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Foreword 

The Lyndon B. Johnson School of Public Affairs has established interdisciplinary research on 
policy problems as the core of its educational program. A major part of this program in the nine-month 
policy research project, in the course of which two or three faculty members direct the research of ten to 
twenty graduate students of diverse backgrounds on a policy issue of concern to a government agency. This 
"client orientation" brings students face to face with administrators, legislators, and other officials active in 
the policy process and demonstrates that research in a policy environment demands special talents. It also 
illuminates the occasional difficulties of relating "research findings to the world of political realities. 

This report is the product of a policy research project conducted in 1992-93 with funding from the 
Texas Department of Transportation, the Federal Highway Commission, and the William and Flora Hewlett 
Foundation. The study is part of a three-year project coordinated by the LBJ School and the UT Austin 
Center for Transportation Research to investigate public policy issues related to Texas-Mexico multi.modal 
transportation. 

The curriculum of the LBJ School is intended not only to develop effective public servants but 
also to produce research that wiil enlighten and inform those already engaged in the policy process. The 
project that resulted in this report has helped to accomplish the first task. It is our hope and expectation that 
the report itself will contribute to the second. 

Finally, it should be noted that neither the LBJ School nor The University of Texas at Austin 
necessarily endorses the views or findings of this study. 

Max Sherman 

Dean 

ix 



x 



Preface and Acknowledgments 

The policy research project that produced this report was conducted during the 1992-93 academic 
year as a cooperative effort between the LBJ School, the School's U.S.-Mexican Policy Studies Program, 
and the UT Austin Center for Transportation Research, with funding by the Texas Department of 
Transportation, the Federal Highway Administration, and the William and Flora Hewlett Foundation. This 
research represents the first of a three-year study; the second and third years will continue to be funded by 
the Texas Department of Transportation and Federal Highway Commission. 

A parallel study was conducted in 1992-93 by the Centro de Estudios Estrategicos of the Instituto 
Tecnol6gico y de Estudios Superiores de Monterrey (ITESM) in Monterrey, Mexico. The ITESM report, 
entitled Desafios del Sector Transporte en Nuevo Leon ante la lntegraci6n Internacional ("Transportation 
Challenges for Nuevo Leon under International Integration," to be published in Spanish by the LBJ School 
along with an English summary), specifically examines some of the infrastructural issues facing the 
transportation system of the state ofNuevo Leon as the economies of Mexico and Texas become more fully 
integrated. 

This report on multimodal transportation could not have been produced without the generous 
donation of time and information by a great many individuals on both sides of the border. All of these are 
cited at the end of the relevant chapters. However, the following individuals deserve special recognition for 
assisting members of the policy research project team on various aspects of the study. 

Mr. Felix Aguilar, Advisor, Office of Free Trade Agreements, Embasssy of Mexico, Washington, D.C.; 

Mr. Donald R Allee, Director of Trade Development, Port of Houston Authority, Houston, Texas; 

Mr. Len Bennett, President, Celadon Group, New York City, New York; 

Mr. Manuel Cervantes I., Subdirector General de Operacion, Ferrocarriles Nacionales de Mexico, Mexico, 
D.F.; 

Lie. Antonio Garcia Chavez, Investigador Asistente, Instituto Mexicano del Transporte, Mexico, D.F.; 

Mr. Gordon W. Cook, Assistant Director of Research and Development, Institute for Manufacturing and 
Materials Management, El Paso, Texas; 

Mr. Oscar Couto, Chief of Cargo Marketing, Public Service, Department of Aviation, City of Houston, 
Houston, Texas; 

Lie. Aguirre Espejel, Departamento de Transporte Aereo International, Secretarfa de Comunicaciones y 
Transportes, Mexico, D.F.; 

Mr. Joe A. Es~ Field National Import Specialist, Commercial Operations, U.S. Customs Service, El 
Paso, Texas; 

Mr. Jack H. Ewing, Manager of Trade Development, World Trade Division, Greater Houston Partnership, 
Houston, Texas; 

Mr. Jose M. Garcia, Assistant Representative, Secretaria de Hacienda y Credito PUblico, Washington, D.C.; 

Ing. Francisco J. Gorostiza P., Subdirector General de Planeacion y Sistemas, Ferrocarriles Nacionales de 
Mexico, Mexico, D.F.; 

XI 



Mr. Nim K. Graves, Manager, Public Assistance, Railroad Commission of Texas, Transportation/Gas 
Utilities Division, Austin, Texas; 

Ms. Carole L. Harding, Manager of Marketing, Port of Corpus Christi Authority, Corpus Christi, Texas; 

Mr. Fritz Haug, Freight Manager for Mexico and Central America, Continental Airlines, Customs 
Premises, Mexico International Airport, Mexico, D.F.; 

Ms. Linda Howard, Manager, Planning and Programming, Division of Aviation, Texas Department of 
Transportation, Austin, Texas; 

Mr. Joseph C. Jaska, Service Center Manager, Con-Way Southwest Express, Austin, Texas; 

Mr. Edward Kasparik, Manager, Rail Projects, Railroad Commission of Texas, Transportation/Gas Utilities 
Division, Austin, Texas; 

Mr. Juan Juaregui Kawakita, Jefe de Servios y Segwidad, Aeropuerto Internacional Abraham Gonzalez, 
Cd. Juarez; 

Mr. Edward Koellner, Product Manager, Burlington Northern Railroad, Fort Worth, Texas; 

Mr. John G. Leddy, Manager of Mexican Operations, The Atchison, Topeka, and Santa Fe Railroad 
Company, Euless, Texas; 

Lie. Jorge Enrigue ~Director de Planeacion Ad~ Aduano de Mexico, Mexico, D.F.; 

Ms. Nancy K. MacRae, Deputy Director, Office of International Transportation and Trade, U.S. 
Department of Transportation, Washington, D.C.; 

Mr. Doug J. Marchand, General Manager and Port Director, Port of Galveston, Galveston, Texas; 

Mr. Wxlliam W. Moorhouse, Jr., Assistant Director, Rate Analysis, Railroad Commission of Texas, 
Transportation/Gas Utilities Division, Austin, Texas; 

Dr. Alfredo Navarette, Asesores del C. Secretario, Secretaria de Hacienda y Credito PUblico, Mexico, D.F.; 

Mr. Stuart L. O'Neal, President, Borderline Distribution System, Inc., Austin, Texas; 

Mr. Terrence P. Parent, Deputy Executive Director, Marketing and Government Relations, Dallas-Ft. Worth 
Airport, Dallas, Texas; 

Ms. Wanda Park, Account Executive, DHL Airways, Houston, Texas; 

Ms. Pamela H. Previte, Public Affairs Specialist, U.S. Customs Service. Congressional and Public Affairs, 
Houston, Texas; 

Mr. I.any D. Priest, Assistant Airport Manager-Operations, El Paso International Airport, El Paso, Texas; 

Ms. Maria Reba, Chief U.S. Customs NAFTA Negotiator, U.S. Customs Service, Washington, D.C.; 

Mr. Phillip Robinson, Attorney at Law, Robinson, Felts & Mashburn, Austin, Texas; 

Dip. Francisco Davila Rodriguez, Presidente de la camara Nacional del Autotransporte de Carga 
(CANACAR) y Presidente de la Comisi6n de Comunicaciones y Transportes de la C3mara de Diputados; 
Mexico, D.F.; 

xii 



Lie. Gilberto Ortiz Rodriguez, Jefe del Departamento de Estadisticas del Transporte, Direcci6n General de 
Transporte Terrestre, SCT. Mexico, D.F.; 

Mr. Hampton Rogers, Vice President, Government Relations, Texas Motor Transportation Association, 
Austin, Texas; 

Ing. Carlos Santillan, Gerente de Terminal, Terminales Intermodales Mexicanas (TTh1), Mexico, D.F.; 

Mr. Kevin Sheeran, President, Texas Association for Competitive Transportation, Austin, Texas; 

Mr. Raleigh Sheffield, General Manager, Mexico Projects, Union Pacific Railroad, Omaha, Nebraska; 

Lie. Carlos Silerio, Subdirector de Operaci6n, Centro SCT Durango, Durango; 

Lie. Alfredo Sotelo, Gerente, Autotransportes de Carga Tres Guerras, Mexico, D.F.; 

Dip. Fernando Lerdo de Tejada, Presidente de la Comisi6n del Distrito Federal de la Camara de Diputados, 
Mexico, D.F.; 

Mr. Ernest T. Tijerina, Chief Inspector, U.S. Customs Service, Brownsville, Texas; 

Lie. Evelyne Rodriguez Ortega, Director General de Estudios Econ6micos, Secretaria de Comercio y 
Fomento Industrial, Mexico, D.F.; 

Dr. Guillermo Torres, Jefe de la Unidad Departamental de AnaJ.isis, lnstituto Mexicano del Transporte, 
Mexico, D.F.; 

Lie. Rayo Angulo de Trejo, Asesora, Subdireccion General de Planeacion y Sistemas, Ferrocarriles 
Nacionales de Mexico, Mexico, D.F.; 

Dip. Manuel Monarrez Valenzuela, Secretario de la Comision de Comunicaciones y Transportes de la 
Camara de Diputados, Mexico, D.F.; 

Mr. William M. Walton, Jr., Director of Trade Counselor Activities, International Trade Resource Center, 
Greater Dallas Chamber of Commerce, Dallas, Texas; 

Ms. Linda Wasserman, Director of Public Relations, San Antonio International Airpor4 San Antonio, 
Texas; 

Mr. Art z.aegel, Vice President International, Burlington Northern Railroa~ Fort Worth, Texas. 

xiii 



xiv 



Chapter 1. Executive Summary 

Introduction 

As Canada, Mexico, and the United States prepare for greater economic integration under the 
North American Free Trade Agreement (NAFf A), benefits of liberalized trade will depend heavily upon 
the transportation infrastructure linking the three nations. Texas, with its ·proximity to Mexico and 
extensive economic and cultural ties to that nation, is expected to benefit greatly from the NAFT A 
provisions. These advantages will bring little gain, however, if substandard transportation services and 
linkages between Texas and Mexico cause producers and shippers to bypass the state. Hence, the purpose 
of this study is to examine the Texas-Mexico infrastructure. The report will examine the transportation 
system already in place, current plans for improvements or expansion, and the opportunities and constraints 
faced by each transportation mode. The analysis is divided into chapters examining customs services, the 
four transportation modes (trucking, rail, maritime, and air), and intrastate trucking regulation in Texas. 
Each chapter examines aspects of transportation in the context of increasing trade between the United 
States and Mexico with conclusions and policy recommendations germane to each discussion. The 
appendix summarizes all transportation provisions contained in NAFTA. 

The economic linkages between Texas and Mexico are already profound. According to the U.S. 
Department of Commerce, Texas ranks first among the 50 states in exports to Mexico. Almost 24 percent 
of U.S. exports to Mexico crossing the Texas border originates outside the state. Since 1987, following a 
drastic downturn in the Mexican economy, Texas has captured 50 percent of the total U.S. export growth in 
products bound for Mexico. 

All Texas products exported to Mexico in 1991 amounted to $15.5 billion in trade, of which about 
95 percent consisted of manufactured goods. The four leading export categories, according to the U.S. 
Department of Commerce, were electric and electronic equipment, aircraft and parts, communications 
equipment, and automobile parts. NAFI'A will profit sectors of economic activity that can take advantage 
of the revolutionary changes in modem manufacturing that have occurred over the past decade. These 
changes include the widespread diffusion of just-in-time production, delivery, and inventory systems; of 
total quality management techniques; of concurrent engineering; and of other features of flexible 
production generally drawn from Japanese practice. 

Innovations in manufacturing rely heavily on transportation infrastructure. This report finds th~ 
in each mode, carriers are working to establish new services and linkages to meet increasing demand for the 
movement of goods. Intermodalism is on the rise: trucking companies and major railroads are forming 
new alliances; airports are negotiating with land carriers to reach markets that do not have access to air 
service; and railroads and barge companies are cooperating to provide seamless grain transportation from 
the Midwest to Mexico. 

Main Findings 

Customs 

This chapter focuses on the responsibilities and procedures of the U.S. and Mexican customs 
services and examines the role these agencies perform in regulating and facilitating commerce along the 
1~200-mile Texas-Mexican border. Adequate staff and computerization are crucial components of 
expediting goods across the border. Staffing patterns have differed between U.S. and Mexican customs 
services. U.S. Customs has been criticized for understaffing port facilities. Mexican Customs has been 
concerned mainly with issues of integrity and efficiency. The concern over corruption within Mexican 
Customs resulted in the 1991 firing of the customs agents and their subsequent replacement with new 
personnel. In the United States, attrition and general underfunding have led to difficulties in staffing. 

Both U.S. and Mexican Customs have been computerizing their operations to accelerate the flow 
of information and goods. U.S. Customs started computerizing several years ago and is much further along 
in this area than Mexican Customs. The computeriz.ation of U.S. Customs has significantly improved the 
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efficiency of its operation, and the agency is nearing its goal of paperless entry. Although Mexican 
Customs is not automated to the same degree, ultimately a computer network will link all customs port 
facilities, offices, and brokers. 

Highways and Motor Carriers 

Highways serve as the main artery of trade between the United States and Mexico. This chapter 
examines the status of each country's highway network and the changing nature of the motor carriers that 
use them. Trade liberaliz.ation and increasing commercial traffic flows have invited the need and 
opportunities for improvements in highway transportation. In the United States, trucking firms are 
positioning themselves for greater trade with Mexico. South of the border, changes, spurred by industry 
deregulation in 1989, have been dramatic. This study examines these developments and reveals the 
disparate levels of development and efficiency that currently exist between U.S. and Mexican highway 
transportation. 

The proposed free trade agreement plays an important role in the future of both countries' motor 
carrier industries. Each country must now consider the other as a source of both growth and competition. 
NAFrA has aroused suspicions as well as optimism on both sides of the border, but for different reasons. 
Many U.S. companies fear that fair market competition may be difficult to achieve under NAFrA, citing 
what they perceive to be unfair advantages given to Mexico concerning investment policies, access, safety 
and wage standards. Alternatively, Mexican firms know they are at a decided disadvantage with U.S. 
motor carriers and believe that unrestricted competition may relegate them to a role as subcontractors to 
northern carriers. This chapter examines conditions within each country's trucking industry that have led to 
these conflicts. 

Rail 

Rail transportation bas increased as trade between the United States and Mexico bas grown, 
especially trade involving long distances and bulk commodities. In the United States, four Class 1 railroad 
carriers have responded to the increased openness of the Mexican market by engaging in material 
investments and innovative partnerships with the Ferrocarriles Nacionales de Mexico (FNM). Intermodal 
rail partnerships include rail-rail, rail-trucking, and rail-barge combinations. Regardless of ratification of 
NAFr A, rail transportation is expected to continue its growth and play an increasingly important role in 
North American economic integration. 

FNM has formulated a comprehensive revitalization plan to make the rail system more efficient 
and profitable so that it can contribute to Mexico's economic modernization process. The Mexican national 
railroad is determined to become a competitive transportation service highlighted by improved efficiency 
and emphasis on customer satisfaction. Keys to achieving this are privatization of equipment and railway 
maintenance; modernization of communications and tracking systems; and an aggressive marketing 
strategy. Economic integration presents the international rail industry with an opportunity to revitalize and 
return to prominence as a key mode of transportation. 

Maritime 

Information obtained from executives at Texas' four largest ports and economic forecasts indicate 
that maritime trade between Mexico and Texas will continue to increase. Port directors in Texas and 
elsewhere in the United States are poised to handle substantial increases in trade volume with Mexico, with 
or without the ratification ofNAFrA. The capacity of U.S. ports is sufficient to accommodate enhanced 
traffic flows. It is equally clear that Mexican ports, despite fervent efforts to improve and expand major 
facilities, are not equipped to handle either current or projected levels of trade. 

Current efforts, however, may allow Mexican ports to successfully compete with U.S. ports in the 
future. In hopes of improving port infrastructure and efficiency, the Mexican Port Authority, Puertos 
Mexicanos, was moved from Secretaria de Comunicaciones y Transportes (SCT) to Secretaria de Hacienda 
y Credito PUblico. Under Hacienda's guidance, ownership and management changes are being proposed 
that would effectively decentralize authority. Concessionary private investment is underway in Mexico, 
focusing on four major p0rts: ManvmiUo, Lazaro Cardenas, Altamira, and Veracruz. The speed and 
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success of privatization seem to be pivotal variables in determining future competitiveness. U.S. maritime 
businesses could profit by offering consulting and investment services to private port facilities under 
development. Mexican ports, often lacking adequate infrastructure, at present are not competitive with U .S. 
ports. Should the restructuring of the system be successful, however, Mexican ports could soon threaten to 
take business away from U.S. ports. 

Air 

Although NAFrA does not contain specific provisions for air transportation, it will affect the trade 
environment of air carriers. Both Texas and Mexico enjoy well-developed air transportation systems. 
Major U.S. hubs in the Houston and the Dallas-Fort Worth metropolitan areas provide Texas travelers and 
shippers with better access to international transportation networks than is available in Mexico. The rising 
trade in high value-added products and the increasing need for expedited cargo delivery will bring greater 
demand for air cargo services. As Texas and Mexico seek economic growth through increased integration 
into international markets, air transport facilities with access to intermodal networks will become 
increasingly important for attracting businesses and investment 

The ability of both U.S. and Mexican airports to capitalize upon these opportunities will depend 
upon alleviating delays at border crossings and customs posts, improvements in airport infrastructure and 
facilities, and investment by local governments to attract cargo and passenger traffic to their airports. 
General trends in the world economy will shape the future of Texas and Mexican airports. The rising 
importance of expedited delivery systems and the increased integration of Texas and Mexico into 
international economic networks are significant trends that will affect the air cargo industry. 

Intrastate Regulation 

The effects of Texas intrastate regulation are difficult to analyze, as most of the information 
concerning the issue is partisan, anecdotal, or fragmentary in nature. This study bases its analysis upon 
comprehensive data supplied by the Texas Research League (TRL). TRL concludes that while some 
deregulation would be beneficial, it would not affect all shippers equally. Some shippers would pay lower 
rates, others would see their rates rise, and still others would remain at approximately the same level in a 
deregulated market, depending upon factors such as volume and commodity type. 

