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According to U.S. president Harry S. Truman (1945-1953), “foreign and eco-
nomic relationships are indivisible.” The truth of this statement is evidenced
by Mexico’s successful use of diplomacy in negotiations leading to signature
economic treaties. To achieve this success, Mexico undertook a process of con-
certed actions with clear goals that encompassed domestic and foreign inter-
ests while utilizing presidential leadership, trained negotiators, and
professional lobbyists. In this chapter, we examine Mexico’s effective use of
diplomacy to achieve economic ends through the North American Free Trade
Agreement (NAFTA) and the Pacific Alliance—a new free-trade pact com-
prising Chile, Colombia, Peru, and Mexico. The Pacific Alliance was launched
in 2011, and the four countries’ negotiators concluded the first stage of liberal-
ization in February 2014 through the signing of the Additional Protocol to the
Framework Agreement of the Pacific Alliance. These two negotiation pro-
cesses represented the intimate intertwining of both foreign and domestic
economic policies for Mexico.

It is no exaggeration to say that NAFTA marked a sea change in U.S.-
Mexico relations. The agreement, which went into effect in 1994, prompted
bilateral cooperation beyond the core issues of trade and economic matters. In
a similar fashion, the Pacific Alliance has allowed Mexico to foster coopera-
tion beyond just trade and economic issues in order to consolidate a new sub-
region in Latin America that will provide for the free mobility of persons as
well as a special outlook for economic relations with Asian Pacific countries.
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NAFTA and the Pacific Alliance are cases of successful diplomacy because
Mexico negotiated each in such a way that permitted it to conclude both agree-
ments. Moreover, the goals of the treaties have been achieved: the deepening
of Mexico’s trade and economic relations with the world has favorably influ-
enced Mexico’s foreign policy and international prestige—both directly and
through substantial spillover effects. In regard to direct results, by using eco-
nomic tools and promoting a free-trade agenda, Mexico has strengthened its
diplomacy and presence abroad. Regarding indirect effects, it is thought that a
greater Mexican diplomatic and economic presence in the United States and
Latin America will strengthen its economic security, and also that there have
already been other positive results related to democratic gains.

Why are the negotiations of NAFTA and the Pacific Alliance worthy of
being singled out as cases of truly successful diplomacy? It is because both of
these cases resulted in permanent changes in foreign and domestic policy that
not only fundamentally changed visions of Mexico’s place in the world but also
resulted in significant alterations to Mexico’s economy. Given the asymmetry
of power between Mexico and the United States, itis no surprise that the prime
objective of Mexico’s diplomacy for many years was to protect its sovereignty.
As a result, the traditional Mexican diplomatic agenda did not generally em-
brace the types of negotiations that promote either strong or heterogeneous
domestic constituencies. With economic treaties, however, there will always
be strong domestic constituencies as well as long-lasting policy consequences.
Thus, although the preceding trade negotiations in the early 1980s were
deemed to be a diplomatic success (especially vis-a-vis the United States),
there were few domestic spillovers and even fewer permanent policy changes.?

This chapter relies on Robert Putnam’s two-level game concept as an ana-
lytical tool to explain the success of both the NAFTA and the Pacific Alliance
negotiations.* This approach takes into account several factors that are impor-
tant to understanding the success of the negotiations, including how domestic
constituents are handled and engaged, and what the expected spillover effects
are. First, it sets forth that to be successful, central decision-makers must strive
to reconcile domestic and international imperatives simultaneously.’ Second,
it recognizes that negotiations lead to adoption of policies different from those
that would have been pursued in the absence of international negotiations, and
that agreement is often possible only because a powerful minority within each
government favors the internationally demanded policy due to domestic reali-
ties.® Furthermore, it is often the case that in the absence of international pres-
sure, policy changes would likely not have been pursued, and that even if they
were pursued, they would certainly not be implemented on the same scale or
even within the same time frame.” This seems to be particularly true of eco-
nomic negotiations.®
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Mexico’s negotiations of NAFTA and the Pacific Alliance offer parallels to
the two-level game concept. Presidential involvement was strongly present in
the negotiations of each treaty, as the agreements were at the top of the respec-
tive agendas. During the NAFTA negotiations, President Carlos Salinas (1988
1994) exercised important leadership by building a strong negotiating team.
Regarding the Pacific Alliance, President Felipe Calderén (2006-2012) person-
ally attended six meetings and promoted effective coordination between the for-
eign and economic ministries dealing with the negotiations. Subsequently,
President Enrique Pefia Nieto (2012-2018) followed up with a series of five
summits with the leaders of the other Pacific Alliance countries. It is important
to note that in both cases, Presidents Salinas (with NAFTA) and Calderén and
Pena Nieto (with the Pacific Alliance) played Level II (domestic-focused) games
by placing special attention on two constituencies: the Mexican Senate and the
private sector. Even though there are clear differences in the scope and details of
both cases, there are also numerous similarities, including the existence of prior
agreements that paved the way for a later deepening of the economic relation-
ship, the involvement of the private sector, and the coincidence of both agree-
ments with significant internal economic reforms.

In these two cases, it is also intriguing how Mexico was able to turn what
should have theoretically been its primary negotiation weakness into a source
of strength. The supposed weakness was due to a paradox inherent in the two-
level game concept: that institutional arrangements which strengthen decision-
makers at home may weaken their international bargaining positions, and vice
versa.? That is, a system that should make domestic ratification easy also makes
the preceding international negotiation much more difficult. With regard to
Mexico, its political arrangement features a heavily centralized system with a
strong executive and relatively weak legislative and civil sectors. This system
seems to present negotiators with few real limits to their capacity to make
promises, and it is within this context that we see the paradox at work.

We can begin to understand the paradox when we observe that government
negotiators typically must negotiate simultaneously with government officials
from other countries as well as their own domestic agencies or constituen-
cies.'® The two-level game is therefore usually played with foreign counterparts
(Level I, or international negotiation) and with domestic constituencies (Level
11, or domestic ratification). As a result, what is agreed to with the foreign
counterparts must be perceived as acceptable to domestic constituencies in
order for a treaty to be ratified.

