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ABSTRACT

The objective of this document is to establish some
scenarios for small and medium enterprises (SMEs)
based on a critical analysis of the provisions in the
renegotiation of the United States-Mexico-Canada
Agreement (usMca), its challenges and opportunities.
The critical analysis starts from the questionable po-
sition of usmMcA’s withdrawal and its consequences for
SMEs of not giving continuity through a renegotiation
process between the three partners. Based on some
sources of information, the study of the results of
the North American Free Trade Agreement (NAFTA)
and the usmca, and the strategic review of their chal-
lenges and opportunities for SMEs, some possible
scenarios are established after the renegotiation of the
USMCA, as well as some strategic proposals for SMEs.
Key words: Challenge, usmca, opportunity, renego-
tiation, scenario, SMES.

Clasificacion yeL: F13, F15, F20, F41, F43, F51, F53,
Fe1, F62, N82, N8o.

RESUMEN
El objetivo de este documento es establecer algunos
escenarios para las pequefias y medianas empresas
(pyMEs) a partir de un analisis critico de las disposi-
ciones en la renegociacion del Tratado entre México,
Estados Unidos y Canada (T-MEC), asi como de sus
desafios y oportunidades. El analisis comienza desde
la posicion cuestionable de la retirada de T-MEC y sus
consecuencias para las PyMESs de no dar continuidad a
través de un proceso de renegociacion entre los tres
socios. A partir de algunas fuentes de informacién,
del estudio de los resultados del Tratado de Libre
Comercio de América del Norte (TLCAN) y el T-MEC,
y de la revision estratégica de sus desafios y oportuni-
dades para las PyMEs, se establecen algunos escenarios
posibles tras la renegociaciéon del T-MEC, asi como
algunas propuestas estratégicas para las PyMEs.
Palabras clave: cambio, T-MEC, oportunidad, rene-
gociacion, escenario, PyMES.
JEL Classification: F13, F15, F20, F41, F43, F51, F53,
F61, F62, N82, N8e6.
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1. INTRODUCTION

lobal economy has changed signifi-

cantly in the last three decades es-

pecially due to technology advanc-
es with the widespread use of Internet for
e-commerce and trade, affecting consumer
habits, communication and managerial prac-
tices, supply chain management, etcetera.
While the notion that trade is an engine of
economic growth (Kravis, 1970; Lewis, 1980)
benefiting all the involved participants, an
assumption that cannot easily be refuted
theoretically, however, free international
trade has never been implemented.

On September 30, 2018, the United States,
Mexico and Canada generated an agree-
ment to modify the North American Free
Trade Agreement (NAFTA), so on November
30 at the summit of Buenos Aires, Donald
Trump, Justin Trudeau and Enrique Pefia
Nieto signed the United States-Mexico-Can-
ada Agreement (usMmca) (Garcia Grande
and Echevarria Lasaga, 2019) agreement
under an economic logic of According to
the conclusions of the theory of international
free trade, which states that it allows each
country to specialize based on a comparative
advantage. Free trade through specialization
benefits all countries involved promoting
economic efficiency and growth (Kondon-
assis and Malliarls, 1996).

Despite the serious and broader concerns
of disparities in income and cultural and
ethnic differences that could pose serious ob-
stacles for economic and market integration
among the three partners of usmca, 24 years
of implementation and operation, the results
confirm that the agreement has benefitted all
the three partners. It also has confirmed that
the two neighbors of United States, Canada
and Mexico are of considerable foreign-pol-
icy importance (Krueger, 1992), which is to
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say that the political dimension is linked to
economic decisions in USMCA.

The renegotiations of usMca is a unique
opportunity for economic analysts, to in-
vestigate, analyze and contrast the new and
then old issues that have motivated the North
American economic and market integration.
Proponents and critics of the renegotiation
of usmcaA agree on modernization and re-
evaluation of the agreement considering the
challenges and opportunities, although they
have contrasting views on the process of
revision.

This paper addresses the main concerns
on USMCA provisions renegotiation and its
impact on the small and medium enterprises
(sMEs onwards) making a critical analysis on
recent developments in strategic terms of
challenges and opportunities. Finally, this
paper develops some scenarios and make
some proposals.

2. USMCA RENEGOTIATIONS

NAFTA entered into force on January 1, 1994,
as the first of a new generation and most
comprehensive free trade agreement nego-
tiated at the time (Villarreal and Fergusson,
2019). The NAFTA was instrumental in devel-
oping closer trade and investment relations
among the three countries: United States
(U.S.), Canada and Mexico. Through NAFTA,
the United States and Canada could have
more access to the Mexican market after the
removal of tariffs and quotas and U.S. mar-
ket was opened to increased imports from
Canada and Mexico. Tariffs phased out for
sensitive products such as sugar and corn,
after 15 years when the agreement went into
effect to become duty free.

NAFTA removed investment barriers, pro-
tected investors and provided mechanisms
for the settlement of disputes. Hufbauer



and Schott (1992) suggested that Mexico
anticipated that agreement would reduce
the threat of U.S. protectionism, would re-
inforce trade reforms and would provide
Mexican small and medium enterprises with
more opportunities for export to the United
States. As a consequence, Mexico would rise
the employment and income which could
further increase the gains of Canadian and
U.S. small and medium sized business. For
example, NAFTA integrated the motor vehicle
industry by removing protectionist policies.
Also included liberalization commitments
and specific exceptions to national treatment.

The agreement lock in trade and invest-
ment liberalization among the three coun-
tries. Since NAFTA, the three partners have
relationships of cooperation on issues of
mutual interest, expanding economic link-
ages and forming integrated production,
distribution, logistics and marketing chains,
improving working conditions and living
standards of employees and consumers Vil-
larreal and Fergusson (2019).

NAFTA market has become the largest
destination for small and medium enter-
prises of partners. Mexico and Canada were
the largest destinations of U.S. small and
medium-sized enterprises with more than
95% of their exports in 2014. Some econo-
mic analysts contend that Mexican economic
reforms added resilience to its economy that
will bring greater economic growth. The
recent finance and fiscal reforms in Mexico
creates more competition in the banking
sector increasing the access to finance and
credit for small and medium sized business.