Since virtually all shipments to and from Mexico are currently classified as interstate traffic and 
therefore exempt from Texas Railroad Commission (RCT) regulation, arguments that RCT regulation 
would have an impact on NAFI'A are predicated on two possibilities. Frrst, the Texas interstate and 
intrastate markets are not independent, meaning barriers to entry in the intrastate market reduce competition 
in the regional interstate market Second, intrastate regulation could disrupt the movement of goods 
between the United States and Mexico if some transborder shipments currently classified as interstate 
commerce were redefined as intrastate commerce. This could happen if the RCT is allowed to apply its 
view that shipments originating in Texas, but intended for export, are intrastate if they are not shipped 
directly to Mexico. According to the RCT, the same is also true of Mexican imports shipped from a 
warehouse or even a free trade zone to a Texas destination. 

If the RCT succeeds in implementing its interpretation, the state's ability to capitalize on NAFfA 
could be severely diminished. Inefficiencies in the state's regulatory structure, while marginally liberalized 
by new legislation, may still hinder trade flows. Warehousing services might locate in Mexico or 
surrounding U.S. states to avoid intrastate regulations, to the detriment of Texas' communities. Were the 
RCT to adopt the Interstate Commerce Commission's (ICC) definition of interstate and intrastate traffic, 
there would be no real change in current practices since the RCT does not presently enforce its own 
interpretation. 

3 



BORDER CROS,S.ING NEfWO'RK 
MEXICAN STATES CALIFORNIA BORDER ARIZONA BORDER NEW MEXICO BORDER 
A BAJA CALIFORNIA 1 SAN DIEGO 6 SAN LUIS 12 ANTELOPE WELLS 
B SONORA 2 OTAY MESA/SAN YSIDRO (2)* 7 LU KEVILLE 13 COLUMBUS 
c CHIHUAHUA 3 TECATE 8 SASABE 14 SANT A TERESA 
D COAHUILA 4 CALEXICO 9 NOGALES (3)* 
E NUEVO LEON 5 ANDRADE 10 NACO 
F TA MAU LI PAS 1 1 DOUGLAS 

TEXAS BORDER 

15 EL PASO (5)* 

16 YSLETA 

CALIFORNIA 17 FABENS 

18 FORT HANCOCK 

19 PRESIDIO (2)* 
ARIZONA NEW 20 LA LINDA 

MEXICO 2 1 AMI STAD DAM 

22 DEL RIO 

23 EAGLE PASS (2)* 

24 LAREDO (4)* 

25 FALCON DAM 

TEXAS 26 ROMA 

27 RIO GRANDE CITY 

28 Los EBANOS 

® 29 HIDALGO 

30 PROGRESO 
I © "-J 3 1 LOS INDIOS . 

\ 32 BROWNSVILLE (2)* 

@ *Number of crossings 

PACIFIC OCEAN 
including highway and rail. 

MEXICO 

Map 2. I. United States-Mexico Border Crossings 



Chapter 2. Customs 

Introduction 

This chapter focuses on the responsibilities and procedures of the U.S. and Mexican customs 
services and examines the role these agencies perform in regulating commerce along the 1,200-mile Texas
Mexico border. The purpose of this chapter is to identify and assess the effect of the North American Free 
Trade Agreement (NAFTA) on the functioning of U.S. and Mexican Customs, with an eye toward 
problems associated with processing transborder commerce. NAFf A is examined not as an isolated event, 
but rather as part of a broad trend characterized by expanded and liberalized trade between Mexico and the 
United States. 

For reasons of clarity and accuracy, the term "Mexican Customs" shall denote those divisions 
within the Mexican Secretaria de Hacienda y Credito PUblico (Hacienda) which perform functions related 
to the administration of laws applicable to foreign merchandise entering the country and to the collection of 
duties and taxes. "U.S. Customs" shall refer to the U.S. Customs Service, a branch of the U.S. Department 
of Treasury. The major responsibility of both customs services is to assess and collect duties, taxes, and 
fees on imported merchandise. An integral aspect of this responsibility is enforcement of laws concerning 
illegally imported goods, unpaid duties and taxes, and evasion of import restrictions or prohibitions. Both 
U.S. and Mexican Customs serve as the primary regulatory and enforcement agency at ports of entry, 
overseeing the flow of commerce, persons, and vehicular traffic. Although their respective responsibilities 
and institutional configurations differ, the principal mission of both customs services is similar. 

The chapter is divided into four sections: border region, process, problems, and NAFf A. In the 
first section, the report describes the border area and provides information regarding infrastructure and 
trade flows. The next section is a survey of the procedmes and main actors involved in moving goods 
across the border in both the northbound and southbound directions. An understanding of this process is 
essential to analysis of potential delays in processing transborder commerce. Because the customs 
procedures of all modes of transportation are similar and most goods move by truck, this chapter principally 
focuses on the customs process for commercial trucking. The third section discusses specific challenges 
faced by the customs services, as well as problems generated by concentrated activity in the border region. 
The last section examines recent trends and problems in the context of NAFTA, with an attempt to 
recommend policy initiatives to facilitate expanded commercial trade. 

Border Region 

The United States-Mexico border region extends for almost 2,000 miles from Brownsville, Texas, 
to San Diego County, California. The Rio Grande River (called the Rio Bravo in Mexico) defines the 
1,200-mile Texas-Mexico border between Brownsville and El Paso. Of the 40 ports of entry along the 
United States-Mexico border, Texas contains 24.1 Map 2.1 shows all overland crossings between Mexico 
and the United States. 

The state of Texas lies within the U.S. Customs Southwest Region, headquartered in Houston. 
The Texas border area is divided into two customs districts: Laredo, which extends from Del Rio east to the 
Gulf of Mexico; and El Paso, which reaches west from Amistad Dam to El Paso. The Nogales (Arizona) 
and San Diego (California) customs districts extend the remaining length of the United States-Mexico 
border. The Laredo customs district has the largest volume of commercial traffic of the four, accounting 
for 85 percent of ail truck traffic between Mexico and the United States, and more than half of all border 
trade between the two nations. Northbound truck traffic in this district grew by 73 percent from 1987 to 
1990.2 Since the late 1980s, the El Paso customs district bas smpassed the San Diego district in volume 
of commercial traffic and has become the second largest border customs district This growth is 
attributable to the industrialization of the Ciudad Juarez-El Paso area. Maquiladoras and other industries 
account for about 85 percent of all traffic that passes through the El Paso district. 3 Table 2.1 shows Texas' 
1992 northbound automobile, truck, and pedestrian traffic by port of entry. Table 2.2 gives total bilateral 
trade by U.S. customs district for 1990. 

5 



Table 2.1. United States-Mexico Ports of Entry 

U.S. Mexico United States-Mexico Highway Railway Commercial Number Northbound traffic 1992 
Twin Cities Bridges Bridges Trucks Maqulladoras Autos Trucks Pedestrian 

Texas Tamaulipas BrownsviJle-Matamoros 2* 1 y 4,939,700 203,100 4,518,500 
Los Indios 1 y n.i. ni. ni. 
Progreso-Nuevo Progreso I y 918,200 35,200 836,700 
MacAllen/Hidalgo-Reynosa I y 4,942,800 129,400 2,814,200 
Los Ebanos Ferry n 40,400 (l) 17,000 
Rio Grande City-Ciudad Camargo 1 y 432,900 11.600 16,700 
Roma-Miguel Aleman 1 y 1,125,300 14,900 431,500 
Falcon Heights-Nueva Ciudad Guerrero 1 y 217,400 5,100 47,100 
Laredo-Nuevo Laredo 2 1 y 6,989,700 337,800 5,691,500 

Nuevo Leon Laredo (Dolores)-Colombia 1 y 55,380 20,300 ni. 

Coahuila Eagle Pass-Piedras Negras I 1 y 44 2,541,100 41 ,900 405,400 
Del Rio-Ciudad Acuna I y 46 1,377,300 30,200 180,500 
Amistad Dam (crossing) 34,100 250 n.i. 
La Linda (Big Bend) l n n.i. ni. ni. 

Chihuahua Presidio-Ojinaga l I y 508,801 5,712 51.470 
Fort Hancock-El Porvenir 1 n 103,000 300 2,100 
Fabens-Guadalupe I y 508,600 8,300 49,100 
Y sleta-Zaragoza 1 y 1,698,500 127,000 216,200 
Intl. Bridge of the Americas (El Paso) 1 y 6,461,200 413,300 524,200 
Stanton Street (Bl Paso) 1 1 y 292 n.i. ni. n.i. 
Paso del Norte-Santa Pe (El Paso) 1 1 n 4,372,200 ni. 4,348,600 

n.i. = no information available 
* = B&M Bridge in Brownsville is a combined rail-truck facility 

Sources: United States General Accounting Office, "U.S.-Mexico Trade: Survey of U.S. Infrastructure Needs," Washington, D.C., May 1991~ Genreral Services 
Administration, "Summary of Existing and Proposed Border Stations,11 Texas, February 1993; General Services Administration, "Annual Traffic Data U.S. Border 
Stations," 1992, Region 7. 



Table 2.2. Total Bilateral Trade and Largest Ports of Entry, 1990 

U.S. Customs 
District 

Laredo 

EI Paso 

San Diego 

Nogales 

Bilateral Trade 
($Billion) 

25.5 

9.1 

7.1 

5.2 

Largest Port of Entry 

Laredo-Nuevo Laredo 

El Paso-Ciudad Juarez 

Otay Mesa-Mesa de Otay 

Nogales-Nogales 

Source: U.S. General Accounting Office, "U.S.-Mexico Trade: Survey of U.S. Infrastructure 
Needs," Washington, D.C., 1991. 

Throughout this report, trade information is given both by weight and value. This reflects the 
relative strength and importance of each mode of transportation. By value, surface transportation accounts 
for more than 90 percent of all trade (see Table 2.3). In dollars, 80 percent of bilateral trade moves by truck 
alone.4 Figures 2.1 and 2.2 illustrate Texas' dominant role in United States-Mexico overland trade: In 
1989, 87 percent of the southbound and 65 percent of the northbound surface tonnage passed through 
Texas. When all modes of transportation are considered, 55 percent of total southbound tonnage passed 
through Texas in 1989.5 

Approximately 75 percent of Mexican exports are destined for U.S. markets, and Mexico is the 
United States' third largest trading partner.6 As measured by value, 58 percent of all U.S. exports that went 
to Mexico in 1991 either originated in or passed through Texas. 

Table 2.3. U.S. Exports to Mexico by Mode of Transportation, 1991 

State Total Value % by Air % by Sea % by Land 
($Million) 

Texas 15,485 2.22 3.85 93.93 

New Mexico 342 3.78 0.52 95.70 

Arizona 5,474 1.37 0.20 98.43 

California 5,527 6.49 4.98 88.53 

Source: National Trade Data Bank, 1991. 
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Figure 2.1. Southbound Distribution of Surface Tonnage, 1989 

(Total southbound traffic by surface: 21 million tons) 

San Diego 10% 

El Paso 13% 

Note: Customs Districts 

along border clear 

essentially 1 OOo/o of 

southbound surface 

3% Nogales 

74% Laredo 

Source: "Mexico-U.S. Freight Market Statistics, a Transearch International Presentation," Reebie 
Associates Trans ortation Manacrement Consultants, Ma 1992. 

Figure 2.2. Northbound Distribution of Surface Tonnage, 1989 
(excluding crude petroleum) 

(Total northbound traffic moving by surface: 16 million tons) 

El Paso 15% 

San Diego 10% 

Others 6% 

Nogales 27% 

Note: . orthbound surface traffic 
shipments moving in bond will not 

clear customs at the point where they 

physically cross border. 

42% Laredo 

Source: ''Mexico-U.S. Freight Market Statistics a Transearch International Presentation " Reebie 
Associates, Trans ortation Manacrement Consultants. Ma 1992. 
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Process 

General Functions of the U.S. Customs Service 

The U.S. Customs Service is the only major revenue-generating agency of the federal government 
besides the U.S. Internal Revenue Service. Duties and tariffs on imported goods produce revenues for the 
customs department There are two entry classifications for goods entering the United States-formal and 
informal. Only goods with a value of$1,250 or less may qualify for informal classification. U.S. Customs 
applies informal entry to the import of personal items, which require neither bond backing nor the 
assistance of a customs broker. All goods brought into the country for resale must be imported under the 
formal entry process, requiring the filing of import documents. At their discretion, U.S. Customs may 
declare any import, whether personal or commercial, subject to formal entry procedures. 1 

Formal entries are either dutiable or duty-free. The Harmonized Commodity Qassification 
Schedule, an internationally negotiated list of commodity categories, delineates the tariff schedule for each 
import. Both the United States and Mexico adhere to this classification schedule, which is fundamental to 
tariff reductions under NAF'f A. 

U.S. Customs also has the responsibility of enforcing the laws and regulations of about 40 
agencies at the border. 8 Inspectors routinely check commercial vehicle drivers' licenses and verify proof of 
insurance. Inspectors check for cargo and carrier compliance with the U.S. Department of Transportation 
(DOT) and Interstate Commerce Commission (ICC) regulations. The most stringently enforced laws are 
the drug laws of the United States. U.S. Customs recently implemented the Tier Three Processing System 
to make the enforcement of these laws more effective. 

The Tier Three Processing System is a new program instituted by U.S. Customs in May 1992 to 
aid drug interdiction along the border.9 Under this system, U.S. Customs thoroughly investigates the 
shipping history of companies exporting from Mexico, their officers, haulers, and other associates for past 
compliance with U.S. drug laws. U.S. Customs grants "tier one" status to exporters with clean records and 
accords their shipments with rapid gate-to-gate service. Tier one exporters, however, are still subject to 
random searches. New exporters with no prior record of violations U.S. Customs places in the "tier two" 
category. "Tier three" exporters are known to have compliance violations or are suspected of dealing in 
narcotics. IO 

Northbound Traffic 

Figure 2.3 shows a diagram of the customs process for northbound traffic. Goods imported into 
the United States may be entered only by the owner, purchaser, or a licensed customs broker.11 A U.S. 
customs broker usually handles imports entering Texas from Mexico. A U.S. customs broker is an agent 
licensed by the U.S. Department of Treasury to transact customs business on behalf of importers and 
exporters in the United States. Customs business refers to activities concerning the entry and admissibility 
of merchandise, its classification and valuation, and the payment of duties, taxes, or other charges assessed 
on imported merchandise. It is a broker's fiduciary duty to inform an importer of all pertinent regulations 
and the manner of complying with them. The customs broker obtains the required importation documents 
for his client and classifies imported products according to applicable duties. Besides assisting an importer 
in transacting customs business, the customs broker may act as a forwarder by coordinating transloading, 
warehousing, and distribution for his clients.12 

Importing merchandise is a two-step process that first involves the filing of entry documents to 
determine whether customs may release goods for importation, and then the filing of documents for duty 
assessment At this point, a Mexican customs broker is also required to file a pedimento (export 
documentation) in Mexico. Prior to arrival of a shipment, the U.S. customs broker will present the entry 
documents to U.S. Customs. This "entry package" includes a packing list of shipment, a federal ID 
number, and a commercial invoice containing terms of sale, commodity description, country of origin, and 
any additional declarations pertaining to a specific commodity .13 The broker files this documentation 
using the U.S. Customs Service's on-line computer system-the Automated Broker Interface (ABI). 

9 



Figure 2.3. Northbound Traffic~ (U.S. Customs) 
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Brokers who do not possess computer capabilities must submit required entry documentation in person. 
Once a U.S. Customs entry officer has received the entry documents, he may send the information to any of 
the various departments charged with physical examination, import classification, or contraband 
interdiction. On the other hand, pre-clearance may be approved after review of the entry documents. This 
decision is based on the type of cargo being shipped and the history of the particular importer. Throughout 
the importation process, it is within the discretion of U.S. Customs to hold, inspect, or recall any 

merchandise that fails inspection or is improperly documented.14 Evidence must accompany every entry 
document to prove that the importer has obtained surety, in the form of a cash or secured bond, to cover any 
potential duties, taxes, or penalties. Customs brokers typically provide this required coverage as part of 
their services. · 

When the merchandise arrives at the crossing, the driver presents a bill of lading as evidence of the 
right of entry. The customs officer matches the bill of lading with the entry documents previously 
submitted by the customs broker. Following presentation of the bill of lading, the shipment may be 
examined or summarily cleared. It is the responsibility of the importer or his customs broker to file entry 
documentation and to pay estimated duties within ten working days of the release of the merchandise. The 
entry documentation consists of the original entry package returned to the importer, a summary form 
(Customs Form 7501), and other invoices and documents pertaining to duty assessment. IS 

U.S. Customs in recent years has adopted a new procedure called "line release" to expedite the 
processing of commercial traffic. U.S. Customs has used line release at the Texas-Mexico border since 
1987.16 The system is designed to allow customs officers to clear and track low-risk, repetitive shipments 
efficiently with personal computers and bar-code technology. The bar code on a shipment provides the 
necessary information for clearance. The code, called the Common Commodity Classification Code (C4), 
consists of four elements. The first four digits identify the shipper or manufacturer of the merchandise. 
The next four digits indicate the importer of record that has assumed responsibility for importation. The 
next three characters identify the entry filer, usually a customs broker. U.S. Customs assigns the last three 
to identify the commodity. The customs officer can release the merchandise if the Automated Customs 
System (ACS) verifies that the bar code matches the invoice data. ACS also calculates the amount owed to 
customs and provides the broker with the necessary release information. To participate in line release, the 
importer must have a history of invoice accuracy, be free of enforcement concerns, such as U.S. Food and 
Drug Administration (FDA) certification, and be a high-volume shipper of products classified by U.S. 
Customs as low risk.17 

Southbound Traffic 

Figure 2.4 shows the customs process for southbound traffic. Freight forwarding companies 
handle the movement of imported goods into Mexico. Although they operate principally on the U.S. side 
of the border, most freight forwarding companies either are Mexican owned or are extensions of Mexican 
customs brokerage houses.18 Freight forwarders provide numerous services on behalf of U.S. exporters 
including warehousing, drayage, and freight consolidation. They also will arrange merchandise shipments 
into Mexico with Mexican truck lines. Because U.S. commercial motor carrier access to Mexico is highly 
restricted, freight forwarding companies serve as the link between U.S. and Mexican trucking firms. Since 
trucking deregulation occurred in Mexico in July 1989, U.S. motor carriers have gained limited access to 
Mexican highways through U.S. subsidiaries headquartered in Mexico and through special permission 
given for trucks that serve the maquiladora border plants.19 

The Mexican government licenses customs brokers to serve as agents and representatives of 
importers and exporters in Mexico. Their function is two-fold: to classify import and export commodities 
according to the Mexican tariff schedule and to pay the proper duties to the Mexican government on the 
customer' s behalf. 20 Before the shipment crosses the border, Mexican customs brokers prepare and submit 
import documents or pedimentos to Mexican Customs. These documents consist of an invoice, a packing 
list, the original bill of lading, and any necessary import permits. At present, Nuevo Laredo and the 
Mexico City airport are the only customs facilities where brokers can file this documentation through an 
on-line computer system recently installed by Mexican Customs. 
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Figure 2.4. Southbound Traffic Process (Mexican Customs) 
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Customs brokers must pay duties before Mexican Customs will process the shipment Once the 
duties have been paid, the freight forwarder is notified and the truck can cross the border into Mexico. The 
broker must file a Shipper's Export Declaration with U.S. Customs before the shipment leaves the United 
States. 