The perceived interest of the domestic constituency is routinely used as a
powerful bargaining chip. This is what Thomas Schelling referred to when he
wrote that “the power of a negotiator often rests on a manifest inability to make
concessions.” That is, the more constrained negotiators are seen to be, the
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more credible any statements that they could not possibly yield to the demands
of their counterparts sitting across the table will be. Schelling noted that U.S.
negotiators generally make effective use of the constraints imposed upon them
by Congress."!

How President Salinas and later President Pefia Nieto (to a lesser but still
significant degree) were able to overcome the constraints placed upon them by
domestic forces is an important part of the story of why the NAFTA and Pa-
cific Trade Alliance negotiations can be seen to go beyond mere diplomatic
successes to constitute successful diplomacy.

Background: Mexico's Trade Policy

Since 2006, Mexico’s international trade policy has focused on (1) deepen-
ing and improving its relations with its existing trade partners and creating
new agreements with emerging economies and (2) integrating wider free-
trade areas through treaties to promote specialization, economies of scale,
and the integration of production value chains. In its international trade
policy, Mexico has prioritized its relationships with North America and
Latin America.

North America

In 2013, North America’s gross domestic product (GDP) constituted 26.9 per-
cent of world GDP (the European Union participated with 23.4 percent).'> The
three North American countries composing NAFTA represent a potential
market 0f473 million consumers with high purchasing power."*Inthe NAFTA
area, trilateral commerce reached 1.1 trillion dollars in 2013, a figure account-
ing for 5.8 percent of world trade.'* In that year, North America registered 82.6
percent of Mexico’s exports and 48 percent of its imports." Since 1999, Mexico
has received 191.3 billion dollars in foreign direct investment (FDI) from
Canada and the United States, an amount that accounts for 53 percent of the
total FDI received during that period.'®

Latin America

During the last decade, Latin America'” has become the second most dynamic
economic region in the world, with only Asia ahead. Between 2000 and
2012, its gross domestic product (GDP) grew at an annual average rate
of 3.21 percent (European Union, 1.2S percent; Japan, 0.71 percent; United
States, 1.74 percent).'® It is a market with over 560 million potential
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consumers.'” Latin America also has increasing purchasing power: from 2000
to 2012, its GDP per capita grew 20.3 percent (whereas North America’s grew
8.9 percent, the European Union’s 10.8 percent, and East and Pacific Asia’s
32.2 percent).?’ In 2012, 75 percent of Latin American imports were manu-
factured goods, an area in which Mexico has a comparative advantage as wit-
nessed by the fact that manufactured goods constituted 74.3 percent of its
global exports that year.?! Latin America is a natural market for Mexican
companies, particularly for small and medium enterprises (SMEs). In 2011,
almost 60 percent of the Mexican companies that exported to this region
were SMEs.?

The North American Free Trade Agreement
Economic Background

Mexican foreign trade has historically been and continues to be concentrated
in the United States, which is the main destination for Mexican exports and
the main source of its imports. Table 9.1 shows three major trends in this
regard. First, the U.S. share of Mexico’s total trade remains at approximately
70 percent from the 1970s to the present. Second, Mexican international trade
shows an impressive increase during the 1970s and 1980s. This can be ex-
plained by the transition of the Mexican economy from an import substitution
industrialization model to one based on exports, with important participation
of the oil sector. Finally, both Mexican exports to the United States and im-
ports from the United States showed a sharp increase from 1993 to 2000. This
can be explained by the significant effect of NAFTA as a facilitator of trade.

Table 9.2 shows a comparison of total trade for North America, the Euro-
pean Union, and East Asia from 1990 to 2012. Of the three economic regions,
North America has the largest asymmetry between the markets. In 1990,
when NAFTA was launched, the United States accounted for 74 percent of
total trade in the three North American countries, and Mexico had only 7 per-
cent. This asymmetry represented both a challenge and an opportunity for
Mexico. The challenge was the heavy dependence of Mexican trade on the U.S.
market. The opportunity was for Mexico to negotiate a free trade agreement
that would enhance its economic standing in North America.

Tables 9.2 and 9.3 show some of the trade dynamics caused by NAFTA.
Mexico’s participation in North American total trade increased from 7 percent
in 1990 to 13.5 percent in 2012 (see Table 9.2). Table 9.3 shows the impact that
NAFTAhad inincreasing Canadian and Mexican trade with the United States.
Total U.S. trade with Canada and Mexico increased from US$ 340.5 billion in
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Table 9.1 Mexican Merchandise Trade, 1990-2013

Year  ExportstoU.S. ImportsfromU.S. TradewithU.S.  Tradewith

(US$ billion)  (USS$ billion) as % of global Canada
as % of global

1970 0.90 1.6 66 N/A
1980 9.90 12.60 64 N/A
1993 37.89 43.46 75.79 2.41
1995 59.75 51.68 79.20 2.33
2000 135.22 121.02 80.96 2.20
2005 158.32 106.12 68.19 2.46
2009 159.10 97.28 62.10 3.58
2013 263.46 154.08 62.24 2.84

Source: 1970 and 1980 data - Revista Mexicana de Comercio Exterior, 1994; and 1993 to 2013
data - estimates using data from Banco de México available at: <www.banxico.org.mx/estadisticas/
index.html>.

1993 to 729.3 billion in 2000. In contrast, during this same time period, Japa-
nese and Chinese trade with the United States grew less dynamically, as did
German and British trade (see Table 9.3). It is also noteworthy that Canadian
and Mexican trade with the United States reduced its rate of growth in the first
decade of the twenty-first century. Moreover, due to the U.S. economic crisis
in 2008 and 2009, North American trade showed a decline.

The NAFTA Negotiations

NAFTA marked a watershed in the U.S.-Mexico relationship. By embracing
NAFTA, the Salinas administration put an end to the traditional resistance to
further economic integration with its neighbor to the north. For the Mexican
government, the essential goal of the agreement was to take advantage of being
next door to the largest world market.

