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In May 2017 the Trump administration announced 
its intention to renegotiate the North American 

Free Trade Agreement (nafta) as a way to reduce its 
commercial deficits with Mexico and Canada and to 
reduce the loss of manufacturing employment in 
the United States, among other objectives. The rene-
gotiation of nafta has created much uncertainty 
among investors and it is important to assess its 
implications for Mexico. As a means to reflect on the 
possible implications of current nafta negotiations, 
El Colegio de la Frontera Norte, El Colegio de 
México and the Universidad Nacional Autónoma de 
México created a working group and organized an 
international seminar La Renegociación del Tratado 
de Libre Comercio en Norteamérica. Desafíos para 
México y sus Regiones. 

This note analyzes the consequences of a pos-
sible termination of nafta by the US government 
and takes a longer-term perspective on the inter-
relations between US counties and Mexican cities 
along the border. 

Dynamics along the border region

nafta’s impact on the regional economies of the 
Mexico-U. S. border zone has been substantial. 
Consequently, the possibility that the trade agree-

ment may be terminated raises questions about the 
future of this vibrant and dynamic region. Over the 
last few decades, the border zone, both in Mexico 
and the United States, has experienced more rapid 
population growth than either country as a whole. 
On the Mexican side, incomes in the border region 
tend to be higher than the Mexican average and 
inward foreign direct investment is greater in the 
border when compared with any other region in 
Mexico, except for Mexico City. On both sides, job 
growth has been strong over the long run, and 
people have migrated in large numbers. 

Border communities have specific problems 
that need solutions but often require binational 
participation. There are a wide range of trans-
boundary problems which are best labeled as inter-
national public goods (ipg) or common pool 
resources (cpr). On these issues, neither side alone 
can manage the provision of important goods such 
as security, mobility, commercial flows, or environ-
mental quality. Furthermore, good economic man-
agement is complicated by the fact that economic 
interests use the lack of cross border coordination 
to further their personal gains. For example, gun 
dealers, narcotics cartels, money launderers, and 
human traffickers gain benefits at the expense of 
border communities when there is ineffective trans-
border coordination. With cpr, coordination is 
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required to prevent over-exploitation or degrada-
tion, and its absence affects the provision of clean 
water, proper waste management, improved air 
quality, and other goods. 

Obstacles to the ability of border communities 
to address fundamental issues of mobility, com-
merce, and environment, stem from two sources. 
One, national sovereignty and the rules of diplo-
macy prohibit border communities from negotiat-
ing directly with each other across the border. And 
two, many issues affecting border communities 
arise from international spillovers that are beyond 
the control of one side alone. For example, violence, 
the drug trade, or gun sales, are not amenable to 
solution through the policies of either the US or 
Mexico alone, let alone Tijuana or San Diego. 
Diplomacy requires solutions at the national level, 
and many of the issues are transboundary problems 
with solutions that can only be addressed interna-
tionally. 

Negotiations and management of shared prob-
lems are outside the focus of the news cycle and the 
public remains largely unaware of the behind-the-
scenes agreements. Day-to-day life in the border 
region involves a wide range of activities that are 
mostly taken for granted, but that require the atten-
tion and collaboration of public authorities on both 
sides. Examples of ipg include joint use of airwaves 
for telecommunications, control of plant and ani-
mal diseases, emergency response, and civil aviation 
protocols. cpr in the border region include habitat 
and species protection, water and waste manage-
ment, and air quality. 

US media frequently refers to the UK as the US’ 
closest ally but if measured by the number of bilat-
eral treaty agreements, the UK is a distant third 
behind Canada (#1) and Mexico (#2). The US has 
226 bilateral treaties in force with Canada, 217 with 
Mexico, and 161 with the UK.

The table below shows the top ten areas of 
bilateral agreement between the US and Canada 
and the US and Mexico. 

Table 1: Top ten areas of bilateral treaty agreements

US-Mexico Number US-Canada Number

Law enforcement 51 Defense 54

Boundaries and 
waters

40
Boundaries and 

waters
29

Telecommunications 27 Transportation 16

Defense 13 Taxation 11

Transportation 13 Fisheries 10

Environment/
conservation

11 Telecommunications 10

Science and 
technology

8 Maritime matters 9

Agriculture 7
Trade and inves-

tments 
9

Finance 6
Claim and dispute 

resolution
7

Taxation 6 Law enforcement 7

Total top 10 areas 
(%)

182 
(83.9)

Total top 10 areas 
(%)

162 
(71.7)

Source: US State Department, 2016.