Once on the Mexican side, the shipment is subject to random inspection. The percentage of trucks 
inspected is a function of different classifications of merchandise. Typically, Mexican Customs inspects 
about ten percent of trucks entering Mexico.21 Because illegal immigration and narcotics smuggling are 
not of great concern to Mexican Customs, the principal intent of random inspections is to confirm the 
declared content of the shipment 22 Upon release from Customs, the shipment will be taken to a motor 
carrier yard, from where a Mexican tractor can deliver the goods to their final destination. 

Automation 

In recent years, both U.S. and Mexican Customs have made use of computer technology to 
automate the processing of commercial traffic. U.S. Customs developed the Automated Commercial 
System (ACS), which went on-line in 1984, to manage the movement and release of cargo entering the 
United States. ACS is an integrated computer network that facilitates communication between customs 
brokers, importers, the various divisions within U.S. Customs, and other U.S. government agencies. The 
on-line database allows U.S. Customs to track and clear shipments and allows for communication with 
customs brokers through the Automated Broker Interface (ABI). Entries, documentation for duty purposes, 
duty payment, penalties, and seizure notification can all be accomplished using the ABI.23 

Mexican Customs has also introduced an automated processing system called the Sistema 
Aduanero de Automatizaci6n Integral (SAAi), or Integrated Customs Automation System. Mexican 
Customs and the Mexican customs brokers' association jointly developed the processing system. 24 SAAi 
employs bar-code technology and provides for on-line filing of entry documentation and statistical 
information required for importing. The system is in use at the Mexico City airport and at the customs 
office in Nuevo Laredo, Tamaulipas. Mexican Customs plans to expand the on-line computer system to all 
customs stations throughout Mexico.25 

Current Issues and Developments 

Staffing 

Understaffing of U.S. customs facilities is perceived as a problem. Disagreement exists among 
U.S. Customs officials, other government officials, and those who work with U.S. Customs whether or not 
staffing is adequate. Among those who believe staffing is inadequate, contention arises over which area in 
U.S. Customs is understaffed-inspection or administration. 

At a Senate Finance Committee hearing, then chairman Senator Lloyd Bentsen (D-TX) pointed 
out that an interview he had conducted with the mayor of Brownsville revealed a problem with congestion 
at the port 26 This information confirmed other reports Senator Bentsen had received about booths being 
frequently unmanned and trucks backing up for hours at the border.27 Unmanned booths would indicate a 
shortage of inspectors along the border, yet former U.S. Customs Commissioner Carol Hallet asserted that 
ports were adequately manned. 28 She stated that new inspection procedures had eased most of the 
bottlenecks. 29 

Statements by other U.S. Customs officials contradict former Commissioner Hallet. The 
recruitment and retention of staff at the border are significant concerns of U.S. Customs. District managers 
have noted that low inspector salaries, excessive overtime, and other problems such as air pollution have 
made recruiting new inspectors difficult. 30 Newly trained inspectors are not obligated to accept a position 
with U.S. Customs and are difficult to retain.31 Low pay appears to be a major obstacle in retaining 
inspectors, according to testimony before the Senate Finance Committee by a U.S. Government Accounting 
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Office (GAO) auditor. The auditor testified that, in 1991, U.S. Customs hired 289 inspectors, but lost 100 
inspectors due, in part, to low pay.32 Furthermore, there are problems with U.S. Customs' personnel 
management procedure that allows the transfer of an inspector without compensating the port that lost the 
personnei.33 In short, inspection and administrative positions are often understaffed, leading to delays at 
the border. One customs broker informed the investigators that delays occur in document processing in 
Laredo due to staff shortages. 34 

For Mexican Customs, staffing levels do not appear to be a major concern. 35 Mexican Customs 
has undergone major reform since 1990 when President Carlos Salinas de Gortari completely modified 
Customs in an attempt to eradicate corruption. 36 As part of the reform, President Salinas eliminated 90 
percent of the employees of Mexican Customs. 37 The vacant positions have since been filled with new 
employees who are subject to more stringent requirements and a stricter ethics code than their predecessors. 
Mexican Customs has generally been able to staff inspection booths adequately. 38 

U.S. Customs initiated a Southern Border Capital Improvement Program in 1988 and expects to 
complete it before 1994. The program targets infrastructure developments from California to Texas. 
Improvements in Texas include new bridges at Y sleta and Los Indios and facility improvements at the Port 
of Brownsville and the Port of Laredo. 39 A total of $357 million was appropriated for projects in the 
southwest border region. Of this amount, $171.6 million was appropriated for projects in Texas.40 1bese 
amounts were the U.S. General Services Administration's (GSA) original cost estimates for completing the 
improvement projects, but because of the time between project conception, funding, and construction, 
specific projects may go over budget by ten or more percent 41 The total project cost in Texas has been 
estimated at $184.5 million, about $20 million more than originally appropriated by the U.S. Congress.42 

While neither U.S. Customs nor Mexican Customs has proprietary rights over bridges, the location 
of international bridges affects their operations. In El Paso, the new Y sleta Bridge was built specifically for 
commercial vehicles in order to reduce the delays in crossing the Bridge of the Americas. The Y sleta 
Bridge now handles two-thirds of the formal entries that go through El Paso and Ciudad Juarez. 43 On the 
other hand, the new international bridge constructed at Colombia to alleviate cross-border traffic congestion 
in Laredo and Nuevo Laredo has been underutilized. The bridge is too far from the main highway system, 
requiring a driver to travel twenty additional miles on either side of the border. No customs brokers have 
offices at the port facility near the Colombia Bridge.44 Most trucks still travel directly through Laredo and 
Nuevo Laredo. The underutilization of the Colombia Bridge has caused the Mexican government to 
become more cautious in planning future infrastructure projects.45 

In a report prepared for the Border Trade Alliance (BTA) by the Institute for Manufacturing and 
Materials Management at the University of Texas in El Paso, more than 400 infrastructure experts called 
for $6 billion of further investment in infrastructure along the border.46 The institute determined that 
completion of existing and proposed port-of-entry facility projects would require $303.5 million of the $6 
billi. 47 on. 

The Southern Border Capital Improvement Program has enhanced the Texas border port facilities. 
The GSA, which oversees construction of customs facilities, estimates that inspection facilities should be 
able to accommodate projected traffic increases from NAFf A over the next ten years once the capital 
improvement program is completed in 1994.48 The GSA based this estimate on a facility's capacity model 
used to evaluate the three largest ports in Texas-EI Paso, Brownsville, and Laredo. The capacity model 
uses variables such as volume of truck traffic, hours a port is fully operational, and average waiting times 
for primary processing to accommodate a 100-percent increase in commercial traffic over a IO-year 
period.49 The truck traffic projections were based on growth before 1991, when truck traffic increased by 
73 percent in the Laredo Customs District and doubled in the El Paso Customs District between 1986 and 
1990.so 
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U.S. Customs Modernization 

The Customs Modernization bill pending in the U.S. Congress addresses funding for additional 
infrastructure, additional staffing, and automation. Paperless entry within five years is the goal of U.S. 
Customs.SI The bill, which addresses remote filing, would allow national firms to submit entries from 
anywhere in the country, including ports where they do not have an office. This legislation has been 
controversial among customs brokers and freight forwarders. Small- and medium-sized regional customs 
brokers fear loss of business to national firms that are better able to keep pace with automation and which 
offer brokerage services at all ports of entry. A coalition of customs brokers and freight forwarders now 
support the bill because of a compromise that would delete the provision that allows national brokerage 
firms to file entries in ports where they do not have offices. 52 In other words, the legislation would still 
require national brokers to have a licensed employee in any port where they file entry documents. 

Cooperation 

Increased trade and the proposed free trade agreement have highlighted the need for more 
cooperation between the United States and Mexico on border transportation issues and between the two 
customs services. The history of international cooperation in these areas thus far has been unimpressive. 
Disagreement between Mexico and the United States over drug trafficking has sometimes soured relations 
between the two nations and adversely affected cooperation between agencies. 53 The recent surge in 
transborder trade and the prospect of free trade have pressured a system that has little experience in 
cooperative planning. 

There is no bi-national body to address infrastructure and border transportation needs. The 1992 
report prepared for the BTA argues the need for an international authority charged with coordinating 
border infrastructure improvements. 54 Many border communities lack the tax base needed to finance 
infrastructure needs, and these localities compete with larger cities for federal assistance. The resulting 
inadequate roads, bridges, and water systems in the border region have created a nontariff barrier to trade. 
Because NAFrA raises issues of environmental protection, such as waste-water treatment and hazardous 
material containment, a centralized rather than piecemeal approach would optimize resources and 
efficiency. 

At both the local and national levels, there is a need for greater cooperation between U.S. and 
Mexican customs services. Although traffic problems are being solved through dialogue in Brownsville, 55 
cooperation between U.S. and Mexican Customs along the border is not universal. 56 Both customs 
services are moving forward with automation efforts, but little attempt is being made to achieve system 
compatibility that would allow for information sharing. None of the export-import documentation required 
to transport merchandise is compatible, and even the data collected by each customs service differs. The 
Director of Planning for Mexican Customs, Lie. Jorge Enrigue Loera, cited information sharing as the 
single most beneficial outcome of possible future cooperation between his agency and U.S. Customs. 57 
The large number of regulatory agencies with which the U.S. Customs service collaborates makes 
international cooperation among customs agencies difficult. U.S. Customs aids the law enforcement of 
more than 40 other governmental agencies. 58 Problems have arisen at NAFT A-related meetings that focus 
on the harmonization of information sharing and the modernization and automation of the independent 
customs services. Disagreements regarding the sharing of information related to merchandise for import or 
export have threatened to derail these cooperative efforts.59 NAFrA calls for the countries to meet at least 
once every year to discuss issues of customs, border inspections, and regulation of transportation (see 
Appendix). 

Drugs 

Problems associated with the importation of illegal drugs are impeding the rapid processing of 
northbound vehicles. The drug enforcement program in the United States prescribes an intensive inspection 
regimen that stymies efforts at expediting clearance procedures. Responding to concerns about frequent 
cargo inspections, U.S. Customs Southwest Regional Commissioner Robert S. Trotter said: "(I)n El Paso, 
where we clear 2,000 trucks a day, if (customs brokers) could show me the one truck that has the 3,000 
pounds of cocaine in it, I would let the other 1,999 go that day. Of course they cannot do that and neither 
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can we. 0 60 Despite the Tier Three narcotics classification system and the promise of high-tech 
developmental devices such as X-ray scanners, the task of drug enforcement remains an obstacle to a more 
efficient customs operation. 

Mexican Liberalization and Reform 

Since the late 1980s, Mexico has been taking steps to liberalize international trade as it abandons 
its former import substitution strategy of development. In 1986, Mexico acc.eded to the General Agreement 
on Tariffs and Trade (GATT) and has since eliminated most import licenses and greatly lowered tariffs on 
most goods. This liberalization trend coupled with the burgeoning maquiladora sector has meant 
substantial increases in trade levels although NAFTA has not yet gone into effect. Under President Salinas, 
Mexican Customs has undergone sweeping changes that reflect the nation's new outward trade orientation. 

The shift to open markets has required Mexican Customs to become more efficient and streamline 
the importation process. "Our mission is no longer one of protection but rather of promoting commercial 
flows," said Jorge Enrigue Loera, Director of Planning for Mexican Customs. 61 New import procedures 
call for inspection only on a random basis. Instead of examining all merchandise, as happened previously, 
stricter and more transparent enforcement of tariffs and customs regulations has engendered greater 
compliance and more trust from Mexican customs brokers. The relationship between Mexican Customs 
and the customs brokers has become more congenial and less corrupt. 62 

Another recent reform was the 1991 replacement of the former resguardo aduanal (customs 
police) with a new force, the policiafiscal (fiscal police). As part of an effort to eliminate corruption and 
remake their image, Mexican Customs secretly trained and then rapidly deployed this group of mostly 
young, well-educated customs officers throughout Mexican customs stations. 63 In addition to staffing 
changes, the salary level of all Mexican Customs employees has improved considerably since 1990, when a 
system of productivity incentives was put in place. 64 The result of these reforms has been a marked 
reduction in corruption. U.S. Customs Southwest Regional Director Robert Trotter characterized recent 
improvements in Mexican Customs as follows: ~°Their direction and the amount of work they have taken 
upon themselves is phenomenal. These changes and initiatives are going a long way to help us deal with a 
more reliable partner along the Southern Border. 0 65 

NAFf A Ramifications 

NAFf A Agreement 

Chapter 5 of the proposed free trade agreement, entitled Customs, deals almost exclusively with 
rules of origin. Except for a brief paragraph in Chapter 3 recommending an annual bi-national reunion of 
all border agencies, the document does not address border infrastructme or customs service issues. Maria 
Re~ who led the U.S. team that negotiated the customs sections ofNAFTA, characteri.7.ed the accord not 
as a free trade but rather a preferential trade agreement. 66 The implication is that NAFT A will phase out 
tariffs over several years on products that meet national content requirements. Though duties will 
eventually be phased out on most products, the certification of rules of origin as well as other enforcement 
responsibilities of the customs services will remain. The free trade agreement does not address 
harmonization of U.S. and Mexican customs services but rather respects the autonomy of each. As such, 
NAFTA makes no provision for altering the basic process by which goods move from one nation to the 
other. 

The new rules of origin will have an impact on the functioning of both U.S. and Mexican Customs 
and will likewise affect the customs brokers on both sides of the border. U.S. customs agents who 
specialize in documentation review relevant to their area of product expertise-automobiles, textiles, 
electronics, or petrochemicals-are referred to as import specialists. Under NAFTA, import specialists will 
have to learn and apply the new and possibly changing rules of origin and will have to communicate these 
new duties and standards to importers. U.S. Customs officials have already begun training import 
specialists in the new rules of origin. 67 Expected trade increases will enhance the importance of custom 
brokers. Customs brokers on both sides of the border anticipate their role as trade expediters to expand as 
rules of origin take effect. 68 Customs officials and brokers on both sides of the border have stressed the 
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importance of cooperation and openness during the preparation and implementation of changes stemming 
fromNAFTA. 

Although the text of the free trade agreement contains few references to coordination between the 
U.S. and Mexican customs services, working groups have been meeting to address issues related to 
customs. 69 Multilateral negotiators have announced that the United States, Mexico, and Canada have 
reached agreement on a simplified, one-page certificate of origin. The form (not available at this writing) is 
said to be written in layman's terms, with instructions in three languages, and will serve as the official 
document in all three countries.70 Trilateral meetings have been convened to discuss customs service 
automation, and working groups are developing uniform rules for interpreting the sections of the NAFTA 
document that deal with. duty phase-out and rules of origin.71 

Conclusion 

United States-Mexico trade has increased significantly in the past few years, and there is every 
reason to expect that trend to continue, particularly ifNAFrA is implemented.72 NAFTA has focused 
attention in North America on the need to reduce obstacles to trade, including adequate customs staffing, 
better infrastructure, and cooperation among customs services. 

Investment in border infrastructure has been substantial during the past few years. Even so, 
groups such as the Border Trade Alliance have recommended even greater investment in the region. The 
GAO has estimated that current infrastructure will reach capacity in ten years or less. 73 

Staffing problems between U.S. and Mexican customs services have differed. U.S. Customs has 
been criticized for inadequate staffing at port facilities. The principal concerns of Mexican Customs have 
been integrity and efficiency. Fun.ire planning and problem solving must involve greater cooperation 
between the two services. Joint development of infrastructure projects along the border is needed, and the 
two governments must begin to share information through an integrated computer network. 

U.S. Customs began computerizing in the early 1980s and is more advanced in this respect than its 
Mexican counterpart. ACS links U.S. ports and customs offices, and ABI connects many U.S. customs 
brokers electronically with U.S. Customs. In Mexico, only the port facilities in Nuevo Laredo and at the 
Mexico City airport are computerized. The computer system of U.S. Customs has greatly increased the 
efficiency of operations, and the agency is well on its way toward paperless entry. Ultimately, a computer 
network will connect all customs port facilities, offices, and brokers in Mexico. Some U.S. officials have 
also expressed their desire to have compatible computer systems among all three countries.74 

A central role of Customs under NAFT A will be the administering of rules of origin. This will make the 
work of customs officials and brokers more complex, but should not hinder the movement of traffic at the 
border. 
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Chapter 3. U.S.-Mexican ffighways and Motor Carriers 

Introduction 

This chapter provides an overview of the U.S. and Mexican highway systems and trucking 
industries, their evolution in light of trade liberalization, and prospects given increasing commercial traffic 
flows. The highway infrastructure and motor carrier industry in the United States both differ significantly 
from those prevailing in Mexico. Deregulation of the trucking industry in the United States occurred in the 
late 1970s and was followed by restructuring in the 1980s and relative stability in the 1990s. It is now 
believed that U.S. motor carriers have a number of distinct competitive advantages over their Mexican 
counterparts. NAFrA proposals, however, have not found uniform support among U.S. trucking interests, 
and their concerns will be discussed in this chapter. 

In Mexico road construction has progressed rapidly in the past several years, in an effort to create 
an adequate highway infrastructure. The Mexican trucking industry was recently deregulated and is still 
trying to adapt after only four years of open competition. Despite remarkable growth and development, 
Mexican motor carriers are troubled by the prospect of having to compete with their U.S. counterparts. 

In light of increasingly liberalized trade between Mexico and the United States, the industry 
analysis presented in this chapter is relevant with or without the enactment of NAFf A. The final section of 
this chapter discusses issues that are raised by the agreement If traffic is to flow efficiently between the 
United States and Mexico~ issues such as safety standards, me-and-weight regulations, access to capital, 
and equity investment for each country must be resolved. 