NAFTA had an enormous scope, encompassing almost all economic sec-
tors. However, Mexico excluded the energy sector from the negotiations on
political grounds, and the United States set aside immigration. Although the
primary impact of NAFTA was economic, there were important spillovers
into other areas of the bilateral relationship. For example, the three signatory
countries agreed to an unprecedented level of cooperation and to monitor one
another’s compliance with national regulations concerning environmental
and labor issues. Moreover, Mexico and the United States engaged together in
the peace process in El Salvador. It is for these reasons that Mexican historian
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Table 9.2 Total Trade for North America, the European Union,
and East Asia: 1990-2012

Group or Country Total trade (US$ billion) and % of total trade for each
country (in parentheses)
1990 2012
North America 1,539,655 5,563,789
U.S. 1,141,609 3,882,657
(74) (69.8)
Canada 296,702 929,740
(19) (16.7)
Mexico 101,544 751,391
) (13.5)
European Union 3,066,830 11,646,951
Germany 776,786 2,574,521
(29) (22.1)
UK. 408,149 1,148,778
(13) (9.8)
East Asia 720,566 6,618,749
China 57,645 3,866,883
(8) (58.4)
Japan 533,218 1,684,412
(74) (25.4)
South Korea 129,701 1,067,454
(18) (16.1)

Source: 1990 data - Robert A. Pastor, The North American Idea: A Vision of a Continental
Future, 2011; 2012 data - estimates using data of the World Bank, available at: <databank.
worldbank.org>.

Lorenzo Meyer wrote, “The year 1990 (when NAFTA negotiations were
launched) shall be considered an historic date in the evolution of U.S.-
Mexican relations,” because Mexican elites brought about “an historic
shift in the definition of the national interest facing its powerful northern
neighbor.”*}

NAFTA inaugurated a new period in Mexican foreign policy in which
one of its long-standing end goals—autonomy from Washington—came to
an end. During the Cold War, Mexico’s most internally celebrated diplo-

matic triumphs were the decisions to oppose the U.S.-backed resolution in
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Table 9.3 Total U.S. Trade of Goods and Services with Partners in North
America, Asia, and Europe, 1986-2013 ($US million)

Countries 1986 1993 2000 2007 2009 2010 2013

Canada 179,694 340,535 729,299 1,027,573 918,655 1,038,171 1,296,243
and

Mexico

Japanand 134,172 234,791 387,803 684,046 727,880 746,508 900,597
China

Germany 91,658 152,440 266,138 411,378 518,730 378,915 433,742
and the

United

Kingdom

Source: 1986 to 2010 data - Robert A. Pastor, The North American Idea: A Vision of a Continental
Future, 2011; 2013 data - estimates using data of the U.S. Department of Commerce: available at:
<www.bea.gov/international/index.htm>.

the Organization of American States (OAS) to oust Cuba from the Inter-
American System in 1962 and the creation of the Contadora Group in 1983
(Mexico, Colombia, Panama, and Venezuela), which sought alternatives for
peace in Central America that were sometimes in marked opposition to U.S.
perspectives. In contrast, starting from the 1990s, there was a greater con-
vergence in U.S. and Mexican foreign policies.** This is not to say that the
two countries became totally free from differences and frictions. For exam-
ple, in February of 2003, Mexico opposed the U.S.-backed resolution in the
UN Security Council to invade Irag. However, in this instance the goal of
Mexico was not to mark its opposition publicly, but rather to avert the pos-
sibility of retaliation from Al Qaeda, which later struck in Spain in March
2004 and the United Kingdom in July 2005. Mexico later supported the
United States in the Security Council in 2010 when it backed the U.S. and
Germany's efforts to impede Iran from developing nuclear weapons.?*

Paving the Way to NAFTA

In the aftermath of World War II, the United States became the leading force
behind free trade in the Western Hemisphere, and the General Agreement on
Tariffs and Trade (GATI) became its favorite international institution to
foster global trade. In contrast, Mexico developed a highly protectionist trade
regime as part of a strategy of import substitution industrialization, and as a
result did not join GATT until 1986—forty years after its creation. These
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wildly divergent foreign trade strategies caused continual friction between the
United States and Mexico. Surprisingly, these tensions did not seem to have a
detrimental effect on either of the two economies during the 1960s and 1970s.
As Sidney Weintraub noted, trade conflicts between the United States and
Mexico were the result of these two worldviews, but as long as both countries
prospered, as they did until the 1970s, the conflict was muted.?¢

In the 1980s, Mexico underwent important economic reforms, the most
important of which was trade liberalization. This was achieved through a uni-
lateral reduction of both tariff and nontariff trade barriers. The import substi-
tution industrialization model (implemented from the 1950s to the 1970s) was
replaced by an economy oriented toward manufacturing and export. As noted
earlier, the sharp increase in Mexican exports to the United States during the
1970s and 1980s made the continued openness of the U.S. market very impor-
tant to Mexico.

Paradoxically, just when Mexico opened up its economy and increased its
reliance on exports in the 1980s, trade frictions between Mexico and the
United States intensified, with the United States showing incipient signs of
protectionism. Mexico’s accusations of unfair trade practices on the part of the
United States mounted, resulting in substantial uncertainty concerning Mex-
ican exports. Meanwhile, there was a sharp rise in countervailing duty and
antidumping suits against Mexican exports, and restrictive quotas were placed
on Mexican steel exports. Canadian ambassador Rodney Grey described the
antidumping and countervailing duty measures as “contingent protection-
ism.” Imports were limited or supplemental duties were imposed in retaliation
for what were considered unfair trade practices.?” In 1984, Mexico signed the
Voluntary Export Restraint (VER) on steel, a new U.S. trade protectionist
mechanism. Through this agreement, Mexico “voluntarily” diminished its
steel exports to the United States by half. Put another way, Mexico was as-
signed a quota that compelled a necessary reduction of steel exports.?® Mexico
had neither recourse nor resources to cope with rising U.S. protectionism. De-
spite the fact that the U.S. market was the main destination of Mexican ex-
ports, there was no legal framework with which to adjudicate U.S.-Mexico
trade relations. Moreover, Mexico was not yet a member of GATI. In fact,
Mexico had not signed a single trade agreement with the United States from
1942 through the 1980s.?” To deal with its increasingly conflicting trade rela-
tions with the United States, Mexico decided to build a legal trade framework
through a series of bilateral agreements during the second half of the 1980s,
and it finally joined GATT in 1986.

