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Foreword

     The Committee for Closer Economic Relations between Japan and Mexico was 

established within the Japan External Trade Organization in February 1999 to explore

and study measures to cement trade and investment relations between Japan and Mexico. Its members consist of scholars and business people, with the participation of observers from government and industry associations. Meetings were held on seven occasions.

     The Committee reported and deliberated on the present situation and problems

of and barriers to trade and investment between Japan and Mexico; the effects of a

Japan-Mexico Free Trade and Investment Agreement on direct investment; problems with Mexico’s financial market; the effects of the abolition of tariffs between Japan and Mexico; the effects of a Japan-Mexico Free Trade Agreement on Japan’s industries; and a general assessment of a Japan-Mexico Agreement.

     The Committee reached the conclusion that a FTA is an effective means for strengthening economic ties between Japan and Mexico and should therefore do its utmost to promptly establish a basic framework for the realization of this.

     Because the notion of a FTA is new to the Japanese experience, a great variety of views were proffered for each topic. Not all such views and opinions are included in the report that follows.
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1. Why a Free Trade Agreement (FTA) Now?
1) Among the top 30 countries, that account for 90% of the world's combined GDP, only Japan, China, Korea and Taiwan are not involved in some kind of regional integration or free trade agreement. Because a regional integration or free trade agreement has a tendency to discriminate against nonmember countries, some contend that such agreements may lead to the formation of blocs, thus hindering the development of world trade.

2) Nevertheless, such criticism is now losing support.  The general tendency worldwide is to focus on benefits that members of such agreements apparently enjoy as a result of trade and investment liberalization rather than to discriminate against nonmember countries.  While multilateral negotiations were making progress at GATT/WTO, NAFTA was formed, the EU was strengthened, and AFTA (ASEAN Free Trade Agreement) and SADC (South Africa Development Community) were also formed.  As such, the worldwide trend is pointing toward regional integration or free trade agreements.

3) The mainstream view has become that bilateral and regional agreements do not hinder multilateralism but complement it.  In the Americans, there are numerous bilateral and regional agreements such as NAFTA, MERCOSUR (Southern Common Market) and the Andean Community.  Negotiations on FTAA (Free Trade Area of the Americas) have started to incorporate all these agreements, and broader multilateral negotiations are being conducted.  In addition, Latin America and the Caribbean have commenced a dialogue with the EU aimed at deregulating trade between the two regions (a summit between the two regions was held for the first time in Rio de Janeiro in June 1999).

4) Moreover, disputes are being settled based on bilateral and regional agreements, as a result of growing experience and know-how with these agreements.  The principles of integration and free trade agreements are being reflected in the rule-making processes of multilateral negotiations.  For instance, NAFTA adboted the free trade principle covering agriculture and services on which an agreement was reached at the GATT Uruguay Round.

5) On the other hand, while Japan had been mindful of the benefits of regional integration and free trade agreements, it has been pushing for the ideal of multilateral-only negotiations.  During this time, 107 free trade agreements (including customs unions) went into effect around the world as of June 1999.  Recently, signatories to regional  integration or free trade agreements have started negotiations.  Japan needs to build friendly relations with other countries in order to avoid being left behind the rest of the world.  It is now time for Japan to consider shifting to trade policies that take into consideration bilateral and regional schemes that complement multilateral international rule making for the liberalization of trade and investment.

6) Japan's current move to push for bilateral or regional FTA signals to the world a shift from its previous multilateral-only negotiation policy.  If Japan were to aim at forming a FTA with Mexico, the risk of the world being divided into three major blocs consisting of Asia, America and Europe can be forestalled. In addition to this, Japan may nourish a good partnership for understanding with Mexico through the process of negotiating a FTA .

2. Why Mexico?
1) Mexico hopes to reinforce its economic ties in Asia, particularly with Japan.  When President Zedillo visited Japan in November 1998, he proposed that concrete measures be taken to cement economic ties between the two countries.  As such, Mexico has sent a positive signal for a FTA with Japan.  It is vital that Japan actively responds to this overture.