Road Transportation in the United States 

NAFrA, if enacted, will create new opportunities for U.S. motor carriers on both sides of the 
border. Direct investment in Mexican trucking firms will be possibl~ new markets will be available for 
shipping, and demand for U.S. goods will continue to grow. Anticipating how NAFrA will influence both 
nations requires knowledge of current market conditions. 

Trade in Goods 

As noted in Chapter 2, total United States-Mexico trade (total imports plus exports) has grown 
considerably since the Mexican government instituted economic reforms in the early 1980s. In 1986, when 
Mexico joined the General Agreement on Tariffs and Trade (GA TT), the value of bilateral trade was $30 
billion. Four years later, imports and exports between the United States and Mexico grew to $59 billion. I 
In 1993, bilateral trade is expected to reach almost $80 billion.2 Texas, with a longer border and more 
border crossings to Mexico than any other state, is also the largest U.S. exporter of goods to Mexico. In 
1990 alone, Texas exports accounted for 46.5 percent of all U.S. exports to Mexico, equivalent to $15.5 
billion in trade. Texas exports primarily consist of computers, industrial machinery, transportation 
equipment, and electronic equipment 3 In tonnage, these goods amounted to approximately 31 million tons 
of mate.rials shipped south, and just over 66 million tons heading north. 4 The 97 million tons of goods 
represent all trade by air, sea, and Ian~ which includes rail traffic as well as highway transportation. Truck 
traffic accounted for 39 percent of all southbound tonnage and 22 percent of northbound tonnage. 5 

United States Infrastructure 

The state of Texas, with over 305,000 miles of rural and urban highways, has more road and street 
miles than any other state in the nation.6 However, traffic is focused on distinct interstate and state 
highway networks that account for a majority of ton-mile travel. Thus, NAFf A impacts would affect 
distinct clements of the state network and, accordingly, capital improvement projects target specific trade 
corridors and major highways where traffic flows are projected to increase. 
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The effects of increased trade upon the Texas highway system will be more prominent in areas 
along the Mexican border than elsewhere in the state. Corridors north of the border, such as 1-35, 
experience heavy truck traffic, but traffic concentration is generally greater at the border, making 
infrastructure improvements there a higher priority. The Texas Departm.ent of Transportation (TxDOT) 
examined areas likely to be affected by a free trade agreement and recommended building, over the next 30 
years, a four-lane divided-highway system that includes and complements the interstate highway system.7 
Initial estimates contained in a June 1991 report recommended that $801 million be spent in the border 
regions and more than $1.1 billion be earmarked for trunk system improvements. 8 The $2-billion estimate 
was developed from a 5-year study of border needs using established TxDOT state planning criteria, 
together with an !STEA (lntennodal Surface Transportation Efficiency Act) project focused on 
improvements to U.S. 59. Assuming a 100-percent increase in traffic by the year 2000, TxDOT anticipates 
needing to increase expenditures by approximately $125 million, $50 million for border areas and $75 
million for trunk improvements.9 

Expanding capacity is not the only goal of government expenditure-the quality of Texas' roads is 
also an issue. A 1992 report by the TxDOT revealed tha~ after five continuous years of improvement 
during the late 1980s, in 1990, the overall condition of Texas highways had declined. TxDOT staff believe 
that a combination of increasing truck traffic and reduced funding for maintenance and rehabilitation led to 
a deterioration in the highway pavement service levels. To counteract the increase in cracking and rutting, 
TxDOT recommended that $512 million be spent on rehabilitation needs. I 0 

The TxDOT report did not specifically refer to NAFf A, but its findings become particularly 
important if commercial truck use of the highways increases. The damage done by these heavy vehicles 
would only exacerbate any problems with the current roadways. Conversely, distressed and rough roads 
accelerate truck wear and decrease their useful life expectancy. The chance of cargo damage increases, 
adding risk and cost to the trucking business. The 1992 report indicated that the border area of Texas 
received relatively little funding, most of which went to Laredo. Expenditures for Laredo measured 
between $400 and $599 per lane mile. Eastern Texas fared considerably better, receiving over $800 per 
lane mile in several areas.11 The remainder of the border area received between $0 and $399 per lane mile. 
If truck traffic does multiply due to increased trade, then locations near border crossings can expect to have 
a disproportionately higher deterioration in their road conditions. Because heavy truck travel is 
significantly more detrimental to road integrity than ordinary car use, Texas should anticipate an increase in 
roadway deterioration, particularly in Laredo, and will need to spend more on rehabilitation needs than in 
the past 

Highways are not the only part of Texas' infrastructure. As the only border state with a water 
crossing, Texas contains 34 existing or proposed bridges.12 Not all bridge crossings are suitable for heavy 
truck traffic. Adequate road access, storage facilities, and customs agents to accommodate international 
trade are needed. Traffic backlogs and delays at many of the customs sites have prompted proposed 
investment in new bridges. Proposed international bridge crossings in Texas would cost approximately $40 
million, with an additional $26 million allotted to expand road service to the new bridges.13 

An international bridge is a very desirable capital invesnnent from a local perspective. Economic 
benefits are derived from bridge-toll revenues and increased tourism. Large amounts of time and money go 
into creating an international bridge, and its development is dependent upon the lobbying efforts of 
prospective localities at both federal and state levels. However, additional bridges tax the ability of GSA 
and Customs to perform duties with existing resources. Len Bennett, the President of Celadon Group, a 
major U.S. trucking firm, perceives bridge creation to be a highly political process, and often unnecessary. 
Mr. Bennett asserts that present bridge structures are more than adequate for traffic flows because the 
bridges themselves are often relatively empty. Greater emphasis should be placed on streamlining the 
customs process to allow trucks to cross more quickly, thereby saving valuable transport time.14 

U.S. Trucking Firms 

The trucking industry has changed dramatically in the last several years. Federal deregulation has 
altered the interstate and international trucking landscape. The overall number of trucking firms has 
declined as many regional carriers have consolidated or been absorbed into larger firms. The remaining 
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carriers have generally settled into either regional service or niche markets. Carriers have become 
marketing-oriented, trying to provide a full range of services, including guaranteed delivery schedules, 
accurate billings, and door-to-door services. Such services are carefully tailored to the needs of specific 
customers and have resulted in distinct differences, not just between truckload (1L) and less-than-truckload 
(Ln) carriers, but other trucking operations. With the anticipated growth of a burgeoning Mexican 
marketplace and the promise of free trade on the horizon, Mexico appears to hold the potential for large 
future profits for the transportation sector. Consequently, trucking firms are striving to attain footholds in 
the currently restricted market in order to profit fully when investment constraints are eased. Some 
companies have been appreciably more aggressive in targeting Mexican partnerships than others. While it 
is too soon to determine the success of these partnerships, trucking firms seem willing to gamble on future 
returns from Mexican shipping. 

Industry trends 

In the wake of deregulation, the U.S. motor carrier industry has become stronger and more 
efficient Their significant role in the U.S. economy, together with national and state associations like the 
American Trucking Associations (ATA) and the Texas Motor Transportation Association (TMTA), has 
enabled them to influence transportation policy and regulation. The industry, faced with increases in 
taxation under the 1982 Surface Transportation Act, successfully negotiated larger truck size-and-weight 
limits. This allowed 48-foot single-unit trailers, double 28-foot combination ~ks, and an 80,000-pound 
interstate limit. In some states, heavier and longer combination vehicles were allowed to operate under 
grandfather clauses. Advanced design techniques then allowed trucks and trailers to lower unladen weights 
and increased payloads. Single-unit 53-foot trailers have now become widely adopted over the interstate 
system, again through active lobbying on the part of the trucking associations. However, any potential 
legislation to increase trucking size-and-weight limits by permitting longer-combination vehicles was 
specifically frozen by ISTEA legislation in 1991. 

Trucking companies have matched their adoption of the most efficient vehicles permitted under 
current legislation with improvements to truck monitoring, safety, reductions in cargo damage, and 
sophisticated marketing strategies. According to a recent survey, ground transportation customers consider 
service and reliability to be as important, if not more important, than cost.15 Both large- and medium-sized 
trucking companies have now developed substantial operational and marketing skills and it is these, 
combined with access to capital markets for invesnnent programs, that make them formidable competitors 
in the view of most Mexican trucking companies. 

U.S. motor carriers are expanding their operations into Mexico. U.S. carriers providing service to 
the Mexican market are mostly large firms with long-haul capabilities and are nationally prominent There 
are instances of regional carriers serving the Mexican market as wea though they are not as prevalent as 
large national carriers. A new Texas-based company, known as Borderline Distribution System (BDS), 
seeks to change this by acting as a conduit for regional carriers that would otherwise be shut out of Mexico 
by large carriers. BDS utilizes a database of regional carrier routes and services to link regional carriers in 
Canada, Mexico, and the United States.16 

U.S. carriers serving the Mexican market are continuing to incorporate intermodal linkages in their 
operations. Intermodalism, the use of more than one mode of transportation for shipping products, allows 
carriers to move trailers and containers more efficiently than if they used a single mode. The most common 
form of intermodalism is cooperation between a trucking firm and railroad, although some trucking firms, 
such as J.B. Hunt Transport, have made agreements with freight forwarders at seaports. In an interm.odal 
partnership, the shipper negotiates the terms of the transportation contract with the motor carrier, including 
the price of transporting the cargo, and the motor carrier acts as a marketing company. Trucking firms 
establish shipping rates, and then contract with a railroad to provide long-haul services. The railroads 
typically charge the motor carrier a flat negotiated fee for transporting containers. 

Intermodalism offers savings and increased efficiency to the motor carrier. Long-haul shipping by 
truck has become more expensive, complicated by the emergence of a nationwide shortage of long-haul 
truck drivers in the United States.17 Additionally, use of rail service has been on the rise. Railroads can 
ship cargo long distances more efficiently, at lower cost, and in greater quantity. The motor carriers are 
able to provide the marketing of the combined service. 
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Cargo is shipped in either containers or in trailers. Containers can easily be removed from a 
chassis pulled by a truck tractor and placed on a flat rail car. The containeis can be double-stacked on a flat 
car, which allows for more cargo on each train. Train lengths are reduced and less fuel is consumed per 
unit moved. An executive at Con-Way Intermodal stated that demand for containers is currently 
outstripping supply .18 

Truck trailers can be lifted at intermodal yards and.ramps onto special rolling stock. trailers-on
flat-car (TOFC), for onward delivery. While container use grew quickly in the United States, to eclipse 
TOFC operations in the 1980s, traffic to Mexico is almost exclusively TOFC. The trucking-rail 
partnerships, like Hunt and Santa Fe's Quantum Service, employ TOFC technology, and United States
Mexico intermodal trade also will remain TOFC-based until FNM builds more intermodal ramps and 
Mexican truckers and shippers adopt more container movements.19 Hunt's purchase of intermodal 
containers is an indication that eventually containers will be the preferred operation, but until then TOFC 
remains the preferred intermodal system. 20 

Motor carriers that participate in intermodal arrangements are able to "reduce and stabili7.e line
haul costs while maintaining competitive service. At its most efficient, double-stack intermodal service 
offers lower line-haul costs than longer-combination vehicles (LCVs) on long-haul trips."21 A rail service 
option also gives large companies like J.B. Hunt an "additional service option to penetrate geographic 
niches or price-sensitive markets .. . with minimal investment and risk ... 22 According to BDS, regional 
carriers as well as national carriers can make use of intennodaJism. Multiple modes of transportation could 
efficiently link regional carriers and offer new somces of profitability. 23 lntermodalism appeals to all 
patties involved because there is an increase of efficiency. Shippers are attracted to intermodal carriers 
because of the enhanced service, which is a primary consideration. To extend and expand cost-effective 
service to transportation customers, motor carriers will continue to develop intermodal partnerships. 
However, it should be recognized that the current changes in long-haul U.S. freight movements favoring 
rail intermodal will not be adopted quickly in Mexico due to financial, organizational, and infrastructure 
constraints in that country's transportation modes. 

International Arrangements 

Mexico currently does not allow drivers from north of the border to transport cargo beyond the 
border commercial zone. Therefore, a Mexican carrier must assist any U.S. carrier that wants to make 
shipments in Mexico. U.S. firms can make deliveries south of the border by using either interlining or 
interchanging agreements. Interlining entails a contractual agreement between the U.S. and Mexican 
carriers, determining a formal relationship concerning rates, liability, return of equipment, and other 
contractual matters. The U.S. carrier unloads cargo at the border where the Mexican firm picks it up, 
creating a joint service between carriers of both countries. Interchanging allows a U.S. firm to switch its 
loaded trailer to a Mexican tractor instead of losing time transloading cargo. The U.S. motor carrier 
transfers responsibility for the shipment to the Mexican carrier, which borrows the trailer. Lending of 
equipment is done at the discretion of the U.S. carrier. There is no formal contractual liability as there is 
when interlining, though there is additional risk to the U.S. carrier in having property (trailers) taken into 
Mexico without supervision. 

Interchanging is desirable for U.S. carriers because it allows them to set shipping rates for the 
customer, then establish the interchange agreement independently with the Mexican freight forwarder. U.S. 
carriers must establish interlining agreements in conjunction with a Mexican carrier, often in an exclusive 
arrangement. U.S. firms would generally prefer to interchange equipment, but there are drawbacks to this 
arrangement as well. U.S. companies are reluctant to allow their trailers, which are often newer and of 
better quality than Mexican trailers, to leave the country. It is the responsibility of the Mexican entity to 
return the trailer promptly and to post a bond, or ftant.a, for temporary use of the trailer. Each 
transportation firm has its own tale of trailers returned damaged, late, or never returned at all. Experts 
suggest that the best way to ensure safe, prompt return of company property is to have a well-drafted 
interchange agreement that addresses contingencies or penalties for problems. 24 Another way to prevent 
loss or damage to property is to engage only in agreements with known and trusted Mexican firms. A 
carrier will more likely care for foreign property if a long-term relationship is at stake, rather than a one
time interaction. 
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Along with equipment loss, interchange agreements often mean a one-way transfer of cargo with 
no backhauling available. Every trailer that returns to the border without a shipment represents lost 
income. Ideally, southbound shipments would coincide with northbound shipments upon return, enabling 
productive use of the trailer. Empty backhauls result, in part, from poor communications systems in 
Mexico, which present a problem for coordinating freight movement. 25 Without clear communication 
concerning Mexican shipments, U.S. carriers have little hope of producing a coordinated network such as 
exists between the U.S. and Canada. 

Nevertheless, trucking firms have been eager to develop international links. Celadon, a New 
York-based firm, has been aggressive and successful in penetrating the Mexican market. Len Bennett, 
President of Celadon, attributes his companf s success to a patient, long-term strategy that revolves more 
around building long-term relationships than making a quick profit. Bennett anecdotally explained that 
charitably assisting a Mexican carrier several years ago has blossomed to a secure and profitable 

· relationship. Trucking firms that are only now trying to build business links to Mexico cannot achieve the 
results Celadon has, asserts Bennett, because "there will not be the mutual trust that we share with our long
time partners."26 Celadon currently owns 40 percent of a holding company, Grupo Hercel, which was 
created in conjunction with the Mexican ~ Hermes. This partnership goes well beyond an interlining or 
interchanging agreement. Celadon has supplied Hercel with new U.S. tractors and trailers, creating what 
Bennett claimed is the most modem fleet in Mexico. 27 Bennett benefits from extensive personal 
experience in Mexico and even has special status with the U.S. government as a trade official. 

Another motor carrier that has been at the forefront of Mexican market penetration is J.B. Hunt 
Transport, a 1L carrier that serves the entire continental United States. Hunt's first foray into Mexican 
trucking was in 1990, when it organized Hunt de Mexico in cooperation with Fletes Soleto, a Mexican 
trucking firm. Hunt de Mexico was utiliud primarily to service maquiladora factories. 28 By latest 
account, Hunt de Mexico is no longer an active entity, but was absorbed into a new coalition. Hunt's latest 
partnership was formed in May 1992 with the Mexican firm Transportaci6n Mantima Mexicana (TMM). 
This 50-50 partnership will give Hunt access to the Mexican interior using Mexican tractors.29 J.B. Hunt 
bas not only interchanged with Mexican motor carriers but has also pursued intermodal rail service to 
ldexico. In 1990 and 1991, Hunt established intermodal agreements with the Santa Fe and Burlington 
Northern railroads, respectively. Hunt then signed an intermodal agreement with the Union Pacific 
Railroad in 1992. Since the Union Pacific services Laredo and the Santa Fe reaches El Paso, Hunt is now 
able to ship trailers and intermodal containers on flatbeds into Mexico using the Mexican national railway, 
Ferrocaniles Nacionales de Mexico (FNM). 30 Rumors have even swfaced that J.B. Hunt would like to 
own part of FNM should the Mexican government privatize the railroads. 31 While private ownership of 
Mexican railroads is far from certain, Hunt bas not been bashful about plunging into Mexican markets. As 
recently as March 1993, the motor carrier contracted with World Trade Distribution Inc. to ship containers 
from the Port of Houston into Mexico using TMM. 32 J.B. Hunt may not have the long-term relationships 
in Mexico that Len Bennett and Celadon do, but it is doing everything possible to create them. 

CF Motor Freight is an L 1L subsidiary of Consolidated Freightways that also has initiated 
Mexican service. Mexico Plus is a service-oriented shipping operation, offering 42 destinations within 
Mexico, point-to-point cargo tracing, and unified invoices for transportation charges. CF Motor Freight 
claims that it is generally able to reach all Mexican destinations within 72 hours of crossing the border. 33 
Consolidated Freightways also owns an ambitious intermodal operation called Con-Quest. Con-Quest 
currently offers no rail service to Mexico. But the container operation does utilize Santa Fe and Union 
Pacific railroads, providing the same access to FNM that is available to J.B. Hunt34 It is only a matter of 
time before CF Motor Freight explores intermodal shipments to Mexico as a complement to its motor 
services. 

Other large motor carriers have adopted similar programs with Mexican carriers. Roadway 
Express created a Mexican subsidiary, Roadway Bodegas y Consolidaci6n, in 1990. Roadway Express 
specializes in L TL long-haul shipments. 35 Carolina Freight Corp. offers services in Mexico much like CF 
Motor Freight. When Carolina Freight introduced its partnership ~th Tresguerras~ S.A. de C.V. in 
February 1992, it unveiled single billing for door-to-door freight within Mexico and voice-activated rate 
data and tracing information, accessible by telephone, that is usable in either English or Spanish. 36 Yellow 
Freight united with Transportes Sierra to create Yellow Freight Mexicana in late 1991. Yellow Freight 

27 



already had significant representation in Qmada, so it now spam Nonh America with 30,000 points of 
delivery_ 37 Othex carrias have and will continue to create their own Jinks with Mexican trucking fums. 
Levels of senice may vary, but all Mexican partnasbi.ps share a common elanem-at this time, all carriers 
must eithez transload goods at the bOidec or entrust their trailer to a Mexican subsidiary. 

