. In particular, under the provision, only children’ sfilms may use dubbing; al other films
are restricted to using sub-titles. Because the market preferenceis for dubbed films, however, this provision
would act as a barrier to U.S. (English language) films. Although Mexican trade officias gave verba
indicationsin the past that in order to make the law consistent with NAFTA requirements U.S. filmswould be
exempted from this provision when Mexico promulgates its implementing regulations, Mexico has taken no
corrective action yet. U.S. industry is pursuing remedies available to it under Mexican law.

SERVICES BARRIERS

Land Transportation Services
U.S. express delivery firms are experiencing significant difficulties in receiving the national treatment that

Mexico isobligated to provide to them under the NAFTA. Mexico has not yet granted full operating authority
to U.S. firmsin this sector. This issue has been the subject of bilateral consultations between the U.S. and
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Mexican governments, including forma consultations at both the staff and ministerial level, pursuant to the
dispute resolution procedures of Chapter 20 of the NAFTA.

TheNAFTA will eventualy remove most operating and i nvestment restrictionson land transportation services,
thus facilitating the freer flow of goods and passengers across the border. On December 18, 1995, the United
States and Mexico were to have permitted access to each other’ s border states for the delivery and backhaul
of cargo. However, on that date, the United Statesannounced it woul d accept applicationsfrom Mexican motor
carriers to operate international services between Mexico and the states of California, Arizona, New Mexico,
and Texas, but that the final processing of applications would be postponed until continuing concerns about
commercia vehicle safety and security were addressed.

Telecommunications

Prior to implementation of the NAFTA, Mexico had taken steps to reform its telecommunications sector,
including privatizing Telefonos de Mexico (Telmex), the national telephone company; liberating foreign
investment rules in most telecommuni cations services; introducing competition in some telecommunications
sarvice sectors, and restructuring the sector's regulatory entities.  Mexico implemented a new
telecommunications law in June 1995 codifying many of these changes.

Mexico ended Telmex's monopoly on the provision of commercial long-distance telecommunications services
on August 10, 1996, and alowed long-distance competitors to interconnect to the public-switched network on
January 1, 1997. A number of U.S. firms, in partnership with Mexican firms, are competing for Mexican
residential and commercial long-distance subscribers. Mexico alows up to 49 percent foreign investment in
telecommunications networks and services, including basic telecommunications. An exception is provided in
Mexico's new telecommunications law that alows consderation of a higher limit for foreign investment in
cellular services.

Under the WTO Agreement basic telecommunications services, Mexico made market access and national
treatment commitments on al basic telecommunication services. Mexico aso adopted the pro-competitive
regulatory commitments set forth in the Reference Paper associated with the WTO Agreement. Mexico,
however, requires the use of Mexican infrastructure for provision of domestic satellite service until the year
2002 and it continues to restrict foreign ownership of all services other than cellular to 49 percent.

The NAFTA diminated al investment and cross-border service restrictions in enhanced or value-added
telecommunications services and private communications networks, most as of January 1, 1994. The
remaining restrictions, limited to enhanced packet switching services and videotext, were eliminated on July
1, 1995.

There are severa aspects of Mexico's regulation of its telecommunications market that inflate the cost of
terminating intenationa traffic in Mexico and exacerbate the |longstanding problem of high settlement rates by
preventing competitive forcesfrom being brought to bear ontheserates. (The settlement ratefor U.S.-Mexico
international traffic was more than 39 cents per minute in 1997, compared to U.S.-Canada rates of about 7
cents per minute. These high settlement rates resulted in outpayments to Mexico by U.S. carriers of 875
million dollarsin 1996.)
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The Government of Mexico has given one carrier, Telmex, ade facto monopoly to negotiate settlement rates
that prevents other Mexican carriers from negotiating lower rates. Mexico requires that 58 percent of the
settlement rate on inbound international traffic be paid to Telmex even if Telmex isnot theinternational carrier
responsible for the traffic. This surcharge gives Telmex an additional incentive not to negotiate lower
settlement rates and provides Telmex with revenue from services that are being supplied by its competitors.
The Government of Mexico aso has stated that it is the internal policy of the Mexican Government not to
permit resde, i.e., the resalling of the long distance public network in Mexico. In the absence of this policy,
carriers could use “international simple resale,” a form of resale using leased lines that are not subject to
Settlement rates. Each of these measures and policies reinforces Telmex’s market dominance and serioudy
erodes the basis for effective competition in Mexico's telecommunications market. The USTR is reviewing
these and other aspects of Mexico's regulatory regime under section 1377 of the Omnibus Trade and
Competitiveness Act of 1988.

In the 1997 section 1377 review, USTR concluded that Mexico had satisfactorily established standards for
termina attachment equipment. We continue to monitor implementation of these standards in the NAFTA
Telecommunications Standards Subcommittee (the TSSC). One issue which could be problematic relates to
agtandard for immunity to radio frequency interference. We remain to be convinced that the standard Mexico
has introduced is necessary, and plan additional consultations on thisissueinthe TSSC. Last year's section
1377 review aso noted progress on an agreement relating to the exchange of test data relating to product
safety. A final agreement was concluded on April 18. We are unaware of any problems relating to the
implementation of this agreement.

INVESTMENT BARRIERS
Ownership Reservations

Mexico maintains state monopoliesin avariety of sectors, including oil and gas exploration and development
and basic petrochemicals, that effectively bar U.S. private investment. In addition, U.S. investment in border
and coastal real estate is controlled by bank-run trusts. In May 1995, the Mexican government passed
legidation to privatize the national railroad system. Mexico will allow up to 49 percent foreign control of 50-
year concessions to operate portions of the railroad system, renewable for a second 50-year period. The
concessions for the Northeast and Northern Pacific Railroad as well as concessions for two independent and
one concession-linked short line have been awarded. Similarly, an airport law passed in December 1995
providesfor renewable50-year airport operation concess onsto privateinvestors. However, foreign ownership
islimited to 49 percent in most cases (waiversare availablein specific circumstances). Regulationsgoverning
the concessions are currently being drafted and the first airport concessions are not likely to be granted before
mid-1998.

While Mexico actively seeks and approves foreign investment in natural gas transportation, distribution and
storage systems, (for example, concessions in Mexicali, Hermosillo, and Chihuahua), Mexico continues to
exclude U.S. investorsfrom owning assetsin other important sectors open toitsown citizens, including oil and
gasoline distribution and retailing, selected educational services, newspapers, and agricultural land.

Mexico has notified to the WTO measuresthat areincons stent with itsobligations under the WTO Agreement
on Trade-Related Investment Measures (TRIMs). The measures dedl with loca content and trade balancing
in the automotive industry. Proper notification allows devel oping-country WTO members to maintain such
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measuresfor afive-year transitional period after entry into force of the WTO. Mexico thereforemust eiminate
these measures before January 1, 2000. The United States is working in the WTO Committee on TRIMsto
ensure that WTO Members meet these obligations.
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