The agreement represented the first op-
portunity for establishing labor and envi-
ronmental provisions in a new type of rela-
tionships of cooperation among the NAFTA
partners. However, some critics blame NAFTA
for a decline in labor conditions, employment
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and wages in United States and for lack of
improvement on labor and environmental
standards (Hufbauer, Cimino, and Moran,
2014; U.S. Chamber of Commerce, 2015).

The NAFTA initiated in 1994 linking the
Canadian, Mexican and United States econ-
omies creating a market with 490 million
consumers. The renegotiation talks began in
August 2017. The economic model emerged
out from NAFTA arrangements faces new
challenges. The interdependence on trade
among the three partners of NAFTA is chal-
lenged by a high percentage of U.S. content
on Canadian and Mexican exports.

United States has officially proposed for
updating the trade agreement with its sum-
mary of objectives for the NAFTA renegotia-
tion centered on modernization to address
a fairer deal expanding rules of origin to
include more U.S. content and to balance
trade reducing bilateral trade deficits with
Canada and Mexico. NAFTA renegotiation
and modernization has been a priority for
the U.S. Government and now it is also
for Mexico.

The reason behind the U.S. renegotia-
tion is because NAFTA is characterized by
the President as the “worst trade deal,” that
has resulted on a trade deficit with Mexico
and Canada and has stated several times the
potential withdrawal from the agreement.
NAFTA renegotiation is a constructive alter-
native to strengthen economies. However, it
is very debatable the use of trade agreement
provisions to overcome the trade deficit be-
cause macroeconomic fundamentals deter-
mine trade imbalances (Bergsten, 2017).
Renegotiation of NAFTA is more likely to
affect the composition of trade partners but
it is very questionable its impact on the trade
deficit. If in the renegotiation of NAFTA there
are not clear provisions it is not clear how is
possible to reduce trade deficit.

doi: 10.22201/fe.24484962e.2018.v7n13.a3
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The United States is looking at the renego-
tiations of a new UsMcaA treaty derived from
NAFTA to improve trilateral cooperation in
the security and energy sectors that have
greater open access to investment and trade
in the oil sector. On the part of Mexico, one
can try to improve the energy sector, mainly
the state oil company Petréleos Mexicanos
(Pemex), to compete in the market.

The renegotiation of usmca includes the
issues of dispute resolution system, rules of
origin, salary requirement, Tariffs on cars,
taxes, agriculture, minimis level, safeguards,
trade remedies, environment, intellectual
property and data, digital commerce, finan-
cial services (Garcia and Echavarria, 2019).
UsMCA has significantly benefited motorized
vehicles, auto parts, agricultural industries
and small and medium enterprises.

Dispute resolution system. The United
States seeks to discourage the investment
of North American sMmEs that have a partic-
ipation in the market of third parties, spe-
cifically those that are operating in Mexico
for what the United States raised through
USMCA to eliminate completely the system
of resolution of investment-State disputes.
Likewise, it was possible to have a sectorized
request in which it allows U.S. companies to
have contracts for the generation of energy,
telecommunications, infrastructures such as
gas and oil with the Government of Mexico.

Rules of origin. For a good to be free of tar-
iffs, it should have some regional value. The
United States raised the minimum increase
from 50% to 75%. The initial requirement
will be 66% and from January 1, 2020, from
the date will increase three points each year
until reaching 75% before January 1, 2023.

Salary requirement. The USMCA treaty
establishes that between 40% and 45% of the
value of the vehicle manufactured in Mexico
must be produced by workers who have a
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salary of $16 per hour, while for the United
States and Canada will increase to $29 per
hour by the year 2023. The main affected in
this rule will be Mexico, because workers
earn an average of $8 per hour. That is why the
United States government through usmca
seeks that automobile manufacturers do not
invest in Mexico, but if in the United States.

Tariffs on cars. In the event that the United
States imposes tariffs on the importation of
automobiles under section 232, Mexico and
Canada will have annual exemptions of 2.6
million vehicles for each of the countries.
Also, if there are tariffs, 10,000 million dol-
lars in parts of vehicles from Mexico and
32,400 million dollars in parts of Canada
will be exempt.

Taxes. Exports with a regional content
of at least 75% will be subject to a coupon of
2.6 million units of light vehicles exported
from the United States, Mexico and Cana-
da. Exceeding the quota established in the
usMcaA market, the merchandise will be sub-
ject to a tariff of 2.5% only if they comply
with the established rules of origin.

Farming. usMcA provides the United
States with 3.6% access to the dairy and ag-
ricultural market. Likewise, usmca favors
the United States in that both Mexico and
Canada gradually open up the market to
the importation of North American prod-
ucts. promoting the elimination of support
granted by the governments of Mexico and
Canada to their producers.

Minimis level. It is the maximum value
that an asset can enter without paying taxes
or tariffs. Mexico will increase its de mini-
mis level from 50 to 117 dollars in customs
duties and 50 dollars for taxes. in the case
of Canada, it will increase to 117 dollars in
customs duties and 31 dollars for taxes.

Safeguards. usmca will allow the Unit-
ed States to refrain from imposing tariffs



under section 232 on Mexico and Canada
during the seventy days following its general
imposition. Within the established period,
the United States will maintain negotiations
in order to achieve an appropriate solution in
trends in the commercial sector. usmca will
allow both Mexico and Canada to respond
with similar reprisals to the United States un-
der section 232 is inconsistent of the country
subscribed to the usmca.

Trade remedies. USMCA promotes co-
operation to share information by which
usMcA member countries must exchange
customs information on both imports and
exports in transit with the aim of combating
anti-dumping and anti-dumping measures
and safeguard measures.

Environment. In the usmca agreement,
the United States undertook to include seven
multilateral agreements. However, many
environmentalists have criticized the non-en-
forceable language of the usmca because of
the seven agreements referenced, only one
has standard language, two of them do not
contain binding language, while four of them
are not mentioned.

Intellectual property and data. The usmca
agreement establishes a ten-year data protec-
tion for biological medicines, as well as an
application of the eligible products to qualify
for this protection. Regarding the copyright
and the determination of responsibilities of
Internet service providers (1sp onwards),
USMCA establishes a system based on no-
tification and withdrawal, which is based
on the North American model. That is, once
the content is infringing is notified to the
1sp, and this should remove the content and
ensure it does not reappear on the platform.