An examination of the top areas for bilateral 
treaty agreements shows where needs are strongest. 
These are a mix of ipg (e.g., security, transportation 
and telecommunication protocols, finance, and 
taxation) and cpr (e.g., boundaries and waters, 
environment and conservation, sanitary and phyto-
sanitary rules). Each one of these topics points 
toward areas where the effective institutional envi-
ronments are jointly determined by the United 
States and Mexico. This would be true even in cases 
where there is little collaboration or coordination 
since actions taken by each country may operate in 
parallel but uncoordinated ways to address issues 
on their side of the border, but with binational 
effects. 

An example is the issue of drug related vio-
lence. It exacts a heavy on border communities, 
especially when binational cooperation is absent or 
ineffective. Citizens of both countries can point 
towards weak Mexican institutions as a primary 
source of the problem but policies implemented in 
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the US have intensified the consequences of weak 
institutions. US consumption of illicit drugs, illegal 
selling of weapons to Mexican cartels, and the deci-
sion to increase aerial surveillance of the Caribbean 
which resulted in more drug flows through Mexico, 
have created significant impacts for residents on 
both sides.

The movement of people across the border is 
another area where there are binational effects. 
Numerous studies show that US border cities ben-
efit from an easier cross-border flow of people but 
as US concerns about terrorism grew, attitudes in 
the US hardened, immigration reform was pushed 
aside, and deportations increased. To date, there are 
no comprehensive studies of the costs to Mexican 
communities of the dumping of thousands of 
deportees in border cities. While we may lack mea-
surements of the impacts, it seems obvious that it 
has contributed to an underclass of jobless, 
unskilled, migrants with few or no social connec-
tions in the communities that receive them. 

It is incorrect to think about institutions in the 
US-Mexico border region as a place where institu-
tions on one side stop and the other side begins. 
The border region is a mix of intended and unin-
tended policy outcomes that are beyond the control 
of border residents or a single nation. Rules imposed 
by the US have effects in Mexico and vice versa. 
Furthermore, there are feedbacks. Rules regarding 
deportations, gun sales, border inspections, visa 
requirements, and a host of other institutional 
arrangements have unintended direct effects on 
Mexican communities, as well as unintended feed-
back effects on US ones. 

The termination of nafta?

The highly erratic and volatile actions of the Trump 
administration make it impossible to predict what 
might happen to nafta. There is however one pre-
dictable outcome: if the US withdraws from nafta 
it will heighten trade and investment uncertainty 

and is likely to cause further declines in the peso. 
This may pose problems for the national govern-
ment and for industries that depend on imported 
inputs, but also confers an advantage to Mexican 
producers that compete in the US market. That is, 
while there are likely to be difficult adjustments, 
some Mexican goods may become more competiti-
ve overall. 

A decline in the value of the peso plus the 
favorable location of border communities next to 
the world’s largest market, may actually benefit bor-
der communities despite the strong distributional 
effects that will occur. For example, Mexican border 
residents that make payments in dollars will suffer 
while border residents that cross to work in the US 
will benefit. The distributional effects will no doubt 
be strong and painful for some. Nevertheless, the 
locational advantages of border production will 
increase, possibly even if the US begins to apply its 
higher bound tariffs. 

A US withdrawal from nafta will likely increase 
US manufacturing production costs and shrink its 
agricultural markets. Uncertainty about the direc-
tion of the changes in trade policy have already 
suppressed investment and many potential inves-
tors will continue to wait to see what happens. 

Conclusion

Predictions about the future almost always fit into 
one of two possible categories: wrong or lucky. 
What we can say, however, is that the effects of 
nafta termination on Mexican border economies 
could be weaker than many other shocks that hit 
the border over the last few decades. Changing US 
border control policies and the “re-bordering” of 
the region have strong effects, as have drug control 
policies, gun control policies, agreements on invisi-
ble but essential topics such as telecommunications 
protocols, emergency response, and the other areas 
covered by the 217 bilateral treaty agreements bet-
ween the United States and Mexico. 
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Termination of nafta would be dramatic and 
would have serious long-term consequences for 
collaboration between Mexico and the United 
States. Nevertheless, it is about business and bottom 
lines, and when it comes to commerce and profits, 
most people have short memories. If the concerns 
of border observers are for the well-being of resi-
dents in the region, then efforts to obtain more 

international public goods and to better manage 
common pool resources would pay larger divi-
dends. One can imagine agreements relating to the 
treatment of migrants, or policies to address drug 
addictions, or infrastructure for clean water and air, 
might all have more profound impacts on well-
being in the border region than a few percentages of 
tariff reduction. 