2) Historically speaking, when Japan was struggling to abolish its unequal treaties with the great powers of Europe and the United States in the last century, Mexico became the first country to conclude a reciprocally equal trade treaty of amity (in November 1888).  Inspired by the conclusion of this treaty, Japan revised its unequal treaties with the United States, Germany and Russia and signed equal treaties in the following nine months.  Given this historical fact, it is of great significance that Japan intends to choose Mexico as its partner in entering into FTA for the first time.

3) Today, Mexico holds an important meaning as a member of NAFTA, along with the United States and Canada, as a place where Japanese industries can secure a foothold in the North American market.  FTAA negotiations, which include North America and Latin America, are scheduled to be completed by 2005.  A FTA with Mexico will give further impetus to Japanese access to a total population of 800 million and to a market valued at a GDP of $10 trillion.

3. Present Conditions and Problems with Japan-Mexico Trade and Investment
1) Present conditions of trade and investment

(1) According to 1999 Japanese statistics, Mexico's share of Japanese trade stood at 1.1% of exports (20th) and 0.5% of imports (36th).  Meanwhile, Japan's share of Mexican trade stood at 0.6% of exports (5th) and 3.6% of imports (2nd).  The United States, Mexico's largest trading partner, accounted for 88.2% of Mexican exports and 74.1% of Mexican imports, thus boasting the lion's share.

(2) Japanese exports to Mexico primarily consist of electronic and electrical appliances, auto parts and industrial products such as general machinery.  Among total imports from Mexico, oil import accounts for about 20%, food stuff for about 30%, and industrial products for about 40% .  In recent years, however, the ratio of industrial product imports has been rising.

(3) Up to now, approximately 80% of Japanese direct investment in Mexico was  in the manufacturing sector. Japan accounted for 3.1% ($1,583.6 million) of foreign direct investment received by Mexico between 1994 and June 1999, ranking 7th. On the other hand, Mexico has made almost no direct investment in Japan.  At present, only two government-owned financial institutions, one shipping company, an airline and a travel company have offices in Japan.

2) Problems in trade with Mexico from Japan’s viewpoint

(1) Mexico's high tariffs are a problem.  The unadjusted average tariff in Mexico stands at a high 13.2% (1998).  In January 1999, Mexico raised the general import tariffs applied to non-FTA countries and regions by either 3 or 10 percentage points on about 10,000 items, or about 85% of all tariff classifications.This raised the average to 16.1%(Jan to May 1999) (note
).  As a result, Japanese exports are levied higher tariffs than FTA signatories. In addition, it is also pointed out that the application of tariff classifications is arbitrary and lacks transparency.

(2) There is the problem that the bonded improvement scheme (Maquiladora, PITEX, etc.) (note
) will be essentially abolished under NAFTA regulations.  This means that the bond system would not be used for imports of parts and materials that would then be exported to NAFTA regions, starting from the end of 2000.  This system has lured Japanese electronic and electrical appliance makers into Mexico.  The Mexican government announced a measure to promote production by sector for electronic and electrical appliances as an alternative measure that alleviates the adverse effects of the abolition of the system.  As such, it was decided that a 0% or 5% import tariff would be imposed on parts and raw materials(note
).  Yet, the alternative measure does not offer the same benefits as the previous scheme.  For this reason, local products will lose their price competitiveness.  This in turn may reduce the entry of Japanese-owned makers.

(3) Mexico still retains regulatory measures aimed at protecting its auto industry.  Only local manufacturers are allowed to import finished cars.  In addition, foreign currency balance requirements, local content regulations, etc. are specified ("Auto Decree").  Under these regulations, only two Japanese makers engaged in local production are permitted to import finished cars.  These regulations also restrict imports.

(4) There are problems with changes in Mexican industrial standards and other systemic changes.  For example, there is the case where Mexico's authorized standard NOM (mandatory standard) is frequently changed, and the period of application is extremely short.  Exports from Japan, which require many days for transport, can hardly cope with revisions made in such a short period of time.

3) Problems with investment in Mexico from Japan’s standpoint

(1) In Mexico, some sectors still restrict foreign investment. These include banking, insurance and other financial sectors, oil, petrochemicals, etc.  With respect to banks, foreign companies are allowed to own an interest of no more than 49% in the case of new entry (note
).  Meanwhile, oil companies are completely state-owned, thus prohibiting foreign investment.  These controls are restricting new investment and entry from Japan into these sectors.