Between 1985 and 1989, Mexico and the United States signed six bilateral
agreements. The most relevant ones were the Subsidies and Countervailing
Duties Agreement of 1985, the Legal Trade Framework I of 1987, and the



210 FOREIGN POLICY BREAKTHROUGHS

Legal Trade Framework II of 1989. In the Subsidies and Countervailing Duties
Agreement, Mexico promised to stop subsidizing exports and in return was
granted the “injury test,” making the imposition of duties on Mexico more dif-
ficult by requiring U.S. industries to demonstrate proof of domestic injury.*
The Legal Framework I was a mechanism for bilateral consultations prevent-
ing trade disputes, furthering trade and investment liberalization.*' The Legal
Trade Framework II went a step further by deepening and actively promoting
the liberalization of trade and investment.* This emerging legal trade frame-
work between the two countries paved the way to NAFTA, a surprise proposal
made by Mexico in 1990.

Presidential Leadership in the NAFTA Negotiations

President Salinas had an ambitious agenda to foster foreign investment in
Mexico and to promote exports. He believed Mexico’s economic reforms in
the late 1980s had made it an attractive market for foreign investors. The re-
forms consisted of four main elements: trade liberalization, deregulation, the
privatization of state enterprises, and the setting in order of public finances.*
Despite these improvements, Salinas and his trade minister, Jaime Serra, real-
ized while at the 1989 World Economic Forum in Davos that the European
Community and Japan were not ready to invest in Mexico. Europe was too
busy managing the collapse of the Soviet Union—the wealthy Western Euro-
pean countries were entirely occupied with the reconstruction of Eastern
Europe, and Germany’s priority was reunification. Europe’s goal seemed to be
to build democratic, market-oriented regimes that would eventually become
part of the European Union. Meanwhile, Japan had domestic deflationary
pressures to contend with.

While at Davos, Salinas recalled that President George H. W. Bush (1989-
1993) had proposed the possibility of a free trade agreement during a meeting
in 1988 in Houston, Texas:

I realized the advancement of globalization made urgent the negoti-
ation of a Free Trade Agreement. . .. Once we decided to negotiate
a Free Trade Agreement it was necessary to find out where the U.S.
interest stood since I had rejected the offer (of soon-to-be President
Bush) in 1988.3*

The meeting had taken place before either man had been sworn into office. At
that time, Salinas thought it was too early to negotiate an agreement of such
great magnitude, but after realizing that neither the European Union nor Japan
(the second- and third-largest world economies) were ready to invest in
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Mexico, he decided to open the Mexican economy to the possibility of free
trade with the United States.

Soon after returning from Davos in April 1990, Salinas dispatched some of
his most trusted economic officials to Washington, D.C., to explore the possi-
bility of initiating free trade negotiations with Bush’s economic and trade
teams. The Mexican contingent encountered initial resistance from the U.S.
trade representative, Ambassador Carla Hills, who was devoted to the Uru-
guay Round of GATT. But President Salinas and his economic team had de-
cided that the best way to foster the growth of the recently reformed Mexican
economy was to initiate free trade negotiations with its neighbor to the north.

On June 10, 1990, Salinas traveled to Washington, D.C., with the sole pur-
pose of convincing President Bush to launch free trade negotiations.** The two
presidents met at Camp David, where President Bush hosted a dinner for his
Mexican counterpart. The reception preceding the dinner was attended only
by Bush’s closest economic and trade advisers.*® According to Bush’s press
secretary, Marlin Fitzwater, “Both leaders believe[d] that the United States
and Mexico would each derive substantial and long-term benefits from a com-
prehensive bilateral trade agreement. They agreed that bilateral efforts to max-
imize trade and investment opportunities [could] and should complement the
trade liberalization achieved in the Uruguay round of the GATI.”*" In the end,
Salinas and his team’s perseverance paid off. President Bush acquiesced to bi-
lateral meetings in preparation for the negotiations. Even though American
trade negotiators were busy with the Uruguay Round of GATT, it was difficult
for President Bush to deny Salinas a negotiation that he had first suggested.

To prepare for the negotiations, the Mexican government established a new
office in Washington, D.C., dedicated solely to the negotiating effort. Presi-
dent Salinas and Trade Minister Serra also put together an impressive team of
technocrats located in both Mexico City and Washington. The team included
dozens of highly trained professionals with prestigious graduate degrees.** For
example the top negotiator, Trade Minister Serra, had a Ph.D. in economics
from Yale University.

Although Mexico was well prepared to enter negotiations, it is not clear
whether these preparations in and of themselves would have been sufficient to
guarantee success. At the time of the NAFTA negotiation’s launching, Mexico
and the United States revealed important contrasts in their decision-making
processes. Formally, both governments were presidential regimes with sepa-
ration of powers; but in practice, there were deep differences, the most em-
blematic was that in Mexico, the same party (the Institutional Revolutionary
Party, or PRI, using its Spanish acronym) had been in power for sixty-five
years.*® Another key difference was that in Mexico in the early 1990s, power
was highly centralized in the Mexican presidency, with neither Congress nor
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the courts, to say nothing of civil society, providing a sufficient balancing
force. As noted earlier, the paradox noted in Robert Putnam’s two-level game
concept signifies that international negotiation is much more difficult when
domestic ratification is seen to be easy, meaning that the differences in the
Mexican and U.S. policymaking processes should have had a significant
impact on Mexico’s negotiating capacities vis-a-vis the United States.

Thus, during the NAFTA negotiations, it was expected that American ne-
gotiators were to keep in mind both their Mexican counterparts and their do-
mestic constituencies, but there was no equivalent expectation out of Mexico.*’
As described by Jorge Dominguez, “Mexican President Salinas would have
been literally ‘incredible’ if he had attempted to argue, in negotiation with the
United States, that he was constrained by Congress or the courts in making or
unmaking commitments.”™ In that case, how were the negotiations necessary
to create successful diplomacy accomplished?

President Salinas’s skill in playing Level II (domestic) games was an impor-
tant factor in the success of Mexico’s negotiations. Salinas unexpectedly placed
special attention on two domestic constituencies: the Mexican Senate and the
private sector. In addition, he was also able to successfully capture much of the
U.S. domestic constituency.