Digital commerce. USMCA increases the
threshold of minimis to online commerce
so that it can be tax-free. Likewise, tariffs on
digital products that are acquired electroni-
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cally will be prohibited. On the other hand,
cross-border data will be guaranteed and the
limits to the location and processing of the
data will be reduced. Finally, usmca excludes
the disclosure of source codes, as well as
algorithms with the purpose of protecting
the competitiveness of digital providers.

Financial services. UsMCA establishes new
measures in order to free the financial sector.
Therefore, access to the national market is
established with the prohibition of quanti-
tative restrictions that may limit American
financial companies. Likewise, the same
national treatment is guaranteed to North
American financial services companies as
to local ones.

Only a few small and medium-sized com-
panies follow the key issues and possible
outcomes of the negotiation process through
the usmca treaty.

3. BACKGROUND OF THE SMEs

Small and medium business are living in an
era of tremendous global development and
change which requires decision making and
policy implementation confronted by chal-
lenges and opportunities to shape their own
developments and serve their best interests.
The industrial sectors of auto mobiles, motor
vehicles and parts, agriculture and small and
medium enterprises have been significantly
received benefits from the creation of NAFTA.
Exports from United States to Mexico have
grown in motor vehicles and parts 262%.
Agricultural exports to Canada and Mexico
have increased 350%.

Mexico and Canada are the largest market
destinations for U.S. small and medium-sized
enterprise’s (Dubbert and Sengenberger,
2018). usmca generates multi-million dollar
industries in the sMEs in most of the Amer-
ican states because of its business facilities
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and commercial advantages. In its 24 years
of operation, 33 states have sold more goods
and services to Canada and Mexico than
to the rest of the United States. In 2016, the
last exercise prior to the declaration of the
commercial war, exports to Canada ranged
from 9,000 million dollars from Washington
State to 23,700 million dollars from Mich-
igan. While the sales to Mexico went from
the 2,000 million of Hawalii to the 91,700
million of Texas.

Fiscal reforms in Mexico incentivize par-
ticipation of sSMEs in the formal, tax-paying
economy by offering credit, home loans,
insurance, retirements. Among the sMEs,
UsMcA seeks to boost formal-sector pro-
ductivity and employment. Small-and me-
dium-sized enterprises employ over 60% of
Mexican workers including informal sector.
Millions of jobs created by smEs depend
on UsMcaA trade, which remains critical to
workers, owners and companies to generate
new opportunities. However, productivity in
Mexican small businesses fell by 6.5% per
year between 1999 and 2009 while during
the same period, large companies increased
by 5.8% per year (Bolio, et al., 2014).

Majority of SMEs participate and use usM-
CA to save costs, in cross-border transactions
although sometimes they remain dangerous-
ly passive as to its outcome. Since NAFTA went
into effect, Mexico and Canada have evolved
into the largest two export destinations for
U.S. small and medium businesses (U.S.
Chamber of Commerce, 2017). Across Cana-
da there are 109,000 small and medium-sized
member businesses (Canadian Federation of
Independent Business, 2018) out of which
one in five are involved in foreign trade.

The issue of growing and strengthening
sMEs that accounts for 90% of worldwide
business, is an important business case (Gasi-
orowski-Denis, 2015). SMEs constitute over
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90% of exporters of goods and services in
the three countries members of usmca. Cur-
rently, SMEs two-thirds import and one-third
export either products or services (Canadian
Federation of Independent Businesses, 2018).

The resource-based theory and the ca-
pability theory of firms sustain that the in-
ternationalization process of SMEs requires
resources and capabilities (Martineau and
Pastoriza, 2016). Also the institutional theory
suggests that institutions and public policy
play an important role in strategic decision
making about locating, scaling and linking
SMEs to value added chains of investment,
design, production, logistics, marketing and
international trade. Also institutions and pu-
blic policy supporting investments, credit,
certification process, etcetera, are relevant for
the internationalization processes of SMEs.

Competitive economics is critical for
SMES to cross-border trade and international
trade procedures to achieve cost-effective
solutions through the access to technology
delivering speed, ease and security such as the
block change technology. Borders among
the three countries have thickened due to the
enforced security measures damaging the
trade relationships. This situation gives an
opportunity to find initiatives and procedures
based on reciprocal collaboration to facilitate
cross-border trading.

SMES engaging in international markets
make major contributions to the economy
by being more productive (Baldwin and Gu,
2003) become more likely to export (Melitz,
2003; Baldwin and Gu, 2003) and having
higher revenues, paying higher wages (Mayer
and Ottaviano, 2008), investing more on re-
search, innovation and development having
higher rates of technology adoption (Lileeva
and Trefler, 2010).

Innovation of sMEs boosts production,
employment and more competition to benefit



consumers. Innovation in SMEs can come af-
ter better access to credit and other financial
instruments that enable international and
cross-border trade. SMEs can innovate and
develop the capacity to conduct cross-border
transactions of goods and services through
the use of Internet, digital devices, reducing
cost and space of firm size required. SMEs
are heavy web and Internet users to trade
and to source products and services inter-
nationally. Besides, smEs with high web use
realize higher percentage of sales growth on
average and low web users had no presence
or sales decline.

Martineau and Pastoriza (2016) suggest
that education, experience and growth ori-
entation personality of the SMEs owners are
relevant factors in decision making to export.
sMEs owners with higher level of education
and management experience are more pos-
itively correlated with export propensity
because they are enabled to likely become
exporter of products and services.

sMEs under the framework of the usmca
have to keep searching for new markets. SMEs
are efficient exporters contributing signifi-
cantly to the economy of usmca members.
Small and medium-size enterprises among
the usmca countries make up a growing
percentage in the share of international trade.
The state s members of usmMcCA are commit-
ted to provide support and stimulate to es-
tablish mechanisms for sME to meet require-
ments for trade liberalization, encouraging
greater participation by sMEs in regional
supply chains aimed to export orientation.
The agreement includes a Trilateral Dialogue
to increase the efforts for access of SME to the
North American Free Trade market.

Given the importance of the North Amer-
ican free market, many sMEs are concerned
about the renegotiation process of USMCA.
Protecting the free trade fundamentals in the
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negotiations of usMca is a relevant matter
to have settled the sMEs. Matters on SMEs
subject to negotiations are the markets, stra-
tegic information sharing and cooperative
activities with other local, domestic and in-
ternational business.