(2) Problems with tax and accounting systems have also been pointed out.  The application of property and value-added taxes to  Maquiladora is revised abruptly, and unique systems such as the "inflation profit tax" based on the assumption of inflation still exist.  These systems constitute a cost burden on enterprises operating in Mexico.

(3) Furthermore, supporting industries such as local auto parts and electronic and electric parts are nonexistent, and transport-related infrastructure is underdeveloped.  These factors are raising the cost of local production activities.

4. Desired effects from a FTA between Japan and Mexico
1) Overall effects of Japan-Mexico FTA

(1)  Expansion of trade resulting from removal of tariffs 

An econometric model analysis based on 1995 statistics shows that the removal of tariffs (based on GTAP database which includes import quota, AD tariffs and nontariff barriers set by quantifying these factors) would increase Japanese exports to Mexico by 29.4%, raising Mexico’s share of total Japanese exports by 0.2 percentage points.  Likewise, imports from Mexico would grow 10.9%, expanding Mexico’s share by 0.1 percentage point.  As a result, Japan's trade surplus with Mexico would be expected to grow 69.9%.  Exports from Japan are witnessing rapid growth in the categories of  textiles, apparel, transport equipment, metal products, and foodstuffs.  Meanwhile, with regard to imports, foodstuffs and other primary products, oil and vegetables, fruits and nuts are anticipated to grow.

An examination of the FTA’s impact on overall trade for both countries reveals an estimated  1.8% growth in Japan's trade surplus and an estimated 2.3% increase in Mexico's trade surplus.

(2) Offsetting effects of abolition of bonded improvement system for NAFTA

The Mexican government announced the measure to promote production by sector as an alternative measure to the virtual abolition of the bonded improvement system for NAFTA. And also the list of sectors applying the "Regla Octava" (note
) is being expanded. But these systems do not offer the same tariff reduction benefits as the current Maquiladora scheme.  As such, the abolition of tariffs under a free trade agreement offers substantial benefits.

(3) Effects of expansion of investment through the elimination of performance requirements

The elimination of such performance requirements as local content and foreign currency balance requirements would be beneficial for the promotion of Japanese investment in Mexico.  The import permit  and local content and foreign currency balance requirements applied to automakers under the Auto Decree restrict investments and exports from Japan.  Their elimination would therefore have a far-reaching impact on the expansion of trade and investment.  If Mexico can firmly promise that these requirements would not be introduced in other sectors in the future, it would have a considerably positive effect on Japanese investments in Mexico.

(4) Effects of expansion of investment through the removal of foreign investment controls

The removal of foreign investment controls in petrochemical, financial and other sectors which Japanese enterprises are interested in entering will likely expand investment by Japanese enterprises.  In the financial sector, for instance, only NAFTA-region companies can newly enter the banking and insurance fields by means of 100% foreign investment.  Japanese companies operating in Mexico enter these fields through their subsidiaries in the United States.  A Japan-Mexico FTA will enable direct entry from Japan by 100% Japanese-owned companies.  Furthermore, the parent companies of Japanese banks and insurance companies already operating in Mexico may shift to direct investment from Japan.  This is because the current form of entry through NAFTA is costly.

(5) Effects of business expansion through cultivation of trust

If both Japanese and Mexican companies regard each other as stable business partners, it is likely that trade between the two countries will grow from a psychological standpoint as well.  Mexico has already experienced this with Chile, with which it had almost no trade relations prior to the conclusion of a FTA.

Since the existence of a FTA is beneficial for successfully luring direct investment, it is expected to have substantial tangible and intangible effects.  For instance, the absence of frequent systemic changes will significantly benefit investment in Mexico by Japanese companies.  It is pointed out that it has become difficult for Mexico to make systemic changes with respect to signatory countries ever since NAFTA took effect.

2) Effectiveness and impact on the industrial level

The present situation, as well as the effectiveness, benefits and impact of FTA (including investment schemes) are summarized below by principal industries.

  (1) Automobile and auto parts industry

Present situation:

Japanese automakers consider Mexico to be not only a market for products but also a potential strategic base from which to access to the North American market, the world's largest auto market.  At present, only two Japanese automakers are operating in Mexico, and these two  are allowed to export finished cars to the Mexican market.  However, other companies are contemplating entry, so Mexico is not being completely ignored by Japanese automakers.