Once President Bush acquiesced to launching negotiations leading to
NAFTA, President Salinas formally asked the upper chamber of the Mexican
Congress to establish a consultative process on whether it would be in the na-
tional interest to negotiate a free trade agreement with the United States. The
Senate proceeded with the consultation and soon thereafter announced that
such an agreement would result in great benefit to the Mexican economy.**

To secure the backing of the private sector, the administration facilitated
the creation of the Business Coordination of Foreign Trade (Coordinadora de
Organizaciones Empresariales de Comercio Exterior, or COECE in its Span-
ish acronym). COECE integrated each economic sector: steel, cement, tex-
tiles, construction, toys, agribusiness, and many others.*” COECE business
leaders became the inseparable companions of Mexican NAFTA negotiators,
or in negotiation jargon, the “next-door chamber.” Always present and ready
with assessments on how NAFTA was going to affect their own economic sec-
tors, COECE became an effective negotiation tool. Moreover, COECE leader-
ship was asked by President Salinas to engage in a lobbying campaign in the
United States in order to secure the successful negotiation of NAFTA and its
eventual approval by the U.S. Congress. COECE hired lobbyists in Washing-
ton, D.C., who shepherded top Mexican businesspeople within the corridors
of the Capitol. At the same time, Minister Serra and Chief Negotiator Blanco
hired over a dozen lobbying firms in Washington as well as in key states such
as California and Texas. The lobbying firms centered their efforts on key
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members of Congress and crucial constituencies such as Latinos, states bor-
dering Mexico, and business organizations.

In this way, President Salinas transformed his negotiating weakness—
that is, not having domestic constituencies that would limit his negotiation
capacities—into a strength for his negotiators. Instead of ignoring the Mexi-
can Congress and the private sector due to their relative lack of strength,
President Salinas recruited them, especially the business sector, as an inte-
gral part of the negotiating team.

NAFTA became President Salinas’s single most important foreign policy
initiative. He and his entire economic team became very engaged in securing
the approval of NAFTA. One can argue that Salinas became Mexico’s number
one self-taught lobbyist. He traveled extensively to the United States to popu-
larize the idea of the agreement. To counter the accusations of U.S. environ-
mental groups that Mexico did not properly implement its own environmental
laws, President Salinas took bold steps such as closing the largest oil refinery in
Mexico City and implementing dolphin-safe fishing practices. When prob-
lems arose in other areas of the bilateral relationship, President Salinas rushed
his cabinet ministers to resolve them. For example, as a result of the 1985
murder of U.S. Drug Enforcement Administration agent Enrique “Kiki” Ca-
marena, the agency kidnapped a Mexican doctor, Humberto Alvarez Mach-
ain, in 1992. Mexico used all of its diplomatic leverage to make sure that this
bilateral friction did not negatively affect the NAFTA negotiations.

For the first time in Mexican diplomatic history, the Mexican government
made full use of every resource available in the U.S. policymaking processes in
order to pass NAFTA. In addition to hiring lobbying firms, the Mexican nego-
tiating team encouraged the United States’ most prominent business organiza-
tions and think tanks to come out with favorable reports on the projected
impact of NAFTA. The Washington-based think tanks, the Center for Strate-
gic and International Studies and the Overseas Development Council, created
programs almost entirely dedicated to fostering the passage of the agreement.
In addition, Mexico created a national program to nurture Mexican-American
organizations. These organizations were very helpful in places like California
and Texas in ensuring that their congressional delegations were favorable to
NAFTA.

In sum, Mexico’s successful negotiation of NAFTA and the eventual passage
of the agreement by the U.S. Congress were the pxioduct of effective diplomacy.
President Salinas’s success was the result of a three-pronged game. First, Mexico’s
negotiating team played a Level I game with the U.S. and Canadian negotiators.
At the same time, Salinas played two Level II games, the first with Mexican do-
mestic economic and political constituencies, and the second—through his lob-
bying efforts—with U.S. economic constituencies and Congress.
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The Pacific Alliance
Economic Background

The Pacific Alliance has become one of the most dynamic economic integra-
tion processes in Latin America and has caught the attention of the interna-
tional community. The Pacific Alliance represents a potential market of 216
million consumers with rising purchasing power. Although intrabloc exports
are low (less than S percent) and the added value of Pacific Alliance inputs in
each country’s exports is small (12 percent in Peru, 10 percent in Colombia
and Chile, and close to 2.5 percent in Mexico), there is great potential for fur-
ther integration of each member’s value chains in sectors such as mining,
chemicals, textiles and apparel, and the agroindustry.** See Table 9.4 for a
comparison of its economic weight with other regional initiatives.

Table 9.4 Economic Weight of Various Regional Initiatives, 2012

Pacific Alliance Mercosur ASEAN TPP
GDP (US$ million) 2,015,684 3,307,835 2,281,023 28,117,758
% Latin America 35 58 N/A N/A
GDP per capita 9,331 11,822 3,749 35,351
(US$ million)
Total trade (US$ 1,116,965 822,021 2,474,969 7,860,831
million)
Exports (US$ 556,033 437,139 1,253,513 3,555,479
million)
% Latin America Sl 40 N/A N/A
Imports (US$ 560,932 384,882 1,221,456 4,305,352
million)
% Latin America 52 36 N/A N/A
Population 216 279 608 795
(millions)
% Latin America 38 49 N/A N/A

Notes: Latin America includes Argentina, Belize, Bolivia, Brazil, Chile, Colombia, Costa
Rica, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru,
Uruguay, and Venezuela. The Pacific Alliance comprises Chile, Colombia, Mexico, and Peru.

Mercosur includes Argentina, Brazil, Paraguay, Uruguay, and Venezuela. The

ASEAN countries are Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines
Singapore, Thailand, and Vietnam (GDP estimates do not include data from Myanmar).

TPPincludes Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru.
Singapore, the United States, and Vietnam.

Source: estimates using data of the World Bank, available at: <databank.worldbank.org>.
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The Pacific Alliance is not only a trade agreement designed for ongoing ec-
onomic and commercial integration. It has also created mobility for citizens of
the four member nations. For instance, Mexico eliminated visitor visas for Co-
lombian and Peruvian nationals, an important change in its immigration prac-
tices. Mexico had previously applied very strict security measures regarding
Colombians traveling to Mexico due the strength of Colombia’s drug cartels.
As a result, Colombian nationals often had to wait months to get visas, and
many were denied entry to Mexico altogether.

The Pacific Alliance also serves as a foreign policy pact. It is a club for like-
minded countries that share the ideas of trade liberalization, economic devel-
opment based on market-oriented economic policies, and a foreign policy
that is not antagonistic toward the United States. Moreover, this subregional
integration model can be seen as a subtle liberal response to the Bolivarian
Alliance of the Americas (Alianza Bolivariana para las Américas, or ALBA in
its Spanish acronym). The Pacific Alliance directly contradicts ALBA’s pro-
tectionist trade policies and statist and populist economic development
policies.