The renegotiation of the new usMca nor-
mal has positive and negative impacts on
SMEs, generally determined by geography
and industry. Large companies from the
e-commerce sector have supported sMEs
to marketing, distribute and sell products to
foreign markets, for example “e-Bay enabled
SMES, were exporters in Mexico, Canada, and
in the United States. Regarding e-commerce,
Mexico faces substantial challenges regarding
public distrust on digital and online systems,
low Internet connectivity, etcetera. Despite
this problem, the e-commerce market has
grown (Export.gov, 2017).

sMEs need to adapt quickly the new trade
arrangements to the new usmMca normal in
order to avoid potential harm manufacturing
and services while benefitting others.

4. CHALLENGES OF SMEs

A report of the Organisation for Economic
Co-operation and Development (0ECD, 2017)
stated that “(...) a key challenge for many
SMEs is to identify and connect to appro-
priate knowledge partners and networks”.
The success for the sMEs depends of their
“their access to strategic resources (...) such
as education and training, innovation and
infrastructure”

The usmca is a challenge for SMEs to gain
preferred access to more than 500 million
consumers. NAFTA partners are the largest
destinations for small-business exports be-
tween each other. For example, U.S. small
and medium-sized business represented
more than 95% of all its exports equiva-
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lent to 25% of total value into the Canada
and Mexico markets. 95% of U.S. small and
medium enterprises are small and medium
companies’ exports into the other members
of usmca, Canada and Mexico. The largest
export destinations of U.S. small and medi-
um-size enterprises are Canada and Mexico
representing more than 95% in 2014 and be-
coming the largest markets for United States
(International Trade Administration, 2016).

Canadian small and medium sized firms
that already trade with the other usmca
parties, United States and Mexico, are not
very or somewhat familiar with the agree-
ment (Kelly, 2018). However, exports from
Canada and Mexico to United States have
risen substantially since NAFTA. Similarly,
cross-border investment has increased sig-
nificantly as well. Over the past three years,
the Canadian

Canadian and Mexican sMEs are facing
the uncertainties of the usmca renegotiation
with the possibility of the trade deal collapse.

sMEs face several challenges to position
themselves getting support to achieve re-
sources and capabilities aimed to create,
develop and reinforce the links within the
international value chain. Free trade among
the three countries has been complex and
diverse because final product could have
combinations of value added from all trad-
ing partners. Trade tariffs and trade barriers
disrupt production chains of smEs, which
increase costs for consumers, reduce effi-
ciency and competitiveness in production
and thousands of lost Jobs.

An important challenge is the reduction
of low value shipments requiring minimal
custom paperwork and costs by support-
ing the digital marketplace and promoting
inclusivity for sMEs. Engaged sMEs lever-
age digital platforms to access the different
markets. The existent integration in North
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America translates into high opportunity
costs derived from inconsistent and incom-
patible regulations.

The eco-system for sMEs shares policy
information among the different regions
to access to the best practices of financial
processes connected through a web portal
that allows encode invoices. SMEs optimize
some internal processes of export initiatives
through digitalization such as payments,
invoices, settlements and reconciliations to
improve speed, security and ease of trade
transactions. However, Hufbauer and Wong
(2011) found that savings to customs, ex-
press shipping, sMEs and consumers from
raising the threshold outweighed lost gov-
ernment revenue.

The majority of female owned sMEs (51.9)
and non-female sMEs owned (9.3) of all SMEs
(49.7) grew between 1% and 10% of an av-
erage annual revenue between 2012 and
2014. The export propensity of Canadian
small-sized sMEs in 2014 was 20.7% mean-
ing the share of all sMEs that export Cana-
dian female-owned sMEs follow the same
trends as all sMEs but outshine female owned
non-exporters in larger size located in export
intensive industries, education and experi-
ence, more likely to be born outside Canada
(Oftice of the Chief Economist, 2016).

The propensity of micro-sized sMmEs, be-
tween 1 and 4 employees, was 53.0%, tiny
SMEs between 5 and 19 employees were 34%,
small sMEs between 20 and 99 employees
11.1% and medium-sized sMEs between 100
and 499 employees were 1.6%. The indus-
tries of manufacturing, wholesale trade and
professional and technical services, have the
highest export propensities of enterprises for
exporting. In Canada, Ontario is the loca-
tion where sMEs have greater propensity to
export likely tied to industry (Office of the
Chief Economist, 2016).



There is also an increasing participation of
female owned exporting SMEs, as it has been
reported by the Office of the Chief Econo-
mist (2016). According to this report, SMEs
female owned represented only 15.7% and
only 11.1% of all exporting sMmEs. The data
used is from the Survey on Financing and
Growth of Small and Medium Enterprises
with over 97 thousand female smEs. This
report examines characteristics and differ-
ences between majority female owned sMEs
exporters and non-exporters.

Canadian SMEs exporters are larger and
have more control and ownership over rel-
evant resources and capabilities than the
other sMEs non-exporters (Orser et al., 2010).
Investors and owners of SMEs challenge re-
gulations using broad language and designed
to further policies related to issues of envi-
ronment, labor, safety, health, etcetera (Huf-
bauer and Schott, 2005).

Female’s owners of businesses tend to be
smaller more oriented towards local markets
and less likely to participate in international
markets. Female owners of exporting SMEs in
Canada are larger in terms of number, more
educated and experienced that non-export-
ing sMEs owned by non-females. Female
SME exporters are more traditionally export
intensive industries, although they are small-
er and are less likely to participate in less
export-intensive than non-females (Office
of the Chief Economist, 2016). Female SME
owners face perceived and real obstacles to
growth (Orser, 2007) although may be less
interested in growth as a revenue (Poggesi,
Mari, and De Vita, 2016).

5. RENEGOTIATION
CHALLENGES OF USMCA

The sMEs are an issue for usMca renegotia-
tion that could be modernized using as a
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reference other more recent agreements such
as the Trans-Pacific Partnership (Tpp), con-
sidering recent technological and scientific
developments, managerial and regulatory
practices. Regulatory challenges brought
sMEs under the investor-state dispute reso-
lution provisions of usmca have to be over-
come as a source of controversies.