Furthermore, as Mexico boasts an annual output of 1.5 million vehicles, it is a promising market for Japanese parts makers as well.  In addition, Mexico is a leading candidate not only for exports, but also as an operational base.

Nonetheless, the high local content required by NAFTA , as well as the foreign currency and domestic procurement requirements under Mexico's automobile ordinance, limit exports from Japan and hinder the establishment of factories by automakers.  As in the case of the Maquiladora scheme, the PITEX scheme utilized by many automakers and parts makers will be essentially abolished at the end of 2000 for NAFTA exports.

Effects and benefits:

Japanese automakers’ basic view of Mexico as a strategic foothold for the North American market will remain intact, but a FTA with Mexico should enable Japanese makers to export luxury cars and sport-utility vehicles cars directly to Mexico, to export parts not produced in Mexico at present, and to increase overall exports of auto parts.  This is because finished cars imported from Japan, for instance, are currently subject to  high tariffs of 20-30%.  On the other hand, the tariff on imports from NAFTA countries is just at 3.3% (2000).  A FTA with Mexico will offer the benefit of enabling Japan to be on an equal footing in the Mexican market, at least in terms of tariffs, for competition with imports from NAFTA-region countries and the European Union, whose FTA with Mexico will come into force on July 2000. It would also avoid the increase in tariffs on Japanese imports following the virtual abolition of the PITEX scheme for NAFTA.

(2) Electronic and electrical equipment and their parts

Present situation:

For Japanese electronic and electrical equipment makers, too, Mexico is not only a crucial export and sales market, but also a vital production base for the North American market.

A large portion of Japanese exports comprise parts for local production and finished products.  Parts exports are primarily for US-bond goods produced under the  Maquiladora scheme, such as TVs.  These exports are currently treated as bonded.  However, since this scheme will be essentially abolished for production for NAFTA at the end of 2000, parts exports from Japan will likely lose their price competitiveness.

Meanwhile, given the high general tariff, Japanese finished product exports are losing their price competitiveness in relation to exports from other FTA signatory countries.  As such, a strategy that takes into account these cost disadvantages needs to be devised for exports from Japan.  

Most of the Maquiladora companies targeted at the U.S. market engage in local production.  The expected rise in the import cost resulting from the virtual abolition of the scheme in 2000 will lead to a decline in the price competitiveness of local products.  To prevent this, the Mexican government announced an expanded list of "Regla Octava"sectors and  measures to promote production sector by sector as an alternative to the Maquiladora scheme.  Although these schemes will mitigate the demerits of the revised Maquiladora scheme, they will not offer the same equivalent merits.

Effects and benefits:

Entering into a FTA with Mexico would offer the benefits of abolishing high tariffs on high-value-added electronic equipment, electric and electronic parts as well as facility repair parts manufactured in Japan.  As a result of this, it is possible that Japanese exports of parts currently procured outside Japan will also expand in the course of local production (trade shift effect of procurement from NAFTA and Asia).  If parts that can hardly be procured locally at the time of starting production of new products can be readily exported from Japan, this is expected to shorten the lead time for new product introduction and restrain price rises.

(3) Oil and petrochemicals

Present situation:

Japan is considering diversifying its sources of energy supply.  Nevertheless, the problem of price and oil quality and the underdeveloped infrastructure of the crude oil shipping port on the Pacific Ocean side (Salina Cruz) constitute a bottleneck in the expansion of imports from Mexico.  Furthermore, the enormous price competitiveness of petrochemicals produced in Saudi Arabia and other Middle Eastern countries is making it difficult for Japan to import from Mexico.  For example, ethylene is produced  in Saudi Arabia at a cost of $100 per ton, which is one-third that in Asia.

Ever since the inauguration of NAFTA, foreign-owned companies have been allowed to engage in the production of petrochemicals in Mexico except for 21 basic items.  However, the entry of foreign-owned companies is not making much progress due to a delay in the privatization of the Mexico Oil Corporation (PEMEX).  This, too, is causing a delay in the improvement of cost competitiveness.