NAFTA and U.S. Motor Caniers 

Land transporWion is an integral part of hl>eralized trade, and under NAFf ~ previous restrictions 
on motor carriers would gradually be phased out over seven! years. Cm:rendy, U.S. carriers are not 
allowed to operate in Mexico. Three years aftr.I' signature of the agreement, U.S. motor carriers will be 
allowed acces.s to Mexican bonier stat~ with reciprocal Mexican access to U.S. bonlec states, for 
intemational shipments. At the same time, Mexico will allow foreign investment of up to 49 pen::ent in 
Mexican ttuck companies that deliver international cargo. Six years after the agreement is in effect, all 
signatories will be allowed full~ acces.s for intemational shipments. Seven years following 
enactment of the agieement, foreign investment in Mexican motor carriecs can reach 51 percent-a 
controlling interest. A decade after the ~t goes into effect, foreign interests can control 100 
pe.rc:ent Even so, no party is required to lift ownership restrictions on companies transporting domestic 
cargo. 38 1be agreement does allow negotiations to take place within seven years concerning increased 
concessions for overland carriers. The United States should use this provision to seek rights for U.S. 
trucking companies wanting to cmy purely domestic cargo in Mexico.39 The Appendix details the 
transportation-related provisions of NAFf A. 

Opportunities Under NAFrA 

Most of the benefits the U.S. motor carrier indnstry is likely to gain from the pmage of NAFrA 
are merely extemiom of what is already taking place. As Mexico has liberali7.ed trade in genera4 and 
motm carrier regulations in particular, U.S. trucking firms have responded. Numerous joint ventures point 
to the already high~ of integration taking place between the U.S. and Mexican motor carrier 
industries. NAFf A will allow U.S. trucking firms to expand their services in Mexico due to direct 
ownership. 

The gieatest promise that NAFf A offers to the United States is greater acces.s to the Mexican 
COIJSUllX'r JD.8Iket. Intrmational cargo, the fastest-growing segment of the trucking market, represents 40 
percent of all cargo transported in Mexico and is esrimated to generate over $500 million annually _40 
Broader~ to that market is altl3Ctive to U.S. trocking firms. U.S. carrias will benefit not only from 
acces.s to the Mexican market, but also from potential growth once tariffs are lowered and goods are 
cheaper. Increased demand for U.S. products in conjunction with expanded~ to Mexico's 
undacap.italized transpmtation sector should continue to attract U.S. carriers into the Mexican markets. 

Potential Hazards of NAFTA 

Despite the attiactive benefits that Mexico bolds, not everyone is enthusiastic about the proposed 
free trade agreement As with most treaties and international agreements, the stated terms of NAFf A are 
not reciprocal in every respect. American Trucking Associations President Thomas J. Donohue bas been a 
vOcal critic of the agieement 1'he idea behind NAFrA is to eliminate unnecessary and restrictive trade 
bmiers--and as you can see, the investment provisions do not meet that goal. "41 Donohue was referring 
to seven! discrepancies in the rights that are granted U.S. carrieis versus those reserved fur Mexican 
carriers. For C.Yaniple, Mexican negotiators resezved the right to restrict U.S. ownership and operation of 
truck terminals. There is no comparable restriction by the United Staies against Mexican investment in 
truck terminals. 42 Opponents of NA.Ff A also point out that, while the document allows signatories to 
maintain restrictions against foreign transpoitation of domestic cargo, some U.S. states have no such 
restrictions. Arizona is completely deregulated, meaning a Mexican carrier would have complete access to 
intrastate markets once its initial international shipment has been delivered. 43 Anodler inequity is that I 00-
peicent Mexican investment in U.S. firms is avail.able jnunetljarety after a duce-year waiting period. 44 
Mexican carrie.rs will have a seven-year bead start over their U.S. counterparts, who must wait a full decade 
before being allowed to invest 100 percent in a Mexican trucking firm. 
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The cornerstone of U.S. complaints is that Mexican wages for truck drivers are considerably lower 
than U.S. wages, giving a Mexican carrier a competitive price advantage. It has been argued that the 
average Mexican truck driver is paid about $7 per day. This can be translated into a rate advantage of at 
least 25 cents per mile in competing for cross-border traffic.45 U.S. truck drivers are afraid that their jobs 
will join U.S. manufacturing jobs that have already gone south of the border. This is a major issue that has 
cut across industry lines-while proponents of NAFfA have promised increased profits to U.S. businesses, 
workers believe these profits will come at the expense of their jobs. 

The Mexican ffighway System 

While the U.S. trucking industry grapples with the prospect of new markets and competition , 
Mexican motor carriers have their own concerns. Neither the Mexican highway system nor the motor 
carrier industry are as developed as those in the United States. Both are growing and adjusting to an 
increasingly open economic environment Therefore, the most startling changes in North American 
trucking are occurring in Mexico. 

Increased trade between the United States and Mexico has caused the Mexican government to 
focus on the expansion and improvement of the nation's highway system in the last few years. Mexico has 
embarked on an aggressive plan to construct a modem domestic highway network connecting its major 
cities and ports of entry with the United States. 

The Mexican highway system is composed of four road types: trunk highways, state roads, farm
to-market roads, and unpaved roads. The federal trunk system can be subdivided into free roads and toll 
roads, which include two- and four-lane highways. As of 1990, the Mexican highway system totaled 
239,235 kilometers (see Table 3.1). The composition of this network includes 45,743 kilometers of federal 
free roads, 1,761 kilometers of federal toll roads, 61,108 kilometers of state roads, 97,503 kilometers of 
farm-to-market roads, and 33,120 kilometers of unpaved roads.46 Only a small portion of the highway 
system is composed of four-lane roads-3,160 kilometers in 1992. Of this total, 832 kilometers are free 
roads and 2,328 are toll roads.47 

Table3.1. 

Length of the Mexican National Highway Network (Kilometers) 

Year Total Federal Federal State Farm Unpaved 
Free Toll 

1980 212,626 42,521 932 52,496 83,268 33,409 
1981 213,238 43,408 932 52,692 84,709 31,497 
1982 213,702 43,661 932 53,076 85,783 30,250 
1983 216,471 44,211 932 54,574 87,324 29,430 
1984 221,003 44,612 953 55,420 90,588 29,430 
1985 224,225 44,359 923 56,295 91,250 31,398 
1986 230,991 44,722 939 58,429 94,421 32,480 
1987 233,339 45,204 939 59,622 94,728 32,846 
1988 235,033 45,664 1,106 60,020 95,123 33,120 
1989 237,057 45,705 1,231 60,488 96,513 33,120 
1990 239,235 45,743 1,761 61,108 97,503 33,120 
1991P 241,962 45,823 2,662 61,108 99,249 33,120 
1992e 243,5()<) 45,956 3,456 61 ,108 99,869 33,120 

P Preliminary figures 
e Estimated Figures 
Souroe: Carlos Salinas de Gotari, Cuarto In orme de Gobiemo, 1992 
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A large portion of Mexico's road network is composed of poorly paved and nmow state and farm
to-market roads. In addition, there are many unpaved roads, which are inaccessible to heavy commercial 
traffic. Even the paved state and federal roads are suffering from increased traffic and lack of repair. The 
poor condition of the existing road system is due, in part, to a lack of funds necessary for road repair and 
maintenance. The expected life of a typical Mexican highway is IS years. In comparison, the expected life 
of a typical U.S. highway is approximately 20 years.48 The expected life of a new U.S. highway is 
between 30 and 40 years. 49 

Realizing the dire need to modernize and to expand its highway system, the Mexican government 
has undertaken a $6.7-billion program to build 5,000 kilometers of new fom-lane highways on a 
concessionary basis, to be completed between 1989 and 1994. 'Ibrough 1991, concessions for 30 projects, 
representing about 2,800 kilometers of roadway, were granted to the private sector (see Table 3.2). 
Concessions for 19 additional projects, representing more than 2,000 kilometers of roadway and five 
international bridges, were also planned in 1991. 

At the same time, public funds were being used to continue the widening of 2, 100 kilometers of 
highway to four lanes to modernize toll-free roads. In 1990-91, a $300-million program was approved 
through the National Solidarity Program (PRONASOL) for the construction of 4,800 kilometers of 
highway, the rebuilding of 2, 700 kilometers of the federal trunk network, and intensive repairs to still 
another 15,000 kilometers of highway. SO 

The highway construction program is being coordinated by Mexico's Secretaria de 
Comunicaciones y Transportes (SCT). It is the responsibility of SCT to establish a group of criteria to 
evaluate those projects to be granted in a concession.51 SCT must first evaluate the benefits of a toll road 
to the users, the community, and the business sector. It then considers the potential employment benefits 
and impact on construction and related industries. SCI' analyzes the effect on the territory and real estate 
adjacent to the proposed highway. Finally, SCT determines the toll to be charged on the highway by using 
various quantitative and financial techniques.52 The toll must be sufficient to recover all costs within a 
maximum time frame of 20 years.53 

Dr. Guillermo Torres, a researcher at Mexico's lnstituto Mexicano de Transporte, delineated the 
established process through which concessions are to be awarded to investors. SCT begins by making 
public its intention to construct a new highway. Potential investors submit bids to the government for the 
construction of the highway. When bidding, investors consider profitability, length of concession, and the 
toll to be charged. SCI' provides bidders with government traffic projections to clarify the analysis. The 
cost of construction must be borne principally by the investor, with only 10 percent or less supported by 
federal government general revenues. 54 

H the concessionaire desires to alter the terms of the concession, it must first consult with and 
receive permission from SCT. The only basis for changing the terms of concession is if inaccurate traffic 
projections are supplied by the government The concessionaire may change the terms of the concession or 
the toll it charges only under these circumstances. 55 

Large concessionary highway projects are often developed by a number of entities. For instance, 
the 157-mile Cuernavaca to Acapulco toll highway is a project that involves many groups. The project is 
being developed under a 14-year, 8-month concession by Grupo ICA and Grupo Mexicano Desarrollo and 
is being underwritten by Banco Serfin, CAPUFE and the State of Guerrero. When finished, the highway 
will accommodate an expected 4,070 vehicles per day and will have an expected project construction cost 
of US$780 million. The highway will connect with an existing toll highway running between Mexico City 
and Cuemavaca and will allow travelers to drive between Mexico City and Acapulco in four hours. 56 

Another large toll project planned is the Mexico City-Guadalajara highway. This 2~mile 
highway has an expected project cost of US$ l .2 billion, with the federal government taking 25-percent 
equity interest in the project On a smaller scale, the 91-mile Monterrey-Lagos highway is being developed 
by Viaductos de Piaje and underwritten by Banco Serfin. It is a 13-year, 10-month concession and has a 
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Table 3.2. Selected Toll Road Projects in Mexico 

Project Description Public Developer/ Lead Bank/ Project Financing 
Agency Concessionaire Bond Construction Development 
S2onsor Underwriter Cost~$ date} Status 

Cuemavaca-Acapulco 14-year, 8-month concession for SCT Grupo ICA/Grupo Serfin/CAPUFE $780 million Under 
Toll Road 157-mile toll road; 4,070 vpd Mexicano Desarrollo State of Guerrero (10/90) development 

Monterrey-Nuevo Laredo 8-year concession for 103-mile SCT Viaductos de Peaje Banco Serfin $127 million Under 
Toll Road toll road; 2,460 vpd (7/91) development 

Zapotianejo-Lagos 13-year, 6-month concession for SCT Constructors y State of Jalisco/ $250 million Under 
Toll Road 91-mile toll road; 4,400 vpd Promotora Alfa-Omega Banamex (5/91) development 

Cordoba-Veracruz 7-year, 10-month concession for SCT Grupo Mexicano Comemex $180 million Under 
Toll Road 59-mile toll road; 5,460 vpd Desarrollo (12/91) development 

Mazatlan-Cullacan/Los 17-year, 6-month concession for SCT ICAGroup Grupo Bursatil $377 million Under 
Mochis-Est. Don Toll Roads 175 miles of toll roads; 3,500 vpd Mexicano (4/92) development 

Leon-Lagos-Aguascalientes 18-year, 6-month concession for SCT IASA Comemex $231 mi11ion Under 
Toll Road 67-mile toll road; 4,235 vpd (3/92) development 

Caderoyta-Reynosa 12-year concession for 105-mile SCT Coutacminos CBI Casa de $270 million Under 
Toll Road toll road; 3,115 vpd Bolsa (12/93) development 

Merida-Cancun 17-year, 8-month concession for SCT Consorcio de Ban comer $180 million Under 
Toll Road 150-mile toll road; 1,550 vpd M6xico (12/91) development 

Tecate-Mexicali 19-year, 6-month concession for SCT M.H. Constructores Somex $277 million Under 
Toll Road 91-mile toll road; 5,500 vpd (9/92) development 

La Tinaja-Cosoleacaque 15-year, 11-month concession for SCT Grupo Mexicano Ban comer $615 million Under 
Toll Road 138-mile toll road; 4,610 vpd Desarrollo (12/92) development 

Mexico City-Guadalajara 18-year, 3-month concession for SCT I CA/Grupo Interacciones/ $1.2 billion Pending 
Toll Road 200-mile toll road in Jalisco Mexicanoffribasa S.A. Lehman Bros. (25% federal) 

Source: PWF International, October 1992. 



construction cost of US$127 million. Upon ~the highway is expecaed to be used by ~460 
vehicles per day. 

Though some projects have already been complettd and many are aneody under construction, 
the entire concession pogram now finds itself facing serious problems which could disrupt Mexico's 
attm•pt to modemi7.e its highway system. The primary poblom that now plague the progaam are sbon 
concession tezms and exmbitant tolls. These two factors are Jcating to empty toll roads.. lower than 
expected profits for co~ nonpedonniDg loans made by banks, and an unwillin~ by 
investors to participate in planned projects. 

At the beginning of the toll-road program, concemon terms lasted about four or five years. S'1 This 
putS cnonnous presswe on the concessionaires to charge high tolls in order to ra::ovel' COSIS, pay back bank
financtd loam, and make profits. Toll costs in Mexico are significantly higla' than in the United States, 
particularly for commercial trucks. S8 A cargo truck traveling the 85 ~ between Nuevo Laredo and 
Montarey would pay more than USSIOO in tolls. 59 In conbast, tolls in the Unit.ed Staies avenge less than 
15 cents a mile. 60 

As a result of the exorbitant to~ traffic OD the highways is less than pojocted This is especially 
true for OOllDDf:rCial traffic. In most cases, truckels are choosing to use free roads that nm alongside the toll 
roads. Not only does this create insufficient traffic to support the toll roads.. it also exacabates the 
deterioration of the already aumbling free roads. In response, the Mexican govcnmeot first consida'ed 
regulations ainvd at foo:ing trocb:rs off the free roads and onto the toll roads. The Jaw would prohibit 
vehicles with mc.e than two axles or heavy t:railel"S with more than three axles from using the public 
highways.. 61 Howevel', the government now seems to fav<r reducing the tolls across vdllcle types to 
srimnlate dt:mand. 

In an effort to convince the coc•mc:cial tmckr.rs to use the toll~ the govermnent of Mexico is 
maintaining that it is mucli more cost effective in the long nm to use the toll roads. The goveumim.t 
contends that the tolls are ~costly than the resnlring damage to equipment causc-4 by using the free 
roads. 62 However, the govei nnl!Cot is finding it difficult to convince the COJllDle1'Cial truckers of this point. 
For example, in January 1993, more than ~000 tmckers staged a four.day bJocbde of a toll boodt oo the 
highway between Nogales and CnJiacm to ptotest the high tolls and the random manner in which toll 
~ are being installed at the municipal level 63 

By fot:cing the truckers onto the toll roads, the Mexican goveznment hopes to guarantee soflicient 
traffic flows in an effort to make its concession p:ogram more attractive to investors. Doe to the lack of 
vehicles on the toll roads, concessiona:ire are struggling to tepay loam made to thml by banks. Lmders 
are becoming less willing to finance the COD.W1ICtion of govcmme:nt highway projects. 64 

A number of possi"ble solutions are being explored by the Mexican government in an effort to 
attract more investment to its concession prognmL Some conq•nies that have won concessions to build 
highways arc considezing selling bonds OD Wall Street in ordel' to raise money. 6S In addi~ the 
govemmcnt is beginning to offer traffic guarantees and is extending the ~ of the concessions to 18 
y~ in the hope of luring investmeot 66 Efforts are also directed toward upgrading and repairing the 
existing public highways in Mexico. For example, the government is alloc;iiring 13 billion new pesos 
(USS406 million) in 1993 for repair and maintenanre of trunk highways. 

In addition to government subsidies, a USCl'-financed trust fund is being set up to help finance 
highway maintenana:. In June 1992, Omara Nacional del Autotlansporte de Carp (CANACAR), the 
Mexican national trucking associatio~ establishOO a 24 million new peso (USS93 million) fund dedicated 
to highway upkeep. This reserve will be supplemented through annwll fees assessed on members of 
CANACAR. A similar fund of 4 million new pesos (USS 13 million) has heal acaJrJd by the Mexican 
tourism and pmengc- transpOrtation organi7.ation, Oimara Nacional del AUIDlranSpOl1e Federal de~ y 
Turismo (CNAFPf). 67 
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The trust funds are administered by a board of trustees consisting of seven SCT officials and five 
CANACAR representatives. Their board is responsible for colle.cting and administering contributions to 
the reserve and has the power to appropriate funds for specific maintenance proje.cts. Mexico, s 
development bank Nacional Financiero is the repository for these user financed highway maintenance 
funds. 

Mexico's Motor Carrier Industry before Deregulation 

The for-hire motor carrier industry in Mexico developed under a highly regulated system. 
Truckers grouped themselves in local or regional guilds which together formed a national trucking guild. 
This guild was part of the CNOP (National Confederation of Popular Organiutions ), one of the three major 
sectors of the ruling political party, Partido Revolucionario Institutional (PRI). 

Granting of operating authority fell under a tightly controlled system of concessions, which were 
issued at the discretion of the state. Under the first law of General Means of Communication, passed in 
1931, corporations were barred from the trucking industry and individuals could not re.ceive more than 
three concessions, each of which authorized the operation of only one vehicle. Excessive competition was 
seen as undesirable and potentially ruinous. The 1931 Act gave the federal government the power to 
determine the number of trucks that could operate on any given route. 