SMEs are being discouraged for growing
and expanding businesses by the rising ten-
sions in UsMcA renegotiations and the impo-
sition of marginal trade tariffs. Also, related
industry is already suffering with the trade
tariff already imposed to steel and aluminum
by United States, such as the documented
case of the firm in the boating industry (Con-
don, 2018). Local business could suffer with
the withdrawal as the case of Boating Ontario
representing several SMEs across the province
with more than 30,000 direct and indirect
jobs is projecting a 20 per cent job reduction
in 2019 (CBC News, 2018).

Any disruption to the economic relation-
ships of usmca, could have economic adverse
effects for the three partners on productivity,
competitiveness, employment, investments,
etcetera. Low skilled employment would de-
cline by 125,000 for Canada and 951,000, for
Mexico respectively (Walmsley and Minor,
2017). Any change to usmca has a broad and
varied impact on Canadian, Mexican and
even United States small and medium busi-
nesses. If United States decides, as it has been
threatening, to pull out of usmca, trade with
Canada will revert to the 1988 signed Can-
ada-United States Trade Agreement (Galar-
neau, 2017). The case of Mexico is different
not having a previous United States-Mexico
trade agreement and the impact on Mexi-
can small and medium enterprises will be
devastating.

However, there is no coincidence of in-
terests between Mexico and Canada because
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they are competitors both economically and
politically. From the economic point of view,
they have strong struggles for foreign and
commercial investment. That is why Mexico
and Canada sell to multinational compa-
nies as one of the best options to serve the
American market. On the other hand, they
compete from the political point of view
due to the attention of the U.S. government
regarding bilateral issues (Condon, 2018).

Today the three economies are economi-
cally interdependent in such a way that any
decoupling would be an economic catastro-
phe and risking the cooperation and shared
intelligence to deal with strategic challenges.
Among these strategic challenges are migra-
tion and regional security, free movement of
goods and services, coordinated response to
natural disasters and pandemics, etcetera
(Anderson, 2017).

The United States is renegotiating NAFTA
through the usmca agreement with the ob-
jective of imposing tariffs on products im-
ported from Canada and Mexico, which leads
small and medium-sized business owners to
face a triple blow that could eliminate the
value of their business. and the work of his
life. The Canadian province, Ontario and
the cities of Monterrey in the state of Nuevo
Ledn or Naucalpan in the state of Mexico
have a small and medium manufacturing
company that depends largely on exports to
the United States to survive. This situation
can lead small and medium businesses to be
sold by owners who have worked very hard
in their lives and are forced to have only the
sale of their business to have health finances.

Canada’s trade commissioners, and Mex-
ican government are concern about the im-
posed trade tariffs by U.S. government and
committed to including small business in
the usmca trade agenda. Small and medium
businesses are supported by governments of
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Canada and Mexico to renew USMCA on new
grounds in international trade of goods and
services despite the threats of United States
imposed trade tariffs, which are damaging
the U.S. small and medium enterprises.

SMEs business hiring is slowing cutting
back jobs of companies, hurting workers
by the escalating trade disputes. Employ-
ment and investments of car dealers in Cana-
da and Mexico could be at risk if automobiles
and auto parts tariffs come to pass imposed
for imports to United States and the new
usMcaA deal is not secured.

Importers and exporters SMEs on USMCA
are under attack of aggressive trade policies
such as the tariffs. United States have hit back
the other members of usmca, Mexico and
Canada, for retaliating against tariffs with the
World Trade Organization (wTo) complaint.
The main challenge facing SMEs on usmca
renegotiation is to reach an agreement with
clear and stable regulations supporting the
free fair trade and investments flows in
North America, providing certainty to all
the economic agents involved. Under the
assumption that free trade must be a fair
trade, Canadian small and medium firms
have urged their government to stand against
any increase on trade tariffs and at the end
charging the duties and sales taxes to the
consumers. Tax regimes and other legis-
lations of each country member of usmca
affect the smEs and have an impact on final
consumers. Tariffs are driving up the costs
of imports needed by companies, including
the SMEs.

Small and medium businesses have a
passive approach to the usmca renegotia-
tions considered to be a sense of fatalism.
Most of the sMEs casually follow or are not
following the usmca discussions and only
few small and medium-sized business have
contingency plans in the event of United



States withdrawal from usmca. If the threat
of United States to withdraw from usmca is
achieved, there will be legal challenges from
small, medium and large business to claim
compensation for damage, members of con-
gress may take legislative action or blocking
funding to carry out the withdrawal.

The existing substantial research demon-
strates that smaller and medium companies
are likely to be hardest hit by the uncertainty
of usmca withdrawal because they respond
to policy uncertainties by reducing invest-
ments, jobs and risks (European Commis-
sion, 2016), which tend to be harder to ab-
sorb when having few customers to spread
risk among them. The cost of United States
withdrawal from usmca would increase the
cost to more than $50 billion U.S. dollars.

A little more than half of and medium-size
businesses are aware that the discussions will
lead to a successful renegotiation of usmca
or with little effects. Less than half of smEs
are aware that the withdrawal from usmca
would have negative effects in industry and
the other half is aware of a negative effect
on individual businesses. Canadian small
and medium-sized businesses are aware of
the need to back up a plan to face the tariff
disputes.

The outcomes of UsmMCA renegotiations
will have direction on policy implications
for the broader relationship of economic
cooperation on investment, trade, labor,
environment, etcetera, among the parties.
The renegotiated usMcA partners have an
opportunity to develop policy guidelines and
constraints to SMEs on trade interventions to
prevent and preclude new trade frictions in
the future. The new generations require that
USMCA renegotiation expand upon further
liberalizing trade and investment, creating
new markets of goods and services to provide
turther benefits in terms of job creation,
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better wages, major quality and lower prices
of goods and services, economic efficiency,
etcetera.

Some of the relevant challenges that
USMCA renegotiation have they should in-
clude stronger and more enforceable labor
regulations and protections, provisions on
potential currency manipulation, and stricter
rules of regional origin. The complexity of
the rules of origin application add to the
traditional trade cots some additional ad-
ministrative costs for small and medium
enterprises which lead not to be benefited of
usMca tariff preferences and take advantage
of the most favored nation tariffs to import
products and services. usMcA’s rules of or-
igin are toughest and burdensome for sMEs
as an estimated 7 % in compliance costs.
Tightening rules of origin add costs to trade
that in turn could be costly to consumers and
may introduce inefficiencies for businesses
(Freund, 2017).