Previous Economic Integration Efforts in Latin America

Efforts at economic integration in Latin America date back to 1960, the sign-
ing of the Treaty of Montevideo, and the creation of the Latin American Free
Trade Association, which in 1980 was reorganized to become the Latin
American Integration Association (ALADI in its Spanish acronym). Al-
though the member countries have signed various commitments through
ALADI, the agreement has not been able to achieve its desired integration of
the region.

Another regional trade agreement was attempted in 1994. Under the lead-
ership of the United States, thirty-four American countries started negotia-
tions to create the Free Trade Area of the Americas. Despite the complex
negotiation process, which lasted nearly a decade, the initiative did not
succeed.

In 2007, eleven Latin American countries—Chile, Colombia, Costa Rica,
Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, and
Peru—created the Latin American Pacific Arc Forum. The member countries
intended to form a space for dialogue, cooperation, and convergence on eco-
nomic and trade issues, as well as to commit themselves to developing a strategy
to project themselves in a more coordinated and competitive manner toward
the Asia Pacific region.* The Pacific Arc did not ultimately produce specific re-
sults, due to various factors, among them the number of countries involved,
conflicting priorities, the existence of other ongoing negotiations, and the fact
that not all the countries had preferential agreements with each other.
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Negotiations

In October of 2010, due to the impossibility of building consensus under the
Pacific Arc, the former president of Peru, Alan Garcia (1985-1990 and 2006~
2011), proposed a new negotiation with fewer participating countries. At first,
Garcia only sent the proposal to Chile, Colombia, Ecuador, and Panama.
Mexico was excluded because of the perceived difficulties of its being able to
conclude a bilateral free trade agreement with Peru.

However, owing to Mexico’s standing in the region and the restart of bilat-
eral negotiations with Peru after a long period of stalemate, in December 2010
the president of Mexico joined the presidents of Chile, Colombia, and Peru in
laying out a road map for a deep integration initiative, establishing specific
commitments for its advancement. The presidents agreed that there was no
time to lose, and they instructed their trade and foreign ministers to com-
mence work on the agreement in the first days of January 2011. By June 2012,
they had completed and signed the Pacific Alliance Framework Agreement,
which established an integration area in which to seek progressive advance-
ment concerning the liberalization of goods, services, capital, and the move-
ment of people. The agreement also serves as a platform for foreign policy
coordination, economic and trade integration, and the projection of the
member countries as a bloc to the world, with emphasis on the Asia-Pacific
region.

The network of preexisting trade agreements between members was key
to the successful creation of the Pacific Alliance. During the negotiations,
Peru’s lack of a trade agreement with Mexico and other Latin American
countries placed it in a disadvantageous position relative to the other par-
ties that had agreements between themselves. This hindered the possibil-
ity of advancing in the negotiations. Mexico and Peru’s conclusion of a
bilateral agreement became Mexico’s ticket to the Pacific Alliance and the
Trans-Pacific Partnership negotiations. President Calderén had to sur-
mount significant opposition from the Mexican private sector, particularly
agricultural interests, to conclude the Free Trade Area of the Americas
agreement with Peru. If this negotiation had not succeeded, that is, if it had
failed at Level II (domestic affairs) and caused defection, Mexico would
not have had the credibility to participate in more ambitious negotiations
in the future.

All countries participating in the Pacific Alliance have free trade agreements
(FTAs) with each other. Mexico has an FTA with Chile, and in recent years has
adjusted and deepened its FTAwith Colombia. The signing of the Mexico-Peru
Trade Integration Agreement in 2011 was fundamental to further progress, as
it was the only major trade relationship that remained undeveloped. Having a
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network of preexisting trade agreements among the countries negotiating the
Pacific Alliance established a level playing field that allowed negotiators to seek
more ambitious commitments.

The countries that negotiated the Pacific Alliance share values and
principles that were essential to achieving a successful result. The four
countries’ governments share the idea of trade liberalization and the pro-
motion of foreign investment as engines to drive their economic develop-
ment. The continuity of the respective countries’ international trade
policies by their new administrations has also been fundamental to the in-
tegration process.

Former presidents Calderén of Mexico and Garcia of Peru were impor-
tant promoters of their countries’ trade liberalization, and they played a vital
role in creating the initiative. Despite the occurrence of presidential elec-
tions and a resulting change in governing political parties in these countries
while the negotiations were taking place, there has been continuity in their
trade policies. Since taking office, Mexico’s current president, Pefia Nieto,
has decisively promoted economic liberalization, and even Peru’s new presi-
dent, Ollanta Humala (2012-2016), who is characterized as “left wing,” has
favored and driven the negotiations. Likewise, the president of Chile, Mi-
chelle Bachelet (2006-2010 and 2014-2018), also supported the integration
process.

In the last two decades, the four countries that are members to the alliance
have established ambitious trade agendas, continuously negotiating FTAs
with the world. The members’ shared ideals were a determinant in driving the
negotiations to a successful result. As Mexico’s minister of economy, Ildefonso
Guajardo, has noted: “the countries involved in the Pacific Alliance are those
that reflect the greatest dynamism in Latin America.™®

Presidential Leadership

Chile, Colombia, Mexico, and Peru have shown genuine interest in the Pacific
Alliance, which has clearly become a high priority in their trade and economic
agendas. This interest has been led by the highest levels of each country. From
the initiative’s launching in December 2010 to the signing of the first liberal-
ization agreement in February 2014, the member country presidents held eight
summits and then met again four months later (in contrast, the Pacific Arc
gathered the presidents only once during the span of five years). In some cases,
the presidents have even connected through sophisticated video conference
systems. In addition to engaging the presidents, the Pacific Alliance has se-
cured active participation and leadership from high-level officials, particularly
deputy ministers.
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The Pacific Alliance has prioritized the following areas, for which technical
groups have been established:

« the movement of businessmen and the facilitation of transit migration, in-
cluding police cooperation;

« tradeand integration, including trade facilitation and customs cooperation;

« services and capital, including the integration of stock exchanges; and

« cooperation and dispute settlement mechanisms.