As time passed, a highly dispersed and informal industry developed, characterized by the growth 
of unregis~ used U.S. equipment and unauthorized operators. The need for capital and the drive to 
achieve economies of scale led to various fleet configurations. A motor carrier could have part of its fleet 
authorized, part unauthorized, and additionally could hire a number of independent owner-operators on 
commission, an important characteristic of the Mexican for-hire motor carrier industry. Most truck drivers 
are not company employees who are paid wages, but rather are owner-operators hired and paid a 
commission per trip. The demand for more rationally distributed cargo, given the characteristics of the 
industry, led to the establishment of regional cargo distribution centers. 

A number of government actions were taken to regulate the industry in an attempt to make it more 
efficient. The 1940 law of General Means of Communication authorized corporations to enter the motor 
carrier service market. In 1958, a Presidential decree permitted registration of used U.S. equipment. In 
1962, a bill was presented to the Mexican Congress to deregulate the industry, but it did not pass. In 1971, 
operating authority was granted to motor carriers who had previously been operating illegally. 

Nevertheless, the basic elements of the regulatory scheme remained until 1989, when large-scale 
deregulation took place. The following sections summarize the main regulatory elements that prote.cted the 
industry from competition: the procedure for obtaining operating authority, the tariff system, and the cargo 
distribution centers. In addition, a comment will be made on the favorable tax status for truckers prior to 
deregulation. 

Operating Authority 

Services regarded as public utilities under the Mexican legal system are subje.ct to government
fixed tariffs and may only be provided by private individuals or entities when granted a concession by the 
state. Most motor carrier services were regarded as public utilities and, hence, subje.ct to the discretion of 
the state for obtaining concessions. 

Both the federal government, through SCT, and the trucking association CANACAR took part in 
the process of granting concessions. 68 The application would begin at an SCT state office, go to the state 
CANACAR committee, then to SCT's Mexico City offices, and finally to the route CANACAR committee, 
where the certificate was issued. 69 

Concessions for cargo were issued only for specific routes and commodities. It is unclear whether 
these concessions were legally issued by SCT or whether the concessionaires merely operated their routes 
as such. A carrier could not transport commodities other than those authorized in his certificate and could 
not transport them beyond the authorized route. At the time of deregulation, there were nine main routes in 
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Mexico. 70 Likewise, the number of vehicles that carriers could operate was limited. A single individual 
could not be granted more than five concessions, and thus could not legally operate more than five vehicles. 
A legal entity (corporation or partnership), though in principle allowed to operate as many vehicles as it 
needed to service a route, was limited in the sense that each partner's investment could not exCeed the 
amount required to operate five vehicles. 71 Because of this regulation, entry into the motor carrier industry 
was extremely limited and, as a result, demand for motor carrier services was considerably grearer than 
supply. Development of the motor carrier industry also was hindered since services beyond the proscribed 
routes could not be offered. 72 Finally, unless a single concessionaire could service a route alone, 
concessionaires that provided identical services were legally bound to form a single business entity and 
operate the route together.73 

This situation created business entities with two types of shareholders. The first were the original 
concessionaires and the second were those owner~tors forced to merge with the existing route 
operator. The following example serves as an illustration. An owner-operator had a truck and a permit to 
operate it In addition, he would still have to buy into one of the existing routes depending on the nature of 
the services he intended to provide. His investment in the route concession would be his truck and his right 
to operate. He would receive no profits from the route concessionaire, per se, and would have to pay a 
portion of revenue in exchange for the right to service the route. He would operate independently from the 
route concessionaire in all other respects.74 

Tariffs 

The Mexican motor carrier industry operated under a fixed-tariff system in which rates were set 
above average costs, resulting in ample profits. Typically, tariffs were negotiated between CANACAR and 
the federal government, then officially issued by the latter through publication in the Mexican federal 
register, Diario Oficial de la Federacion. Tariff revisions occurred periodically through this process at the 
behest of the national trucking association. The last official tariffs were published in December 1987. 
These tariffs were made up of three parts: general rules of application, a table of per-ton tariffs, and a list 
of almost seven hundred specific commodities, which were classified according to five broad classes of 
commodities. 

The four general rules of application were rules 7, 8, 17, and 28. Rule 7 stated that services 
rendered to the federal government were subject to a 50 discount. Rule 8 established a IS-percent 
surcharge on imported commodities. Rule 17 stated that, in case the shipper hired a truck or trailer for 
exclusive use, they would be charged the tariff that corresponded to its total capacity. Rule 28 permitted 
truckers to charge a 25-percent surcharge on empty backhauls. Tariffs were levied according to commodity 
class and distance traveled. This general tariff was made up of two elements - a fixed per ton factor and a 
per ton-kilometer factor for each of the five commodity classes. 75 

Cargo Distribution Centers 

Cargo distribution centers (centrales de carga) were legal business entities established to satisfy 
two goals: to arrange the distribution of goods in a region, and to provide small carriers with financial 
credit and cargo business they could not have obtained on their own. All local cargo was required to pass 
through the cargo distribution centers. Neverthelesst the cargo distribution centers failed to fulfill their 
goals due to lack of infrastructure and domination by large carriers. Lack of a direct contract between 
carriers and shippers resulted in empty backhauls and reduced efficiency. In practice, the centers proved to 
be mere documentation offices. A bill of lading without the stamp of the central de carga was subject to a 
fine. 

Special Income Tax Status 

Trucking companies benefited from a favorable income tax regime called bases especiales de 
tributaci6n, under which taxes were levied according the number of motor units owned and the nature of 
operation (type of cargot intra- or inter-city services). rather than income. The taxes paid were low relative 
to actual income. Federal tax law did not require that motor carriers keep accounting recordst and 
consequently, the government possessed little information about real operating costs and revenues.76 
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Vehicle Fleet and Services 

Tables 3.3 through 3.7 show various characteristics of Mexico's motor carrier fleet as of 1989, 
before deregulation process took effecL Several salient features emerge. Table 3.3 illustrates that, in 1989, 
72 percent of all motor units were single-unit trucks, which are good for local deliveries but not competitive 
for international rumling. Tractors with three axles, appropriate for international hauling, were by far the 
most common configuration on Mexican roads, after single-unit trucks. Table 3.3 also reveals that, in 
1989, Mexico had an articulated vehicle trailer-tractor ratio of 1.1, which indicates a shortage oftrailers.77 
As Table 3.4 shows, 3,337 for-hire trucking companies were registered in 1989, of which 794 (24 percent) 
were based in the four states that border Texas: Chihuah~ Coahuila, Nuevo Le6n and Tamaulipas. Table 
3.6 indicates that 50 percent of the 1989 Mexican fleet was more than twelve years old, which is considered 
to be the threshold of equipment obsolescence. Goods traveling by highway as measured in total tons and 
ton-kilometers (see Table 3.7) were 309,803 and 107,242,822 respectively. 

Before 1989, the regulatory environment and operating practices of carriers meant that little 
development in services took place. Few new market entrants and sufficient demand did little to pressure 
truckers to become more efficient Obsolete equipment also inhibited efficiency. Restricted routes and 
cargo distribution centers hindered the provision of door-to-door services and made empty backhauls a 
common occurrence. Just-in-time services were provided only by large carriers possessing contracts with 
assembly plants. 

The Mexican motor carrier industry's regulatory framework did not differentiate between 
truckload and less-than-truckload shipments in its tariff schedule. The manner in which official tariffs were 
established seemed to favor the L TL carriers, unless a shipper hired a vehicle for his exclusive use and was 
charged for the total capacity of the vehicle, regardless of actual weight or volume of shipment 

However, in practice, small carriers, who made up the overwhelming majority of all carriers, 
would charge for a full load regardless of the shipment's actual weight. Small carriers were able to do this 
because of the excess demand for trucking services. Most shipments could thus be considered TL 
shipments, and the practice of charging for a full load gave the impression that LTL shipments were 
nonexistent in Mexico. Larger carriers with lower operating costs, however, did specialize in LTL hauls 
and charged for the actual weight of the shipment 78 

Several large carriers in Mexico do specialize in LTL shipments. One is Autotranportes Tres 
Guerras, which has a fleet of about 425 tractors and 750 trailers and a nationwide network of terminals and 
supporting facilities. If the shipment is over five tons, Tres Guerras will make a pick-up at the shipper's 
door; if less, the shipper must take the cargo to one of Tres Guerras' terminals. If the shipment is thirty 
tons or more, the shipper will be charged for the vehicle's full capacity.79 

Mexico's Motor Carrier Industry after Deregulation 

Nature of Deregulation 

In 1989, steps were taken to deregulate the domestic motor carrier industry as part of an overall 
strategy to increase productivity and increase the efficient integration of Mexico into the world economy. 
Deregulation offered greater flexibility to both users and providers of trucking services. The two main 
goals sought were deregulation of rates and renovation of the nation's obsolete motor carrier fleet. 

In June 1989, SCT, the Secretaria de Comercio y Fomento Industrial (SECOFI), and CANACAR 
signed the Agreement for the Modernization and Restructuring of the Motor Carrier Industry (Convenio de 
Modernii.aci6n y Restructuraci6n del Autotransporte Federal de Carga). This marked the beginning of 
Mexican motor carrier industry restructming. The agreement outlined the actions that each of the agencies 
and the trucking association would take to reach the established goals. 
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Table 3.3. Composition of Vehicle Fleet by Vehicle Class 

1980 1985 1988 1989 1981-89 1990 1991 1992 1990-92 
% growth % growth 

Trucks 
Single unit trucks-two axles (c-2) 60,910 60,693 59,137 62,748 3% 89,493 100,375 108,000 72% 

Single unit trucks-three axles (c-3) 23,110 25,924 25,396 27,428 19% 39,135 43,842 47,150 72% 

Tractors-two axles (t-2) 4,190 3,775 2,798 3,597 -14% 5,130 6,744 7,350 104% 

Tractors-three axles (t-3) 22,600 27,564 28,566 31,124 38% 44,372 58,099 62,400 100% 

Total 110,810 117,956 115,897 124,897 13% 178,130 209,060 224,900 80% 

Trailers 
Semi-trailers-one axle (s-1) 780 702 623 649 -17% 692 1,018 1,200 85% 

Semi-trailers-two axles (s-2) 29,980 34,124 28,027 29,227 -3% 30,484 46,148 53,150 82% 
Semi-trailers-three axles (s-3) 2,400 3,102 8,570 8,943 273% 13,375 20,224 23,250 160% 

Trailers-two axles (r-2) 360 389 286 294 -18% 302 475 600 104% 

Total 33,520 38,317 37,506 39,113 17% 44,853 67,865 78,200 100% 

Combined Totals 144,330 156,273 153,403 164,010 14o/o 222,983 276,925 303,100 85% 

Source: Secretada de Comunicaciones y Transporte, Estadfsticas Bdsicas del Autotransporte Federal, Mexico City, Mexico. 



State 

Aguascalientes 
Baja California 
Baja California Sur 
Cam he 

Distrito Federal 
Durango 
Guanajuato 
Guerrero 
Hidalgo 
Jalisco 
Mexico 
Michoacan 
Morelos 
Na arit 

Oaxaca 
Puebla 
Que re taro 
Quintana Roo 
San Luis Potosi 
Sinaloa 
Sonora 
Tabasco 

Tlaxcala 
Veracruz 
Yucatan 
z.acatecas 

Total 

1980 

743 
51 
68 
6 

16 
152 
100 
68 
19 
22 

39 
122 
15 
4 

57 
34 
65 
19 

9 
124 
23 
21 

2,518 

Table 3.4. For-Hire Carriers by State 

1985 1988 1989 1990 

872 936 992 1115 
57 56 58 59 
86 95 101 72 
5 6 7 13 

21 29 31 33 
179 206 217 217 
123 128 138 184 
76 80 84 67 
23 23 24 17 
24 26 28 26 

48 50 53 40 
126 136 145 130 
26 25 27 44 
5 6 6 6 

63 68 77 65 
39 40 42 49 
75 88 93 75 
21 24 25 24 

9 13 15 14 
130 139 147 160 
26 26 28 24 
29 35 39 28 

2,895 3,149 3,337 3,482 

Note: Shaded rows contain data on Mexican states that border Texas. 

1991 1992 

1188 
63 
78 
15 
33 

229 
196 
70 
19 
26 

41 
137 
48 
7 

70 
52 
81 
26 

15 
170 
26 
30 

3,700 3,880 

Source: Secretarfa de Comunicaciones y Transportes, Estadisticas Bdsicas del Autotransporte 
Federal, Mexico Ci • Mexico. 
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State 

Aguasclientes 
Baja California 
Baja California Sur 
Cam he 

Distrito Federal 
Durango 
Guanajuato 
Guerrero 
Hidalgo 
Jalisco 
Mexico 
Michoacan 
Morelos 
Na arit 

Oaxaca 
Puebla 
Queretaro 
Quintana Roo 
San Luis Potosi 
Sinaloa 
Sonora 
Tabasco 

Tlaxcala 
Veracruz 
Yucatan 
Zacatecas 
Total 

Table 3.5. Equipment by State 

Trucks 

51,979 
3,027 
6,103 
2,021 
4,181 

14,007 
7,735 
9,616 
2,146 
2,807 

2,090 
10,050 
6,023 

468 
4,305 
4,589 
5,967 
1,040 

1,841 
10,662 
2,291 
2,094 

209,060 

Trailers 

24,283 
626 
543 
803 
427 

1,873 
3,342 

583 
439 
185 

1,572 
239 

1,239 
309 
313 
396 

2,203 
1,668 

436 
2,523 
1,424 
1,389 

67,865 

Note: Shaded rows contain data on Mexican states that border Texas. 

Total 

76,262 
3,653 
6,646 
2,824 
4,608 

15,880 
11,077 
10,199 
2,585 
2,992 

3,662 
10,289 
7,262 

777 
4,618 
4385 
8,170 
2,708 

2,277 
13,185 
3,715 
3,483 

276,925 

Source: Secretaria de Comunicaciones y Transportes, Estadisticas Basicas del Autotransporte 
Federal, Mexico Ci , Mexico. 

38 



Table 3.6. Vehicle Fleet by Model Year and Cumulative 
Model Vehicles as a Percentage of Fleet 

Model 1988 1989 1990 1988-90 
Year Vehicles Cum.% Vehicles Cum.% Vehicles Cum.% %change 

1900-59 2,272 15% 2,016 1.2% 1,766 0.8% -22% 
1960 951 2.1% 878 1.7% 749 1.1% -21% 
1961 946 2.7% 893 2.3% 784 15% -17% 
1962 1,043 3.4% 978 2.9% 859 1.8% -18% 
1963 1,383 4.3% 1,303 3.7% 1,176 2.4% -15% 
1964 1,725 5.4% 1,637 4.7% 1,458 3.0% -15% 
1965 2,066 6.8% 1,973 5.9% 1,812 3.9% -12% 
1966 2,234 8.2% 2,127 7.2% 1,977 4.7% -12% 
1967 2,767 10.0% 2,667 8.8% 2,552 5.9% -8% 
1968 3,.520 123% 3,389 10.9% 3,216 7.3% -9% 
1969 4,429 15.2% 4,314 13.5% 4,092 9.2% -8% 
1970 5,093 185% 4,963 16.6% 7,078 12.3% 39% 
1971 5,097 21.8% 4,947 19.6% 7,076 15.5% 39% 
1972 5,707 25.6% 5,600 22.9% 7,739 19.0% 36% 
1973 6,852 30.0% 6,656 27.0% 8,805 22.9% 29% 
1974 9,350 36.1% 9,115 32.6% 11,412 28.0% 22% 
1975 10,837 43.2% 10,694 39.1% 13,001 33.9% 20% 
1976 10s462 ~.0% 10,285 45.4% 12,597 395% 20% 
1977 5,938 53.9% fl.,,773 49.5% 9,101 43.6% 53% 
1978 7,696 58.9% 8,.570 54.7% 12.312 49.1% 60% 
1979 10,715 65.9% 11,.548 6 1.8% 16,138 56.4% 51% 
1980 18,128 77.7% 19,090 73.4% 25,769 67.9% 42% 
1981 17,194 88.9% 18,209 84.6% 24,132 78.7% 40% 
1982 6,739 93.3% 7,958 89.4% 11,336 83.8% 68% 
1983 2,073 94.7% 2,924 91.2% 5,003 86.1% 141% 
1984 2,044 96.0% 2,907 92.9% 5,019 88.3% 146% 
1985 2,784 97.8% 3,851 95.3% 6,192 91.1% 122% 
1986 1,.583 98.8% 2,671 96.9% 4,902 93.3% 210% 
1987 1,062 99.5% 2,197 98.2% 4,054 95.1% 282% 
1988 713 100.0% 1,857 99.4% 3,954 96.9% 455% 
1989 1,020 100.0% 4,051 98.7% 
1990 2,864 100.0% 

Total 153,403 164,010 222,983 

Note: Lines represents 12-year technical obsolescence markers for trucks. 

Source: Secretaria de Comunicaciones y Transportes, Estadisticas &isicas del Autotransporte 
Federal, Mexico Ci , Mexico. 
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Table 3.7. Tons and Ton-Kilometers Transported by Vehicle Class 

1980 1985 1988 1989 1990 1991 
Tons (In thousands) 

Single unit trucks with two axles (c-2) 114,511 123,373 127,657 125,339 126 103,587 

Single unit trucks with three axles (c-3) 52,136 59,508 63,590 64,456 66,216 67,867 

Tractors with two axles (t-2) 10,044 9,580 7,337 9,129 10,835 13,919 

Tractors with three axles (t-3) 76,478 100,946 109,349 110,879 111,618 142,400 

Total 253,169 293,407 307,933 309,803 188,795 327,773 

Ton-Kilometers 

Single unit trucks with two axles (c-2) 20,611,944 22,207,264 22,247,340 22,561,043 22,681,106 18,645,660 

Single unit trucks with three axles (c-3) 11,730,636 13,389,305 13,842,409 14,502,555 14,898,695 15,270,169 

Tractors with two axles (t-2) 4,017,372 3,832,380 2,840,529 3,651,674 4,333,824 5,567,845 

Tractors with three axles (t-3) 45,887,040 60,567,754 63,990,697 66,527,550 66,970,659 85,440,389 

Total 82,246,992 99,996,703 102,920,975 107,242,822 108,884,284 124,924,063 

Source: Secretada de Comunicaciones y Transportes, Estadlsticas Bdsicas del Autotransporte Federal, Mexico City, Mexico. 