Effects and benefits:

A FTA with Mexico will not resolve these fundamental problems.  But the local production of oil and petrochemicals and entry into related infrastructure projects by Japanese companies amid liberalization will lead to a reduction in the cost of Mexican products.  Furthermore, the abolition of import tariffs on Japanese products will enhance price competitiveness against imports from other countries.

(4) Textiles and apparel

Present situation:

Japanese textiles account for only 0.4% of Japanese exports to Mexico and 2.1% of Japan’s imports from Mexico. Exports make up a small share because, first and foremost, Mexico is a small market for Japan’s highly competitive products.  While leading Japanese products give priority to high quality, delivery date and other nonprice factors, the Mexican market attaches importance to standard products whose price competitiveness is crucial.

Second, the existence of NAFTA-origin regulations which set forth the so-called "yarn/fiber forward” standard, which requires that yarn or cotton be made in the region, is an impediment to the export of materials for local export production.  The United States is the largest export destination for Mexican export industries centering on Maquiladora.  Moreover, in order to export products by using NAFTA tariffs, materials procured outside the region cannot be utilized.

Meanwhile, Mexico boasts export competitiveness for standard products using U.S. materials.  It therefore has an interest in exporting to the Japanese market.  In Mexico, a supply management chain (SMC) system is being established, thus boosting exports of standard products to the United States.  Under this system, the production, sewing, distribution and marketing of materials are carried out under an integrated line with U.S. distributors.  As such, the volume of exports to Japan is not necessarily substantial.

Effects and benefits:

If tariff and nontariff barriers are removed as a result of a FTA, it is possible that fabric will be exported from Japan, made into products by Mexican apparel makers, and sold in the Mexican market or reexported to the Japanese market, thereby starting exchange between industries.  Since Japan's textile and apparel industry lacks competitiveness in standard products whose price competitiveness is crucial, the lifting of tariffs may boost imports from Mexico.

(5)Finance

Present situation:

In December 1993, Mexico promulgated the New Foreign Investment Law which eases foreign investment controls without distinguishing between NAFTA-region and non-NAFTA-region countries. Nevertheless, majority foreign ownership in the financial sector was not allowed.  While 100% foreign-owned companies from NAFTA-region countries are allowed new entry under NAFTA, companies from non-NAFTA-region countries are still subject to majority foreign ownership controls. Mexico’s financial market holds appeal for Japanese banks, securities and insurance companies, given the number of Japanese companies operating in Mexico, the market size, the economic scale of Mexico, and the progress of financial liberalization.

Meanwhile, the Mexican financial market is consolidating ties with the United States through NAFTA. For this reason, when Japanese financial institutions mull strategies aimed at the Mexican market, they will likely also access the Mexican market as well as study its relationship with the U.S. market and the necessity of integrated operations in the United States and Mexico by means of existing U.S. bases. 

Given the successful entry into Mexico by two Japanese banks and two Japanese insurance companies, Japanese financial institutions made inroads into Mexico through their U.S. subsidiaries in accordance with NAFTA regulations. In recent years, however, one Japanese bank has pulled out of Mexico, and many Japanese banks and securities companies have closed their representative offices. This can be mainly attributed to the harsh environment in Japan surrounding Japanese financial institutions as well as to the move to reassess the Mexican market as mentioned above.

On the surface, the pullout from Mexico appears to be a transition by Japanese financial institutions to a more passive stance regerding investment in Mexico. But in consideration of the present situation of the integration of the U.S. and Mexican markets and coverage from North American bases, this move is not a drastic transition in strategy.

On the other hand, insurance companies are adopting an aggressive stance toward operations in Mexico. This owes much to the fact that principal contracting, the core of the insurance business, can be conducted only through local subsidiaries and is not permitted to be conducted across borders.

Effects and benefits:

The conclusion of a FTA will offer the benefit of making it possible for banks and insurance companies already operating in Mexico to shift to direct investment in Mexico from Japan.  This is because the current form of entry through the United States by means of NAFTA is costly.

Moreover, a FTA will likely provide incentives to banks and insurance companies, which have yet to enter Mexico.

(6) Agriculture and fisheries, excluding processed foods   

Present situation:

Japan already imports coffee, pumpkin, asparagus, broccoli, melon, mango, lime, and other foods from Mexico.  Moreover, Mexico is considered to be a leading import market for numerous products.  Japanese buyers highly rate Mexican agricultural products on the whole.