The Pacific Alliance concluded a first stage of the integration process on
February 10, 2014, with the signing of the Additional Protocol to the Frame-
work Agreement of the Pacific Alliance. The members agreed to a complete
trade liberalization of goods (92 percent immediately and the remaining 8 per-
cent to be reached by 2030). The liberalization of services is also covered, al-
though less forcefully.

The countries also agreed to a practically complete harmonization of rules
of origin; regulatory cooperation through the promotion of mutual recogni-
tion agreements on technical standards; elimination of visa requirements;
establishment of mechanisms for trade facilitation and customs cooperation
(through, for example, the connection of each country’s single window for
trade operations and electronic certificates of origin); cooperation on many
fronts (the opening of common embassies and trade and investment promot-
ion agencies, environment and climate change, science and technology, tour-
ism, and scholarship programs for academic exchanges); and introduction of
agreements in the financial, transportation, and telecommunications
sectors.

In addition, the members sought to advance their negotiations on the free
mobility of investments. The Mexican Stock Exchange was integrated into the
Latin America Integrated Market, which already comprises the stock ex-
changes of Santiago, Bogotd, and Lima. There is also an agreement to regulate
government procurement within the four countries. Good regulatory prac-
tices and e-commerce are part of the agreement as well. The countries have
also signed the Agreement for the Establishment of the Pacific Alliance Coop-
eration Fund, which through equal contributions will finance cooperation
projects as well as a scholarship system to facilitate the exchange of students
between the countries.

The level of ambition of the Pacific Alliance has caught the attention of the
international community, resulting in a growing number of country observers.
These now include Australia, Belgium, Canada, China, Costa Rica, the Domin-
ican Republic, Ecuador, El Salvador, Finland, France, Germany, Guatemala,
Honduras, India, Israel, Italy, Japan, Morocco, the Netherlands, New Zealand,
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Panama, Paraguay, Portugal, Singapore, South Korea, Spain, Switzerland,
Trinidad and Tobago, Turkey, the United Kingdom, the United States, and
Uruguay.

Costa Rica and Panama are candidates to become members of the Alliance.
The Pacific Alliance could also grow to include not only more Latin American
countries but also other countries that have expressed interest in participating
as observers. The integration of Latin America will give the region greater bar-
gaining power vis-a-vis other regions; successfully integrate it into global and
regional value chains; and resolve many common economic, social, and polit-
ical challenges.

Two-Level Games in the Pacific Alliance Negotiations

The paradoxical nature of two-level games—players that have a high
degree of power in Level II negotiations also have decreased power in Level
I negotiations—was important during the NAFTA negotiations due to the
significant structural differences between the Mexican and U.S. political
systems. In the case of the Pacific Alliance negotiations, the issue was less
pronounced because the countries involved shared more similar power
structures. Also, Mexico was perceived to have changed structurally in the
previous twenty years. In contrast with NAFTA, for which President Sali-
nas strategically empowered domestic constituencies (the private sector
and Congress) to increase his negotiating power in Level I, under the Pa-
cific Alliance, Mexico’s domestic stakeholders arguably had a real possibil-
ity of blocking the agreement. In particular, President Calderén faced
greater adversity because of the opposition of certain producers within the
agricultural sector, and because his political party did not have a majority
in Congress.

But as the saying goes, what’s past is prologue, and it could be argued that
perhaps Mexico has not changed that much. The return in 2012 of the PRI as
the ruling party after twelve years out of power meant that President Pefia
Nieto had practically all the votes needed to pass trade agreements, even
though he did not have the comfortable majority in Congress enjoyed by Pres-
ident Salinas. Mexican international trade agreements require approval by a
simple majority of the Senate, which is composed of 128 senators. The ruling
PRI and its ally, the Partido Verde Ecologista de México (PVEM), together
hold 61 seats out of the total of 128. Thus, the current administration needs
only a couple of votes from the opposition to obtain the majority needed to
pass international treaties.

Despite this increased room to maneuver provided by the current makeup of
the Senate, the Pefia administration’s negotiators could still reasonably allege in
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Level I negotiations that they needed to address internal demands, particularly
from the agricultural sector. Moreover, they were further constrained because
the administration was in negotiations with opposition parties regarding struc-
tural reforms and so could not risk compromising the internal consensus Presi-
dent Peia Nieto had begun to construct even before coming into office.

Aside from the effects caused by the paradoxical nature of the two-level
games, Putnam’s theory also describes many of the directions taken in the ne-
gotiations that helped to create successful diplomacy.

As in NAFTA, the scope of the agenda of the Pacific Alliance went beyond
trade issues. Thus, there was both political and economic content that had to
be addressed by the countries’ policymakers. In Mexico’s case, presidential
leadership under Calder6n and Pefia Nieto translated into a fine-tuned coordi-
nation among the governmental agencies involved, especially the foreign af-
fairs and the economy ministries. In an analogous fashion to NAFTA, the
teams negotiating the Pacific Alliance were highly experienced, technically
trained officials, Many were career public servants, involved in previous nego-
tiations, who knew each other well.

Also recalling the NAFTA process, the Pefa Nieto administration had
undertaken reforms in various key sectors of the economy, including tele-
communications, economic competition, labor, and fiscal and energy policy,
as well as in education.”’” As a consequence, Mexico once again liberalized
major sectors of the economy that had been historically closed to private
investment.

The crucial domestic constituencies of the Senate and the private sector
were again mobilized to achieve the necessary consensus to pass the agree-
ment. While Mexico’s private sector evinced a favorable opinion of the Pacific
Alliance,*® the trade pact—and its associated economic reforms—still faced
opposition from a significant part of civil society. In contrast, Chile, Colom-
bia, and Peru all had high levels of trade negotiation activity with scarce public
opposition to liberalization policies.

By linking the ongoing trade and investment negotiations to the momen-
tum to drive structural reforms in the country, Mexico essentially sought to
obtain concessions from its most important trading partners in exchange for
domestic liberalization. In other words, for Mexico’s counterparts, binding
market access through a trade or investment agreement created value by con-
straining the ability of future Mexican administrations to impose new
restrictions.

Finally, similar to the process during the NAFTA negotiations, the parties
to the Pacific Alliance committed to comply with specific deadlines. This was
a clear sign of the countries’ intention to achieve an ambitious integration of
their economies.
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Conclusion

NAFTA and the Pacific Alliance are two prime examples of Mexico’s success-
ful diplomacy through economic statecraft. Although the agreements are
more than two decades apart and involve different geographical regions, both
negotiations shared a similar strategy and a series of actions that allowed for
the successful conclusion of the agreements.