More than half of small and medium-sized
businesses will pass down the costs of tariffs
to consumers or absorb costs and reducing
investments, which lead to reduce compet-
itiveness. usMca renegotiations has the po-
tential to affect an impact on developments
made on issues of common interest between
the three countries for the last two decades
in cooperation in areas of security, energy
and competitiveness, migration, etcetera.

Concerns over usMca labor and environ-
mental provisions challenge the renegotia-
tion of usmcA. Environmental regulations
and programs could be challenged under a
framework of the trade agreement and not
under national trade laws to guarantee a le-
gitimate nondiscriminatory implementation.
Environmental regulations, standards, issues
and concerns are usually challenged under
dispute resolution mechanisms (Gaines,
2007; Sinclair 2015). Sustainable develop-
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ment should be a core commitment in any
new framework of renegotiated usmcA.
Renegotiation of NAFTA’s implies the inclu-
sion of regulations related to environmen-
tal concerns to manage the environmental
challenges (Torres, 2002; Carpentier, 2006).

For example, Canada had faced 35 chal-
lenges on environmental regulations con-
cerning pollution control, resource man-
agement, toxic waste disposal, mining,
lumbering, etcetera (Sinclair, 2015). An
ongoing action is the challenge brought by
an oil and gas company against a Quebec’s
fracking ban (ICSID, 2017). The United
States has been challenged by 20 claims
including six challenges to environmental
regulations and resource management and
have not paid out compensation (Aguilar
Alvarez and Park, 2003). Mexico has faced
22 challenges of which only 4 cases involved
environmental issues. The most critical has
been the case of Metalclad as an abuse of the
investor-state dispute settlement structure.
This case confirms that the dispute mecha-
nisms systematically favors investor interests
to the detriment of the environment and
the public.

It seems that the proposals on trade pol-
icymaking in usMcCA renegotiation encom-
passes environmental and social concerns
and issues including income distribution,
public health, labor rights, worker disloca-
tion and poverty alleviation, etcetera. As a
priority on the usmca negotiation, labor and
environmental standards should be updated,
improved and enforceable to comply, for ex-
ample with the Trade Promotion Authority
(TPA) objectives for labor.

6. OPPORTUNITIES

The usmcA renegotiation offer a unique op-
portunity for economic analysts to investi-

Ciencia Economica

gate, analyze and contrast the issues related
to sMEs that have motivated the economic
integration process in North America. SMEs
have a large stake in usmMca renegotiation
because they have a very significant market
of products and services. A renegotiation of
USMCA is a new opportunity for SMEs to as-
sess cross-border market conditions and
opportunities for improve trade related to
labor and environmental collaboration.

The renegotiation of usmca could pro-
vide an opportunity to modernize certain
related issues to SMEs exports and imports.
Small and medium-size enterprises is an
issue for usmca renegotiation that could
be modernized using as a reference other
more recent agreements such as the Tpp, con-
sidering recent technological and scientific
developments, managerial and regulatory
practices. Modernization of usmca building
on shared interests, commercial and security
ties requires to SMEs to update technological
developments and agree on new rules of
governing digital flows, financial services,
e-commerce, export of digital goods and
services, energy, etcetera, to take full advan-
tage of new opportunities. For that, it is also
required protection of intellectual property
on digital contents.

The renegotiation of usmca offers the
opportunity to governments of the three
countries of North America to create fair
trade for sMEs and protect their local interests
in accordance to the business communities
in order to build relationships of cooperation
and harness the benefits of the agreement.
Also, usmca renegotiated could contribute to
create new opportunities for investment and
trade for small and medium-size enterprises
in North America, having a positive effect
on employment.

The renegotiation of usmca has the op-
portunity to make it more progressive by



strengthening among other provisions, the
ones related to SMEs, labor and environment.
International trade when expanding the ex-
port markets must benefit the three countries
members of usMca, ensuring that exports
and imports of products and services for
small and medium sized companies can be
done easily, with cost efficiency, thus bene-
fitting consumers and SMEs.

The opportunity cost of low-level achieve-
ments and commitments in usmcaA is higher
due to the existing deep integration among
the three national economies and markets. A
set of negotiating objectives to update usmca
provisions could prioritize fair free trade of
goods and services of sMEs, inclusive and
responsible by incorporating mechanisms of
cooperation related to labor en environment
standards, energy security, transparency and
anticorruption, etcetera.

Among the usMcA negotiating objectives
should be included provisions on govern-
ment anticorruption (Corchado, 2017). Also,
trade relations should not remain separated
from security cooperation in the relationship
(Wilson, 2017).

The governments of Canada, the United
States and Mexico agree on the inclusion of
a small and medium sized business chapter
in the renewed agreement, even amid the
uncertainties of the renegotiation process of
usMca. However, the awareness of the rene-
gotiations of usMca remains low, but interest
in partnering with small and medium com-
panies among the parties as an opportunity
to develop in international markets is high.
The Canadian and Mexican governments
have committed to modernizing usmca by
staying at the negotiating table, although the
renegotiation is unclear.

The modernization of usMcCA requires to
update the new labor, digital and environ-
mental developments strengthening data
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privacy and intellectual property rights. Re-
negotiation of usmca offers an opportunity
to address the issues of efficient environmen-
tal regulations and smEs trade and environ-
ment dynamics to establish goals, programs,
procedures, and institutional arrangements
toward a more sustainable future (Rockstrom
and Klum, 2015; Sachs, 2015).

For every one small and medium sized
business harmed by free trade under usmca,
there were five that came out ahead and got
insulated from international competition
(Canadian Federation of Independent Busi-
nesses, 2018). Also, SMEs owners born in
foreign countries are more likely to export
despite that they may have less opportuni-
ties compared to national —born owners
(Orser et al., 2010)—. A small or medium
business owner being born outside the coun-
try of citizenship might make it more likely
to seek international opportunities but it
might make it harder to grow a business, a
key components of exporting. More educa-
tion, experience and being born in foreign
country are factors that lead to greater export
opportunities.

U.S. small and medium business leaders
would like to expand usmca as an objective
of an opportunity to grow U.S. exports in
both Canada and Mexico, the neighboring
and partner countries, but the trade tariffs
recently imposed are complicated and are a
large burden for the renegotiation.