Japan's dependence on imports is growing for livestock products.  In order to maintain  stability in supply and demand, tariff adjustments are being made.  Particularly, pork imports from Mexico have been increasing since 1997.

Mexico ranks 40th among marine product suppliers to Japan.  Shrimp and octopus boast a large import value.  Products shipped to Japan have cleared the hurdles of cost and long-distance transport.

Effects and benefits:

Generally speaking, Japanese buyers are satisfied with imported Mexican agricultural products.  They also show an interest in the development of new imports.  As such, it is likely that free trade will expand imports.

However, as a venue for diversifying risk arising from weather changes and as a low-

cost supplier, Mexico will probably only supplement Asian sources supplying  the Japanese market.

(7) Plant export

Present situation:

When Japanese companies participate in Mexico's domestic infrastructure projects and industrial plant exports, materials are procured from Japan.  Owing to the payment of tariffs based on general import tariffs on these exports, Japan is losing cost competitiveness in relation to exports from FTA signatories.  Today, the only competitors which have an advantage over Japanese companies in terms of tariffs are NAFTA companies.  However, if a free trade agreement is concluded with the EU, European companies too will be in an advantageous position. 

Effects and benefits:

A FTA between Japan and Mexico would at least eliminate the tariff disadvantage with North American and European companies.

(8) Leather footwear

Present situation:

In the Japanese market, there is growing demand for functional and high-quality leather shoes due to a decline in prices and to the sophistication of daily footwears.  Leather shoes account for roughly 24% of the domestic shoes market consisting of roughly 400 million pairs.  Imported products make up slightly more than 11% of leather shoes available in the domestic market.  However, the majority of the imports are from China, accounting for 70% of the total.  Given Japanese consumers’ strong brand consciousness, products are also imported from Italy, Spain and Britain.  Meanwhile, Mexico is an exporter of footwear.  Ever since NAFTA took effect, Mexican exports to the United States have been surging.

Effects and benefits:

Emboldened by its exports to the United States as a result of NAFTA, Mexico will likely focus attention on footwear as an item of interest in the FTA with Japan.

5. Considerations to Third Countries and Japanese Domestic Issues
In conducting negotiations on a FTA with Mexico, it is essential to fully consider and study Japan's domestic issues, relations with third countries, the progress of multilateral negotiations, and the reassessment of Japanese companies' Mexico strategies.  

1) As a domestic issue, it is possible that agricultural products, textiles and apparel, leather and other industries in Japan will be affected by an expansion of imports from Mexico.

In particular, agricultural products constitute a sensitive item.  For instance, vegetables and fruits show enormous potential for export to Japan.  In this sector, however, it is possible that friction will arise with respect to tangerines, grapes and other fruits protected in Japan by means of seasonal tariffs or high tariffs, as well as processed foods made of domestic ingredients, especially frozen foods and juices.

As for import quota items (some marine products, etc.), state-trade items (rice, butter, etc.), tariff quota items (miscellaneous beans, canned pineapple, etc.) and items included in Japan’s price stabilization system (pork, beef, sugar, etc.), the removal of border measures by the free trade agreement will likely lead to the overall collapse of the existing systems and have a far-reaching impact on domestic production.  In addition, it can be pointed out that products processed in Mexico by means of raw materials made in the United States and Canada and imported duty-free will probably have a significant impact on Japan’s agricultural, forestry, fisheries and food industries.

The majority of committee members proposed that effects of liberalization be cushioned by introducing tariff-cut deferments as in NAFTA, and by putting safeguard mechanisms in action if circumstances require. Some strongly argued that it may be difficult to ignore that particularly the agricultural, forestry, and fisheries sectors, which would be substantially affected in Japan, should be exempted from an agreement. We must also keep in mind that the next round of WTO negotiations is to start in 2000.

2) As for relations with third countries, it is necessary to fully take into account (1) the method of dealing with cases where other countries exporting to Japan demand similar treatment as Mexico, (2) the reaction of U.S. industries concerned about Japan's roundabout exports via Mexico and about the shift of Japanese-owned production bases from the United States to Mexico, and (3) the impact of a trade shift that is likely to occur between Asia and Japan and between Mexico and Latin America (a portion of parts exports from Asia to Mexico being replaced by exports from Japan; a portion of imports from Asia being shifted to Mexico; and other cases).