Among the most important shared elements were: recognition from the
outset that the pacts represented more than mere trade issues and were pivotal
to Mexico’s foreign and domestic interests; strong presidential leadership and
a prioritization that limited opportunities for bureaucratic battles; establish-
ment of specific goals, tied to a series of economic liberalization reforms that
preceded them; and use of well-trained negotiators. Finally, success in these
negotiations was also dependent upon the skillful employment of presidential
outreach to domestic constituencies—particularly to the Senate and the pri-
vate sector—which strengthened Mexico’s Level I game by turning its pri-
mary negotiation weakness into a source of strength.

Both trade agreements also had important implications not only for other
aspects of Mexican diplomacy but also for the social and political development
of the country. Trade agreements institutionalize ties—they establish rules,
working groups, follow-up mechanisms, and even institutions that bring high-
level policymakers and officials in contact on a regular basis, thus creating
better coordination and understanding among nations. Trade agreements can
also establish dispute settlement provisions outside the political arena to ad-
dress issues that cannot be solved solely with technical means. As Robert Keo-
hane argued, negotiated international orders help reduce transaction costs
and increase confidence among policymakers, which allows for better coordi-
nation among nations.** We thus conclude that NAFTA helped to accomplish
more optimal economic results, benefiting the consumers of the United States,
Mexico, and Canada. We expect that the Pacific Alliance will produce similar
benefits for Mexico, Chile, Colombia, and Peru.

NAFTA was implemented in January 1994. It dramatically changed the
manner in which Mexico interacted with its North American neighbors,
Canada and the United States. NAFTA also helped to institutionalize other
areas of the bilateral relationship. The U.S.-Mexico Binational Commission,
created in 1991 to coordinate three areas of the relationship, expanded to in-
clude sixteen working groups, including education, cultural affairs, immigra-
tion, consular affairs, and border issues. NAFTA also stimulated a series of
spillover effects in U.S.-Mexican relations. For example, just a year after
NAFTA went into effect in January 1995, the renewed U.S.-Mexico partner-
ship was put to a test. In what became known as the “tequila effect,” Mexico’s
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difficulties in servicing its foreign debt shattered global confidence in emerg-
ing markets. To help Mexico confront its international debt payments, Presi-
dent Bill Clinton used executive action to issue a multibillion dollar loan to
Mexico (US$50 billion).*® The U.S. loan had a crucial effect in raising global
confidence concerning Mexico’s capacity to face its financial problems.

By joining NAFTA, Mexico’s diplomacy moved closer to Washington’s.
This perception opened some doors for Mexico and closed others. For exam-
ple, Mexico intensified its relations with Japan, a close U.S. ally in Asia. Not
only did Mexico negotiate an FTA with Japan, which went into effect in 2004,
it also expanded its bilateral cooperation with what was then the world’s
second-largest economy. However, in some Latin American countries, suchas
Brazil, Mexico was precluded from participating in new regional groups such
as UNASUR on the grounds that it was already part of NAFTA.

Similarly, the Pacific Alliance is already having an important effect not only
on bilateral relationships, but also on Latin American regional integration, as
well as its relations with other regional blocs. The alliance is as much a foreign
policy pact as a trade agreement and has caused Mexican diplomacy to be per-
ceived as moving closer to that of Latin America. For example, within the Pa-
cific Alliance, Mexican-Colombian cooperation has been expanding not only
in the area of the economy, but also concerning citizen security, as evidenced
by the new bilateral initiative to train Mexican police in the Andean country.
In the same vein, Mexico’s decision to eliminate visitor visas for Colombian
and Peruvian citizens is creating closer ties. In addition to relationships with
members of the alliance, the agreement has served to strengthen Mexico’s
presence across Latin America.

In addition, there are various similarities between NAFTA and the Pacific
Alliance negotiation processes that explain why the first succeeded and the
latter continues on a path toward successful integration. From the Mexican
perspective, there are important elements that are worth underscoring. First,
there were preexisting networks of agreements that served as ready-made
building blocks for creating the structures necessary for further liberalization
and integration. In the case of NAFTA, this included Mexico’s entrance into
GATT and the Legal Trade Framework agreements of the 1980s. In the case of
the Pacific Alliance, Mexico’s existing bilateral FTAs with the group’s mem-
bers provided a critical foundation.

During both the NAFTA and Pacific Alliance negotiations, all parties in-
volved had a common mindset regarding the desirability of expanding trade.
In the case of the Pacific Alliance, Chile, Colombia, Mexico, and Peru all had
signed bilateral FTAs. As a result of these shared goals, the leaders (and by
extension their administrations) of the countries involved were able to give the
negotiations a high level of priority. In the case of Mexico, the presence of
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strong presidential leadership ensured lack of bureaucratic infighting. The
combination of these shared priorities and the attention of leaders encouraged
effective coordination between government agencies.

For Mexico, the high priority given to these negotiations by the respective
presidents led directly to the creation and then to the active participation of
heterogeneous Level II constituencies, which included the Senate and the pri-
vate sector. Furthermore, once constituted and active, these constituencies
had effects that went well beyond the scope of the original aims. It is striking
how important the inclusion of the Senate was in these negotiations for the
active instrumentation of heterogeneous Level II constituencies in both cases.

Finally, the two international negotiations coincided with a previous deter-
mination of the urgent need for extensive domestic structural reforms. In the
case of NAFTA, these were centered on the need to end the era of import sub-
stitution industrialization and to open Mexico to the world economy. In the
case of the Pacific Alliance, Mexico had ambitious plans to reform the tele-
communications and energy sectors and to address the pending competitive-
ness agenda.

Taken together, these two cases make it quite clear that Mexico’s economic
statecraft has provided a solid basis for successful diplomacy. That is, in inter-
twining both foreign and domestic economic imperatives, Mexico created the
conditions necessary to play a series of Level I and II games successfully in the
negotiations of NAFTA and the Pacific Alliance. It did so by undertaking a
process of concerted actions to achieve clear goals, and by leveraging presiden-
tial leadership to harness the political and bureaucratic apparatus in order to
capture domestic and foreign interests for the benefit of Mexico.
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