New, less restrictive motor carrier regulations were issued in July 1989. Article 15 of the 
regulations make voluntary the previously mandated use of cargo distribution centers and their intermediary 
shipping services. Article 45 grants private motor carriers the authority to provi4e transponation services. 
Old concessionaires and new permit bearers alike are allowed by Article 46 and Phase-in Article 4 to 
transport any coinmodity, with the exception of toxic waste, explosives, and chemicals, on any federal 
road.80 

Under the new status of deregulation, federal highways have been declared competitive market 
areas and the use of surcharges has been restricted The customary 25-percent surcharge on empty 
backhauls is limited to apply only to a trailer hired for the exclusive use of a single shipper. 81 

The process for obtaining operating authority was standardized and requirements were officially 
published. SCT was decentralized, and the power to grant operating authority was transferred to state 
offices. The Mexican government abolished the trucking association state and route committees which had 
previously been authorized to partake in permit issuance. 82 

In the process of restructming, the Mexican government liberalized its tariff structure for the 
domestic motor carrier industry. Drayage costs, which had previously included a mandatory 15-percent 
surcharge on import commodities, are now negotiated between shippers and carriers. Tariffs were 
completely deregulated in January 1990, allowing rates to be determined by supply and demand in the 
motor carrier market. Because of the difficulty in identifying operating costs and supply and demand in a 
rapidly changing industry, CANACAR published a tariff guide for assisting Mexican motor carriers in 
setting rates. While not legally binding, the tariff guide is structured in a manner similar to the former 
official tariffs but with an 87-percent adjustment factor applied to them. 83 

New FISC31 Status 

Starting in September 1991, motor carriers were subject, on a transitional basis, to the regimen 
simplificado tax bracket, which required them to pay a progressive tax of roughly 15 and 35 percent. 
Trucking firms must now keep accounting records of their operations .84 Starting in January 1994, motor 
carriers will be subject to the regimen general. de ley tax bracket, under which they will pay a progressive 
tax starting at 35 percent. 85 

This new tax status, though not part of the deregulation process, is cunently an important issue 
among trucking firms in Mexico. The tax increase is considerable and, in light of deregulation and 
NAFI'A, it becomes a more sensitive and important issue to Mexican for-hire carriers. 

Results of DereguJation 

Deregulation has reversed the former relationship between supply and demand of motor carrier 
services-supply now exceeds demand. As a result, many small carriers are on the verge of bankruptcy, 
and other medium- and large-sized carriers find themselves struggling to adapt to the competitive 
environment 86 Small carriers, not used to a competitive market, see that tariffs are declining in real terms, 
the number of carriers is growing, already high investment and operating costs are increasing, and higher 
taxes are being levied. 87 

Most Mexican government officials and transportation experts agree that tariffs have decreased on 
average from twenty-five to thirty percent, allowing for inflation.88 According to Francisco Davila, 
President of CANACAR U.S. average trucking rates run from US$1.10 to US$1.20 per mile, whereas 
Mexican average rates are about US$.80 per mile. 89 

Operating authority is now granted through the more relaxed permiso system. Under this system, 
fulfi11ment of legal requirements results in automatic issuance of the operating permit An applicant needs 
only identify himself as a Mexican national, prove vehicle ownership and registration, and present a general 
liability insurance policy. If a corporation is involved, it must be exclusive of foreign associates. 90 
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Deregulation has spurred large growth in the issuance of permits, opening the Mexican trucking 
market in unprecedented fashion. Table 3.8 clarifies this trend. Permit issuance exploded in 1990, the first 
year following deregulation, but subsided in the following years. New entrants into the Mexican trucking 
market comprise 63 percent of all new permit holders, which indicates substantial market growth. Sixteen 
percent of new permits have gone to those who had formerly worked outside the regulated market illegally. 
This represents a significant rate of transformation from an informal to formal market 

Mexico's motor carrier industry, already widely dispersed and decentralized, seems to have 
become even more so since deregulation. New operators have entered the Mexican trucking industry in 
record numbers. Additionally, many owner-operators previously forced by government regulation to share 
a route concession have now left their "partnerships" in search of other business. The Mexican industry 
will eventually need greater consolidation of resolll'Ces if it will ever match the efficiency of U.S. motor 
carriers. 91 

Year 

1989 
1990 
1991 
1992 

TOTAL 
Percentage 

Table 3.8. Operating Authority Permits Issued Since 
Deregulation By Grantee Class 

&tablisbed Former Informal New 
Operators Operators Entrants 

1042 734 3369 
8777 10389 42844 

11909 6593 25318 
5467 3015 11619 

27195 20731 83150 
20.75% 15.82% 63.44% 

Total 

5145 
62010 
43820 
20101 

131076 

Source: Secretarla de Comunicaciones y Transportes, Estadfsticas Basicas del Autotransporte 
Federal. Mexico City, Mexico. 

Expansion and Renewal of the Vehicle Fleet 

New Equipment 

The policy for renovation of the nation's motor carrier fleet articulated in the Agreement for the 
Modernization and Restructuring of the Motor Carrier Industry is twofold First, SECOFI, together with 
the domestic automotive industry, is responsible for meeting the demand for vehicles, namely tractors, with 
units that meet international efficiency, noise, and emissions control standards. SECOFI may authorize the 
importation of vehicles if domestic production proves insufficient. Second, CANACAR will participate 
with SECOFI and the automotive industry in creating a program for the renewal and expansion of the 
vehicle fleet. 

SECOFl, in December 1989, issued a decree for the promotion and modernization of the truck 
manufacturing industry92 In April 1990, SECOFI reached an agreement with the Asociaci6n Mexicana de 
la lndustria Automotriz which stipulated that "the price offered in Mexico (for heavy motor vehicles) before 
the value-added tax could only exceed the price of equivalent ve.hicles sold in the United States by a 
maximum of six percent, on account of the impact of import fees on supplies and assembly materials ... 93 

In 1991, CANACAR issued the program for the renewal and expansion of the vehicle fleet.94 
CANACAR entered into several contracts with the principal tractor manufacturers in Mexico, in which the 
terms for production, delivery, and purchase of tractors were agreed upon. Four of these contracts were 
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signed with the truck manufacturers Kenwonh (2), Dina (I), and Famsa (I). CANACAR ordered the 
production and purchase of 8~ tractors, half of which were to be delivered in 1991 and the other half 
before September 1993. 

As a result of these orders, Dina, Kenworth, and Famsa's production capacity has been purchased 
through 1993. Mercedes-Benz has recently invested in Mexico to produce tractors, and Volvo seems to be 
making the necessary arrangements as well. 95 Though it appears the demand for tractors may be satisfied, 
this will not be the case for trailers. Investments in trailer manufacturing is lagging behind tractor 
production. 96 A shortage of trailers would have a strongly negative impact on the productive efficiency of 
the Mexican motor carrier industry. The already low trailor-to-tractor ratio could worsen, resulting in idle 
tractors and lost efficiency. 

Used Equi,pment 

Policy regarding used vehicles has not been uniform and bas seemed self-contradictory at times. 
Importation of used U.S. equipment is heavily restricted Nevertheless, utiliz.ation of unregistered used 
U.S. equipment has increased and the Mexican government has failed to act upon it This inaction is seen 
as unfair by motor carriers that abide by government policies. As president of CANACAR, Francisco 
Davila has called upon the federal government to enforce equipment regulations that guarantee equal 
standing among carriers. 

However, small carriers see the use of used U.S. equipment as a matter of economic survival. 
Hence, they are willing to risk operating unregistered U.S. equipment, even though it is illegal. Small 
carriers have lobbied in hope of legalizing the use of used vehicles. Thus far, they have been 
unsuccessful. 97 

Lack of equipment is one of the main issues Mexican carriers face in light of NAFI' A, and 
inexpensive used U.S. equipment could help Mexican carriers become more cost competitive. CANACAR 
is considering petitioning the federal government for authorization to import forty thousand used U.S. 
vehicles.98 A similar petition was granted in 1990, but only for two thousand units.99 Another option for 
Mexican carriers under NAFrA is to purchase used U.S. equipment through a subsidiary in the United 
States.100 

Upon implementation, NAFI'A will allow truck transportation services to use leased vehicles. IOI 
Truck leasing will bring a new industry into Mexico and provide a new market for U.S. leasing companies. 
It will also provide Mexico with much needed equipment to upgrade its truck fleet Mexican researchers 
argue that, although equipment is an important issue, marketing of services and freight forwarding should 
be of greater concern to Mexican motor carriers. Mexico should focus primarily on developing ties with 
potential shippers and satisfying their needs in an efficient manner, lest they always be under subcontract to 
U.S. carriers, who already have an established customer base.102 

Patterns in Equipment Growth 

Mexican motor carrier fleet statistics reveal significant changes and trends in fleet size and 
composition (see tables 3.2 through 3.6). The entire vehicle fleet grew roughly 85 percent between 1989 
and 1~ as compared with only about 14 percent over the preceding nine years. The number of three-axle 
semitrailers is growing at about twice the rate of one- or two-axle semitrailers, which makes the twenty-two 
wheel tractor-trailer configuration the fastest-growing vehicle combination on Mexican roads, although the 
eighteen-wheel configuration is still by far the most popular. Even with the significant increase in the 
number of tractors and trailers since 1989, the articulated vehicle trailer-to-tractor ratio has held steady at 
1.1. This indicates that, even though the Mexican motor carrier industry is growing, a shortage of trailers 
rem.ams. 

Since deregulation in 1989, the number of tractors in the Mexican vehicle fleet has grown about 30 
percent greater than that of single-unit trucks, whereas the number of tractors with two axles actually 
declined during the 1980s. It is interesting that the number of single-unit trucks increased 72 percent 
between 1989 and 1992 since they are not typically used for international freight transportation. This 
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growth can possibly be explained by the number of unauthorized operators who have received legal 
operating authority since deregulation. h may also explain the larger numbec of older vehicles in the fleet 
that bas c.aused the median age of the fleet to remain the same, despite the influx of newer models in recent 
years. 

Opponunities 1inder NAFfA-The Mexican View 

The opportunities and risks NAFrA may bring to the individual carier in Mexico will depend 
upon the size of the carrier, its present financial status, and whether it has successfully established 
relationships with U.S. carriers. Thus far, only large carriers have been able to form these links. In general, 
Mexican carriers see themselves as having a comparative disadvantage relative to U.S. carriers in several 
aspects.103 Mexico"s tracking industry is still relatively dispersed and bas only been deregulated for a few 
years. Mexican fleets are genttally much smaller than those in the United States, where companies have 
consolidated into large, well-financed firms. U.S. motor carriers typically have superior access to capitaL 
technological innovations, and training for employees. Consolidation bas afforded them lower operating 
costs and larger fleets than Mexican firms have yet been able to attain. According to the president of 
CANACAR, the avenge number of ttucks an international-freight Mexican carrier processes is thirty, 
compared to a fleet of six-hundred for the equivalent U .S. carrier. 

Mexican motor carriers also have to ovC'lCODle significant barriers in order to successfully operate 
in the United States. Even though the U.S. motor carrier industry is dereg11Jaterl nationally, individual 
states often have varied regulatory structures. Achieving compliance with all states and municipalities can 
be a daunting task to a Mexican motor carrier. Similarly, the Mexican motor carrier industry believes it is 
at a disadvantage due to the differential in size and weight regulations between Mexico and the United 
States. 

CANA CAR does recognize three elements that might work to the advantage of Mexican motor 
carriels and enable them to be competitive. Trucking wages are lower in Mexico than in the United States, 
giving Mexican carriers a cost advantage and allowing them to set lower prices on shipments. Shippers in 
the ~region with cultural links to Mexico may prefer Mexican carriers. The Mexican market is 
relatively small and concentrated compared to the U.S. mark~ which is enormous and widely dispersed. 
Therefore, length of ttip in bilatenl trade between the two countries benefits the Mexican carrier, who 

travels only 800 kilometers on average, as compared to~()() kilometers for a U.S. carrier.104 

Small carriers are cunently having difficulty maintaining profitability and believe that, if their 
situation persists, NAFrA will wipe them out. Large carriers, in light of their greater experience with U.S. 
carriers through interchange agreements, are afraid that, under NAFr A, they will be condemned to 
subcontracting to U.S. carriers. In an inteicbange agreement, U.S. carriers are in a position to bargain with 
different Mexican carriers, but the Mexican carrier, on northbound shipments, is dependent upon the carrier 
who owns the trailer. I 05 

An interchange agreement between Autotranspottes Tres Guerras and Carolina Freight (CF) did 
not wOl'k primarily because of differences in of truck fleet size. Tres Guerras, one of the largest carriers in 
Mexico that specializes in LU shipments, did not have the equipment to service CF's trailers without 
neglecting its domestic market, yet the rates that CF would set for the Mexican haul were unprofitable for 
Tres Guerras. CF could operate with lower profit margins because of its greater economies of scale. The 
domestic market granted Tres Guerras a larger margin of profit than it could achieve in international 

shipp. .th CF 106 mgwi . 

Ricardo Gareia, marketing manager of Tres Gue:rras, believes that the most viable option for U .S. 
carrieis will be to seek joint ventures with Mexican carriers and utilize their infrastructure. This allows 
U.S. carriers to avoid the high costs and complexity of investing in Mexican motor-carrier-related 
infrastructure, such as tenninals. Garcia also views mergers among Mexican firms as a means of achieving 

equipment levels comparable with their U.S. counterparts.107 

A more successful joint venture bas taken place between J.B. Hunt Transport and Transportaci6n 
Teuestre Transportaci6n Maritima Mexicana (IT TMM» who together have reached transborder 
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operations of approximately 600 trailers a month and expect to grow even larger. I 08 IT TMM profits 
from servicing Hunt trailers by having an assured level of cargo to transport, a situation which gives it 
security in terms of how much to invest TI TMM also benefits from Hunt's technology and knowledge 
and from its discounted trailer and tractor prices. For its part, Hunt is able to reduce its empty backhauls 
from 50 percent to 20 percent-a significant cost reduction. In addition, Hunt has established a long-term 
relationship with a large Mexican carrier and is able to sell door-to-door service in both the United States 
and Mexico. 

Despite the success of TT TMM, its experience cannot be generalized to all Mexican carriers. IT 
TMM is the trucking branch of TMM, a maritime transportation company, and is used solely to transport 
TMM's containers from port to point-of-destination. Hence, IT TMM has no domestic market to service, 
has excess fleet capacity, has lower risks than other Mexican carriers in servicing U.S. trailers, and also has 
a parent company able to provide financial support. These are not normal conditions for a Mexican for-hire 
motor carrier. 

Nevertheless, the Hunt-IT TMM joint venture is important because it demonstrates the possible 
advantages ofU.S.-Mexican partnerships as trade restrictions lessen. An important stipulation of the joint 
venture is that as long as IT TMM can service J.B. Hunt adequately, the latter will not enter the Mexican 
trucking market directly, nor do business with another Mexican carrier. 

Issues Surrounding NAFT A and the Trucking Industry 

NAFf A is designed to liberalize trade and ease market restrictions on both sides of the United 
States-Mexico border. Yet, in the motor carrier industry, the agreement does not sanction perfectly 
liberalized trade. This section will discuss contentious issues which relate to NAFrA. While NAFrA 
delineates the guidelines for resolving some issues, other issues have been left unaddressed and threaten the 
process of trade liberalization. 

Some of the issues the agreement deals with directly are access rights, investment, and vehicle 
financing. However, several complex and technical issues, such as environmental standards, safety 
regulations, and truck size and weight limits, have not been tackled. These questions are to be dealt with 
during harmonization negotiations, which would take place after the adoption of NAFr A.109 

The Mexican trucking market is different from that of the United States. Mexican carriers operate 
older fleets, have different equipment, and are regulated in a different fashion than their U.S. 
counterparts. I I 0 According to Alejandro Peniche, Mexico's land transportation director, it is important to 
harmonize international standards and regulations before approaching free trade.111 Without 
harmonization, NAFrA may have little effect on trade. Uncertainty due to heterogeneous standards could 
hinder free trade by complicating invesnnent plans. 

Infrastructure 

Both the United States and Mexico will be under growing pressure to improve the quality of 
highway infrastructure in order to accommodate the expected increase in cross-border traffic. Roads in the 
United States are better able to handle the rise in traffic than Mexican roads. The Mexican highways are 
deteriorating at an accelerated rate, largely because of Mexican commercial truckers who drive overweight 
vehicles at unrestricted speeds over poor pavement surfaces.112 Mexican highways and bridges need 
significant repair and upgrading compared to those in the U.S. Mexican fuel, maintenance, and lodging 
facilities also need to be revamped if they are to meet U.S. standards. 

The Mexican highway system poses problems for U.S. carriers. Most Mexican highways are 
smaller, have sharper curves, and less shoulder space than U.S. highways. Mexican roads have shorter life 
span, typically 15 years as opposed to 20 years in the United States. Hazardous conditions like potholes, 
loose gravel, and poor surfacing pose serious threats to the safety of U.S. carriers. The Mexican 
government has constructed toll roads that meet the U.S. safety and quality standards, but the expensive 
tolls discourage their use. 
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Fuel quality, fueling facilities, and lodging present other significant problems for U.S. carriers. 
The diesel fuel in Mexico has a high sulfer content, and thus a higher level of truck maintenance is 
required. Fueling facilities are usually spaced further apart than is standard in the United States. 
Restaurants, sleeping accommodations, and other amenities also are much less common in Mexico. 

Reciprocal Access to Commercial Zones 

NAFf A phases in reciprocal access to U.S. and Mexican territories for cross-border shipments. 
Presently, regulations and laws within Mexico and the United States limit access only to border commercial 
zones. Although the "Ruiz Cortines Decree" provided a legal basis for U.S. access to Mexico in 1955, in 
practice, U.S. commercial motor carriers are denied access to most areas of Mexico.113 In retaliation, U.S. 
regulations limit Mexican carrier access to designated commercial zones as specified in Section 226 of the 
1984 Motor Carrier Safety Act.114 

To balance access to foreign territories, NAFrA provides a plan for phased-in reciprocal access 
(see "NAFrA" and ''U.S. Motor Carriers" above). According to Frederick V. Perry, assistant general 
counsel of Ryder System, Inc., unrestricted access to the six northern Mexican border states would provide 
U.S. carriers with a market opportunity "comparable to that which Mexico gains in its access to U.S. border 
states." Not only do these six states contain large industrial cities, but they contain the majority of 
maqui.ladora plants and other substantial economic activity, representing about 17 percent of Mexico's 
gross national product.115 Within six years after signature of NAFf A, the entire territory of Mexico and 
the United States will open up for reciprocal access.116 

U.S. trucking firms eagerly anticipate expanded access to Mexican markets but are concerned 
about inconsistent regulations between state and federal agencies that will give an advantage to Mexican 
trucking firms operating in the United States. While Mexican commercial motor carriers are restricted to 
ICC Commercial Zones along the U.S.-Mexico border, Texas allows private Mexican motor carriers to 
travel unregulated, allowing access to the entire state.117 No comparable exception is granted to private 
U.S. motor carriers operating in Mexico. 