Small and medium firms are up to the
challenge of building relationships with
local and foreign business communities to
harness the benefits of renegotiated usmca.
The cross-border growth of sMEs is lagging
behind, missing business opportunities on
their contributions to local marketplaces and
economies, mainly for not having full access
to infrastructure, credit, knowledge, regula-
tory expertise and competitive technology
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(Gasiorowski-Denis, 2015). A regional vision
on small and medium sized business oppor-
tunities could help ramp up infrastructure
of all the three partners.

7. PROPOSALS OF CHANGES
AFTER RENEGOTIATING USMCA

Any change on usmca should affect small
and medium business as different, varied and
broad as the nature of business itself. Re-
negotiations of usmMca have an impact on
manufacturing and services SMEs not only
determined by industry and location while
potentially affecting by benefitting those of
one country and harm others from the other
countries, such as the case of textile manu-
facturers and clothing retailers.

A fair-trade deal for sMEs must have recip-
rocal duty-free access for goods and services
and trade balanced to expand competitive
market opportunities for the three usmca
partners.

Mexican SMEs have great limitations that
restricts integration and position themselves
at the lowest levels of the value chain, mainly
due to competition of U.S. and Canadian
small and medium enterprises. Thus, the
technological transfer and economic impact
is not the best for the regions where the sMEs
are settled. Mexican small and medium en-
terprises explore possibilities to get involved
and integrated into international investment,
production, logistics and trade flows, as it has
been reported by the analysis of Hernandez
and Carrillo (2018) on aeronautics com-
panies taking advantage of strategic global
market location, availability of resources
and capabilities, favorable public policy and
administration and local integrators.

However, local sMEs to get insertion and
integration into the value chain of the aero-
nautics sector require to meet several factors
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(Hernandez, 2015) and to overcome barriers
related to a vertical integration (Carrinca-
zeaux and Frigant, 2007) large investment,
dynamics of production and quality issues.

In Baja California, some sMEs counting
on access to required resources and capabil-
ities entered the aerospace sector. The study
of Herndndez and Carrillo (2018) found
that sMEs holding a certification may have
the capacity to supply at different levels of the
value chain after overcoming the obstacles
of meeting the requirements of production
and facing the complexity of management.

usMmca affects employment and jobs in
small and medium-sized enterprises that
rely on high-volume trade with neighboring
partner countries. The death of usmca may
result in potential vanquish of jobs at the
small and medium-sized businesses that
rely on trade between the country mem-
bers. In other words, among the benefits,
the sMEs create the needed employment. To
address employment, jobs and wages chal-
lenges posed by technological developments
and macroeconomic policies to SMEs, it is
not through protectionism but through re-
straining a robust social safety net through
provided by better regulations and strong
enforceable labor laws.

sMEs in dynamic industrial sector offer
diversification of products and services for
potential and real international markets.
However, usMca renegotiated should not
include increased levels of protection and
strengthen the rules of origin by increasing
contents requirements for one partner.

The proposal on the rules of origin should
be based on North American content to
avoid contentions among the countries.

sMEs need to adapt to whatever the chang-
es of the renegotiation details might be which
may involve a disruptive flurry of activities.
Changes on usmca normal as the result of



negotiations will affect profoundly the busi-
ness models of sSME due to disruptions on
reserves and redundancies to protect against
interruptions on the value supply chain. Sup-
pliers supporting the activities of sMEs are
being destabilized by the ongoing trade re-
negotiations giving rise to speculations and
doubts on trade policy. To emerge from this
period of trade and economic destabilization,
sMEs need to have and maintain a strong
resolve as well as the capacity to nimble re-
spond managing change out of this tumul-
tuous chaotic situation (Galarneau, 2017).

After renegotiations of usMca, the SMEs
will need to identify their new consumer
markets and to design new business models,
new suppliers, logistics and transportation
modes of goods, etcetera.

Stakeholders and public-private partner-
ships could be involved in the formulation
of public policies and influence sMEs regula-
tions to improve and make easier cross-bor-
der trade. Public-private partnership is a
model that can serve to sSME for knowledge
sharing and make information accessible
such as the partnerships between Master-
Card and IDB Export-Import Bank and the
International Trade Commission.

Small and medium-sized businesses
are optimistic about the renegotiations of
UsMcCA despite that prospects turn around
their upbeat attitude due to escalating dis-
putes between the proposals of partners.
SMEs remain as hot commodities to be sold
as they should expand their current business
while buyers are willing to pay more. Thus,
SMEs to be sold are growing and increasing
the median revenue in the marketplace.

On the usmcA renegotiations an issue that
is a priority for Mexico is the inclusivity of
sMEs. Negotiated usmca could encourage
greater participation by sMEs in trade and
boost the competitiveness. Transparency
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for sME and macroeconomic knowledge
are potential issues to be developed. A core
values of the renegotiated usmca should be
transparency and accountability of market
regulations to expand opportunities of SMEs
for public institutional engagement with a
proper governance system arrangement to
set up the new agreement.

The usmca renegotiation should address
the effects of the potential impacts of trade
on environment, labor and associated social
conflicts such as the proposed environmen-
tal reviews of trade agreements (Salzman,
2001). The renegotiated usmca could state
that each country’s environmental laws, reg-
ulations and standards must reflect national
priorities and preferences to be considered
USMCA —consistent unless a challenge can
demonstrate the contrary, with convincing
evidences—. Therefore, local environmental
challenges can remain in all three countries
and must be nondiscriminatory. usMca rene-
gotiation should draw from the experience of
the model developed by the European Union.

8. USMCA RENEGOTIATION
SCENARIOS AND PROPOSALS

Canada and Mexico are already preparing
for a post-usMca scenario, waiting for some
conciliatory signal from the other partner
in usmca, United States, after the threat
of withdrawing from the agreement, but
still in a dialogue. In fact, both countries
are launching to seal new business alliances
and negotiating with the Tpp and with nine
other markets. However, if United States
withdraws from usmca, Canada and Mexico
are willing to maintain it.