3) As for the relationship with multilateral negotiations, it is essential to take initiatives to give the FTA between Japan and Mexico a level of liberalization that is equal to or greater than the level intended on a multilateral basis by the WTO, for instance.  It is crucial that the agreement be comprehensive and cover rule making for trade and investment liberalization, intellectual property rights, standard certification, government procurement, dispute settlement, and other issues.  The realization of this would have demonstration effects.

4) If a FTA is concluded, Japanese companies will likely rethink their strategies for entering Mexico.  This would entail, for example, (1) reorganizing parts businesses (expansion of direct investments in Mexico, replacement of parts made in Southeast Asia with parts made in Japan, etc.) and (2) reexamining production and export bases for Mexico, other Latin American countries and North America.

6. Measures Other Than a FTA
Besides pursuing a FTA, the following measures could also help to cement economic ties with Mexico.  In order to realize these measures, it is vital to encourage further cooperation between SECOFI and JETRO, and to improve Japan's official support for personnel training and other programs.

(1) Promotion of supporting industries: Companies undertaking operations in Mexico need to step up local parts procurement in order to meet the local content requirement specified by NAFTA and to cope with an increase in the import tariff cost burden.  As such, Japan's cooperation is required in identifying and fostering local suppliers.

(2) Personnel development: As a means of resolving the personnel shortage (especially the shortage of mid-level managers) at Japanese-owned companies operating in Mexico, it is essential for Japan to step up official support for upgrading personnel training and other programs.  In addition, training programs need to be provided to cultivate related personnel within the Mexican government.

(3) Standards and standard certification, etc.: It is necessary to exchange information and to promote interaction among experts for reciprocal standards approval and for cooperation in standardization.

(4) Exports to Japan: It is essential to step up Japanese support for promoting Mexican exports to Japan.  This would entail stepping up the provision of information concerning the Japanese market and Japan's import system.

(5)Preliminary hearings: It is vital to establish a venue for preliminary hearings to consider the views of Japanese companies when revising tax (especially the imposition of value-added tax and property tax on Maquiladora) systems and in introducing new systems. (In the course of introducing the sectoral promotion program announced as an alternative plan to the revision of the Maquiladora scheme, explanations were provided in advance to Japanese-owned companies)

7. Conclusion

As mentioned above, a FTA would be an effective means of strengthening economic ties between Japan and Mexico.

The promotion of a Japan-Mexico FTA would not only contribute to the establishment of trade and investment rules in multilateral negotiations at the WTO, for instance, but also play a major role in diversifying Japan's trade policy options and in preventing the formation of regional economic blocs in North America, Europe and Asia.

In promoting a Japan-Mexico FTA, an initiative should be taken also to seek a more comprehensive, higher-level agreement that will cover not only trade and investment liberalization but also intellectual property rights, standards certification, government procurement, and dispute settlement mechanisms. At the same time, even while giving adequate consideration to possible effects on domestic industries, every effort should be made to create a basic framework to realize a FTA at the earliest date possible.

� Note: Some argue this violates the Bound Rate of the WTO, but the Mexican Government explains that triggering the rate stays within the Bound Rate (average percentage of Mexican tariffs for industrialized products is 35%), so it is not in violation of the agreement.





� The Maquiladora scheme is applied to enterprises primarily engaging in bonded improvement exports (presently, domestic sales can also be carried out, and the ratio of authorized domestic sales is rising gradually).  The PITEX scheme (Temporal Import for Export Scheme) is primarily designed for the domestic manufacturing sector.  It is a bonded improvement export scheme applied to enterprises with a high export ratio.





�  Announced in the November 13, 1998 official gazette.  Although the Mexican government pledged to introduce a similar measure for automobiles, an announcement has yet to be made in the official gazette.


� 100% foreign capital participation is allowed in existing Mexican banks.  In addition, 100% foreign-owned NAFTA region enterprises are permitted new entry.


�  Addition Clause 8 of Mexico's Tariff Table Application Provisions is a system which allows collective import application under a single tariff item category at the time of importing parts (consisting of several tariff classification items) for the production of specified equipment.
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