Mexican and Canadian small and medium
sized business need to prepare to an eventual
break up of usmca. However, trade ministers
of the three partners have stated to be com-
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mitted to “an accelerated and comprehensive
negotiation process that will upgrade our
agreement and establish 21st century stan-
dards to the benefit of our citizens” (Global
Affairs Canada, 2017).

One possible scenario for Canadian SMEs
if usmca dies, is the resurrection of the Can-
ada-United States Trade Agreement while
the scenario for Mexican SMEs is to move
to wto tariffs. In the scenario of ending the
UsMcA, Canada have the option to apply
the bilateral free trade agreement between
Canada and United States. Resurrecting the
Canadian-United States bilateral free trade
agreement is a limited option for sMEs of
both countries since it still requires action
from Canadian Parliament and U.S. Con-
gress. It is hardly to imagine passing on an
opportunity for sSMEs. Mexico has the option
to pursue a bilateral agreement with Canada
and United States.

For small or family owned business that
not have the resources and capabilities to
develop some business strategies to survive
and growth under the scenario of the usmca,
it is important for sMEs to find ways and
establish initiatives for strategic alliances
and partnerships to complement business
efforts in collaboration with other institu-
tional public and private organizations to
maximize competitiveness and efficiency.

In a scenario in which usmca continues
as an agreement between Canada and Mex-
ico, sMEs from both countries, exporting or
importing could operate under the actual
tariffs and rules and the challenge could be
the transshipment of products and services
between Canada and Mexico through the
U.S. territory. In this scenario, United States,
could impose non-tariff barriers, longer in-
spections at the borders, etcetera, just to
make trade between Canada and Mexico
more complex and difficult. U.S. has mused
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about imposing 20% tariff on imports from
Mexico aiming to fund construction of a
border wall.

sMEs should design scenarios in front of
the potential usmca withdrawal and their
differentiated impacts on trading among the
parties. The scenario should prepare smEs
for the potential end of usmca. One of these
scenarios, “Just in case Plan” has been de-
signed for the Small Business in Western
Canada establish a committee to promote
government procurement and identifica-
tion of opportunities for training, business
interested in becoming trading partners,
development of data bases, consultations
and other activities related.

Granting access to Canadian sub federal
procurement, U.S. federal government pro-
curement and Mexican government procure-
ment system is beneficial for smEs suppliers
and providers of goods and services. This
granted access to government procurement
would provide business opportunities for
SMES, increasing transparency y reducing
institutional corruption.

Entrepreneurs and business managers
of sMEs will need to design and implement
a long term strategy with short term alter-
natives to ultimately achieve success in this
new world order of trade protectionism
(Galarneau, 2017). sMEs have to source the
best available data and information to design
and implement strategic decisions to face
uncertainties.

Regarding the usMcA renegotiation issues
on agriculture-related objectives should be
the proposal to establish new regulations for
seasonal and perishable products with the
corresponding separate domestic industry
provisions in antidumping and counter-
vailing duties proceedings. Decisions on
antidumping and countervailing duties can
be challenged through a mechanism to re-



view determinations before an extraordinary
challenge committee.

A major issue for usMca renegotiation
is the mechanism of Investor State Dispute
Settlement (1sDs) to afford greater protection
to domestic and foreign investors. USMCA re-
negotiation proposes effective and adequate
protection of intellectual property rights.

The proposals for usmca negotiations
include government procurement practices
and opportunities for government contracts
to U.S. firms, severely restricting opportuni-
ties for Mexican and Canadian companies.
Currently, usmca prohibits preferential
treatment and gives equal access to the three
partners companies. Foreign sMEs firms and
domestic sMEs have the same rights, pro-
tections and benefits which require nation-
al governments to give “fair and equitable
treatment”, compel fair compensation for
expropriated property (Hufbauer, 2016) and
challenge discriminatory treatment.

Institutional comprehensive programs
and policies are needed to support SMEs to
achieve and upgrade potential capacities and
develop organizational and technological
capabilities, which may be aimed to facilitate
access mechanisms that allow them to insert
in the integration and internationalization
processes of value added chains. Financial
and other programs aimed to strengthen
the international trade processes of SMEs are
necessary to support these companies that
provide important benefits to the economies
of the country members of usMca.

Workers would like to have higher wag-
es in the case of Mexico, but government
considers that the labor policy is a domestic
matter and should be excluded the discus-
sion in renegotiations of usmca (Quinn and
Martin, 2017).

Entrepreneurs and business managers
of sMEs will need to design and implement
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a long term strategy with short term alter-
natives to ultimately achieve success in this
new world order of trade protectionism
(Galarneau, 2017).

The renegotiated usmca should be more
flexible than the original one in many pro-
visions related to sMEs, including on rules
of origin that could soon become obsolete.
The new usmca has the opportunity to fully
take into account the potential development
of vertiginous technological change.

To make an analysis of the main factors
involved in the process of usmca renegoti-
ation to help the decision and policy makers
to meet the challenges posed to sMEs by the
recent developments in economic process
of globalization, political power, regional
market, fair trade, investment, technological
changes, etcetera, all the stakeholders must
be engaged in the design of policy solutions
to the difficult and complex challenges con-
fronting the sMEs in the renegotiated usmca.

9. CONCLUSIONS

USMCA renegotiation is a good opportunity
to realize the economic cooperation relation-
ships among the sMEs of partners as a new
habit of fair-trade strategic partnership in or-
der to take full advantage of all the economic
opportunities it has created. The renegotiated
usMmca must facilitate trade by small-and-
medium-sized enterprises, considering that
these SMEs constitute a majority of exporters
in United States and Canada.

usMcA as the North American free market
has given sMEs an unprecedented amount
of opportunities and choices that have en-
abled to realize the critical components of
trade liberalization. usmca has been largely
beneficial to the three country members and
should be renegotiated, modernized to reflect
developments and maintained, because it is a
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valuable opportunity SMEs to embolden the
gains provided by usmca. Focus on issues
that sidestepping controversy that make a
positive difference for sMEs in the renegoti-
ated usmca could create more jobs of quality
and provide the workers more security.

Business leaders, politicians, government
officials, business organizations, commu-
nities, companies, employees, etcetera, all
should be concerned on the processes of
USMCA renegotiations to expand oppor-
tunities on fair trade and environmentally
sustainable development.

Provisions in usMca renegotiation could
be used to modernize it through the deep-
ening of commitments and further cooper-
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