At best, under NAFf A, motor carriers in the United States would have to wait three years before 
being allowed to invest in Mexico. However, U.S. caniers have already begun to penetrate the Mexican 
border in other ways. The 1989 deregulation of the Mexican trucking industry permitted U.S. maquiladora 
plants in Mexico to utilize their own trucking fleets to transport goods across the border.118 At a local 
level, informal agreements have been struck between U.S. and Mexican carriers at a few border towns to 
deliver trailers across the border.119 More broadly, U.S. trucking firms have forged partnerships with 
Mexican motor carriers through interchange-interline agreements to facilitate shipments to Mexico (see 
"U.S. Trucking Fmns" above). 

Investment 

Issues of imbalanced access to investment opportunities have been raised by both countries. U.S. 
motor carriers are concerned with current Mexican restrictions on foreign investment, while both Mexican 
carriers and U.S. truck manufacturers are unhappy with restrictions on equipment sales and leasing. 

The current situation reveals an imbalance between U.S. and Mexican foreign investment 
opportunities in each other's truck markets. U.S. regulations restrict foreign investment to a non-controlling 
interest in U.S. transportation companies, both domestic and intemationaI.120 Texas law, however, allows 
for unrestricted access for foreign investors. Some U.S. motor carriers, especially the ones in Texas, are 
concerned about Mexican nationals' use of this loophole to circumvent federal law .121 In Mexico, 
protectionist laws prohibit foreign ownership of Mexican trucking companies altogether. In addition, U.S. 
motor carriers can not establish wholly owned subsidiaries of home-based firms in Mexico.122 

NAFr A attempts to address the investment inequity by phasing-in access to foreign ownership of 
motor carrier operations in Mexico. Foreign investment in international cargo operations can reach 49 
percent the third year of NAFr A, 51 percent the seventh year, and 100 percent by the tenth year.123 While 
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NAFTA relaxes restrictions on foreign investment in international operations, it does not open investment 
to foreign motor carriers for domestic operations. By year seven, negotiations are to take place on foreign 
investment in domestic motor carrier operations.124 In addition, NAFTA prohibits 100-percent U.S. 
ownership of Mexican trucking terminals and warehouses.125 

The response of the U.S. motor carrier industry to the NAFT A provisions is mixed. The 
uncertainty of the Mexican trucking industry and the problems associated with it-customs delays, slow 
turnaround, and damaged or lost equipment-have discouraged some U.S. firms from making any plans to 
enter the Mexican market. However, optimistic U.S. carriers have positioned themselves to take advantage 
of NAFfA. To circumvent the restrictions on foreign investment in domestic operations, U.S. freight 
consolidators-Yellow Freight System, Consolidated Freightways, Roadway Services Inc., and others
have set up freight terminals in Mexico City, Guadalajara, and Monterrey and have developed partnerships 
with Mexican carriers to haul goods into Mexico from the border.126 According to Nancy MacRae, 
deputy director of the Office of International Transportation and Trade, U.S. DOT, 'joint ventures will be 
the first step in investment liberalization" (see "U.S. Trucking Fnms" above).127 

Besides directly investing in foreign motor carrier firms, U.S. investors can provide equipment to 
the under-equipped Mexican trucking industry. According to Alan Reynolds, director of economic research 
for the Hudson Institute, the inferiority of Mexican trucking fleets will open up opportunities for U.S. firms 
in the selling and leasing of trucks.128 

For U.S. truck manufacturers to best profit from the Mexican market, two issues should be 
resolved. First, the restrictions on the export of used trailers to Mexico must be lifted.129 The 20-percent 
import fee makes U.S. equipment very expensive to purchase in Mexico.130 The American Trucking 
Associations does not soon expect Mexico to allow U.S. firms operating in partnership with Mexican 
truckers to import used trailers.131 Upon implementation, NAFI'A will gradually eliminate high import 
fees on U.S.-made equipment. Second, truck-leasing rules in Mexico must be liberalized. Three years after 
signarure, NAFrA will give Mexican operators the option to obtain equipment through finance, operating, 
or short-term leasing.132 

Lack of Financing for V ehides in Mexico 

Currently, over half of the Mexican trucking fleet is at least twelve years old. Although the 
Mexican government has been trying to expand the market for new equipment, the lack of capital is 
keeping the demand for vehicles low.133 Without the capital to finance the purchase of new vehicles, 
Mexican motor carriers will find it difficult to meet harmonized standards. 

Under current Mexican laws, a carrier can obtain operating authority only if it owns the vehicle or 
has a finance lease. Under a finance lease contract, the vehicle is carried on the books of the lessee, and the 
lease payments amount to a full payoff on the value of the vehicle.134 According to Frederick V. Perry of 
Ryder, one of the largest truck-leasing companies in the world, the Mexican trucking industry could obtain 
more equipment and improve the efficiency of its service through operating leasing. Under an operating 
lease, the leased vehicle remains on the accounting books of the lessor and the vehicle returns to the lessor 
at the end of the term.135 

According to Perry, operating leases would enable Mexican carriers to improve services for two 
reasons. First, through "off-balance-sheet financing," carriers can lease vehicles at a lower cost since they 
would not have to make a large cash payment required for a direct purchase. The savings in capital can 
then be invested in service. Second, operating leases contain full maintenance coverage, reducing 
reliability problems. By obtaining equipment through an operating lease, Mexican motor carriers would 
have more capital available to upgrade equipment and more management time available to focus on 
efficient and timely transport of freight.136 

At the present time, vehicle registration in Mexico is restricted to owned equipment or equipment 
purcbasM through financial leasing. After three years under NAFr A, Mexican carriers would have the 
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oppOttunity to use operational leasing, which would make it easier to upgrade equipnent and meet 
harmonized size., weight, safety, and environmental standards. 

Si7.e and Weight llegulatiom 

The majority of Mexican trucks which opeiatc in border commercial zones cannot meet U. S. 
safety or cmmi!Wons saandards and often exceed U. S. size-and-weight limits. Mexico has different size.. 
and-weight regulations than the United States, which make it dllficoh for Mexican carriers to meet U.S. 
safety SlaDdards (see Tables 3.9 and 3.10). Mexican trucking firms argue that U.S. size.and-weight 
regulations limit their access to a huge market.137 Mexican carriezs also reason that raising the ceiling on 
trailer lengtm will either make them less competitive or force them to change their fleet composition.138 
In the United S~ the maximum load limit is 80,000 pounds. Maximum permitted axle loads in Mexico 
are l 0 to 20 percent higbrz than in the United Swes, and ~ weights of up to 171,000 pounds are 
permitted on some highways for nine-axle tractor-trailer combinations.. These differences are significant, 
because research done by the American Association of State Highway and Transportation Officials 
(AASHTO) in the late 1950s and published by the Highway Research Board in 1961 showed that a 5-axle 
truck canying 100,000 pounds wears out a roadway three times as fast as a truck canying the maximum 
legal weigbt.139 Highway wear increases exponentially as truck weight increases above the legal limits. A 
new U. S. interstate highway with a 40-year life cycle ~gn would 1ast only 12 years under current use 
patttans if truck weight limits were to rise to present Mexican levels. The presence of overloaded Mexican 
trucks could cause U.S. taxpayers to finance road repairs and rebuilding at a much fastec rate than CUITeDtly 
is necessary. 

Table 3.9. U.S. and Mexican Truck Siu Limitations 

Leuglh by Truck Type 

Straight Truck 

Trailer 

Road Tram 
(Truck-full trailez) 

Tractor Semitrailer 
(Semitrailer) 

W-Mltb 

Height 

Varies by state from 35'to 60' 
Most states 53' 

varies by state from 48' to (j()' 
Most states 53' 

28.5' 
Some states permit longer ttailers 

Varies by stale from 60' to no limit 

Varies by state from 50' 

Varies by state from 65' 

102" 

Varies by state from 13.5' to 14' 

Mexico 

40' 

48' 

30' 

55.8' 

92' 

102" 

13.6' 

Somce: Rob Harrison, Carlos Michel, and V K. S~ "Performance Characteristics of U.S. 
and Mexican Trucks" (paper presented at the Transportation Research Board 72nd Annual Meeting, 
Januarv 1993). 
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Table 3.10. U.S. and Mexican Truck Weight Limitations (lbs.) 

Truck 

Single Axle 
Front Steering Axle 

Tandem Axle 

TridemAxle 

Tractor-Trailor Type: 
5-axles 
6-axles 
7-axles 
8-axles 
9-axles 

United States 

20,000 

34,000 

42,000 

80,000 
80,000 
80,000 
80,000 
80,000 

Mexico 

22,000 
12,100 

39,600 

49,500 

91,300 
101,200 
135,300 
143,000 
171,000 

Source: Rob Harrison, Carlos Michel, and V .K. Sharma, "Performance Characteristics of U.S. 
and Mexican Trucks" (paper presented at the Transportation Research Boar~ 72nd Annual Meeting, 
Jan 1993 

There are substantial differences between Mexico and the United States in regulations determining 
legal truck dimensions (see Table 3.9). Most U.S. states allow the use of 53-foot trailers, which are illegal 
in Mexico. Mexican trucking firms fear they will be unable to compete with U.S. carriers utilizing large-
capacity trailers not presently in use in Mexico.140 

Disagreement over truck sizes and weights stems from dissimilarities in the regulatory structure of 
the two countries. For example, in Mexico, vehicle regulations are established by the federal government 
and are uniform among all states. In the United States, regulations are established at both the state and 
federal level, resulting in a lack of uniformity among states. NAFr A does not directly resolve the 
controversial issues surrounding size-and-weight regulations but leaves the matter to a working group that 
has up to three years to recommend standards.141 

To help resolve the dispute over sizes and weights, SCT intended to amend regulations effective 
July 1, 1993, which would reduce maximum loads for cargo trucks.142 This is an attempt by Mexico to 
make cargo weight limits similar to the United States in order to facilitate implementation ofNAFrA. 

New SCT regulations vary according to the type of road used and set clear weight restrictions for 
tractor trailer trucks pulling containers, .143 A tractor-trailer pulling two containers cannot exceed a 
combined total weight of 41 .8 tons when traveling on a two-lane federal or state highway. On a single-lane 
highway, maximum allowable weight falls to 36.9 tons, and, on small roads, cannot exceed 27 .8 tons.144 
Because of these new regulations, firms unable to purchase new equipment may be forced out of business, 
and their absence would lead to market concentration. 

Although Mexico is moving to reduce truck weights, concerns persist about heavy Mexican trucks 
using U.S. highways. Enforcement of the current U.S. size-and-weight regulations is lax. Law 
enforcement agencies have a difficult time trying to enforce the weight limit statutes because of the 
"magnitude of the job" and "absolute blatant disregard of the law by carriers." 145 A study done by the 
Texas Attorney General's Office states that overloaded vehicles threaten the public interest because 
overloading adversely affects the braking and handling abilities of trucks, increases the likelihood of 
equipment failure, and obstructs traffic.146 In most states, penalties for overloading trucks are so minor 
that they have become a price of doing business, amounting to a license to overload.147 
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To remedy the problem, the Attorney General's Office has undertaken a program to reduce the 
number of illegally overweight vehicles operating on Texas highways.148 The goal of this program is to 
correct the problems of overloading through civil cowt procedures. The attorney general can seek 
injunctive relief and damages from those who habitually operate illegally overweight vehicles. The 
program costs $500,000 to operatebut has collected over $2.5 million in fines and has reduced overloading 
on Texas highways. This in tum amounts to a reduction in road rehabilitation, vehicle maintenance costs, 
and accident rates.149 However, a problem exists in that the money collected is not used to repair the road 
that suffered the damage caused by the overloaded truck. 

Environmental Standards 

Under NAFfA, truck emissions standards will be harmonized according to future 
recommendations of the Automotive Standards Council.150 At this time, however, emissions standards 
have not been delineated. 

Beginning in 1994, U.S. environmental regulations will restrict the amount of sulfur that will be 
allowed in diesel fuel. Before U.S. motor carriers can enter the Mexican market, they must be assured that 
low-sulfur diesel fuel will be available in Mexico.151 According to a study conducted by Dr. Tim 
Giermanski at the Texas Center for Border Economic and Enterprise Development, a laboratory analysis of 
Mexican diesel fuel showed a sulfur content too high to meet U.S. standards.152 There is concern not only 
for sulfur's effect on the environment but also its effect on the life span of a truck engine. Mexican carriers 
wishing to operate in the United States will have to upgrade their engines to run on low-su1fur fuel. 

According to U.S. DOT official Nancy MacRae, Mexico has pledged to meet U.S. emissions 
standards. However, MacRae cites an insufficient supply of low-sulfur fuel at Mexican truck stops as a 
potential stumbling block in meeting these standatds.153 Mexico City, Guadalajara, and Monterrey 
already have strict emissions standards in place and will enforce them through spot roadside inspections. 

It will be difficult for Mexican motor carriers to adhere to U.S. emissions standards if their 
equipment cannot accommodate the low-sulfur fuel. Mexican motor carriers do not have enough capital to 
buy new e.quipment and perform necessary maintenance, let alone buy new engines that meet U.S. 
standards. The difference in equipment and fuel quality between the United States and Mexico will pose 
problems for the harmonization of environmental standards. 

Wages 

Mexican cross-border trucking firms are required by international agreement to employ drivers 
licensed by the SCT to operate commercial vehicles across the border and on U. S. highways. These 
drivers, because of their skills and licenses, earn the highest wages among Mexican truck drivers, typically 
20-percent higher than drivers in other parts of Mexico. According to a survey done by the American 
Embassy in Mexico City, drivers in the north of Mexico make anywhere from 40 to 55 dollars per day .154 

In Mexico, truck drivers are paid in a variety of ways: per-kilometer, as a percentage of the value 
of the freight bill, on a per-trip basis, on a salaried basis, or through a combination of these. The 
multiplicity of salary schemes coupled with variance among different regional labor markets makes it 
difficult to determine wages of truck drivers precisely. Mexican drivers involved in international trade, 
however, are paid at rates well above the seven dollars per day Mexican minimum wage, although they 
probably receive less in compensation than their U.S. counterparts. 

Conclusion 

The trucking industry in the United States has become increasingly efficient and sophisticated. 
Complex intennodal networks involving trucking firms, railroads, ports, and airports have become 
standard. Liberalized trade has stimulated interest on the part of U.S. trucking finns in the Mexican 
market. While U.S. carriers still feel considerable trepidation about sending equipment into Mexico, they 
are more willing to do so in order to extract benefits from the opening market south of the border. Potential 
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gains from NAFf A have intensified the struggle to penetrate the Mexican market U.S. firms that have 
developed linkages to Mexico will have the inside track to a strong new growth market 

In the wake ofNAFfA negotiations, U.S. motor carriers are concerned about free trade and its 
implications for their industry. They cite inequities in the agreement such as longer phase-in periods for 
U.S. investment in Mexican trucking firms and restrictions on U.S. ownership of terminals. Also of 
concern are wage differentials and disparate cross-border access between U.S. and Mexican trucking firms. 
Mexican earners cwrently enjoy greater access to U.S. commercial zones than their U.S. counterparts have 
in Mexico. This inequity will not be addressed until the third year of NAFI' A, when reciprocal access takes 
effect. The American Trucking Associations has raised questions regarding the fairness of the agreement 
given those inequities. Nancy MacRae defends the fairness of the document, noting that it reflects the 
"relative strength of the three countries" and was formed as a result of "three positions of self interest." 155 
While the agreement may initially favor Mexico, the U.S. motor carrier industry is in a position to dominate 
the Mexican industry in the long run. Mexican carriers do not have the capital or equipment that the larger 
U.S. carriers have. The U.S. motor carrier industry stands to gain substantially from completion ofNAFfA 
despite some imbalance in the agreement 

The Mexican motor carrier industry historically has been fragmented, informal, and 
undercapitalized. Heavy government regulation not only created this condition, but inhibited the 
development of competitive and efficient services such as door-to-door and just-in-time delivery. Mexican 
for-hire carriers are generally small in sire, unaccustomed to a competitive environment, and saddled with 
old equipment As a result, Mexican trucking firms have hindered Mexican international economic 
competitiveness. 

As part of President Salinas' modernization plan, the Mexican motor carrier industry was 
completely deregulated in 1989. Since then, the trucking industry has changed significantly. Government
levied tariffs, restrictions to market entry, and baniers to development of services were abolished. As a 
result, new patterns of growth and new compositions of trucking fleets have appeared and trucking firms 
have improved services. Such evolution is promising, although the Mexican motor carrier industry is still 
in a developmental stage compared to the U.S. industry. When the effects of deregulation have been fully 
felt, many small carriers will have been driven out of business or absorbed, while medium and large carriers 
will either merge or improve methods of operation. 

The massive changes wrought by deregulation and market forces have left Mexican truckers with a 
grim outlook towards open trade with the United States. Still adjusting to domestic deregulation, most 
motor carriers feel overwhelmed at the prospect of competing with established U.S. trucking firms. Of 
special concern is the issue of equipment since U.S. firms have considerably larger and more modern fleets 
than do their Mexican counterparts. Under the current situation of transborder hauling via interchange 
agreements, Mexican carriers consider themselves to be subcontractors to U.S. carriers. They fear this 
trend might continue or even worsen with the implementation of NAFI'A. Nevertheless, some Mexican 
carriers perceive that there are opportunities to be realized from opened trade and will seek to benefit from 
them. 

Even though NAFI'A is often heralded as creating free trade in North America, it is in fact replete 
with restrictions and reservations that binder the movement of goods and services. A number of problems 
both internal and external to the agreement must be resolved if gains are to be realized in transportation 
efficiency. The barriers to truly free trade are restrictions in the agreement itself, as outlined in the 
investment and territorial access provisions, and uncertainty due to as yet unharmonized standards. To 
review existing standards and discuss harmonization, NAFrA establishes a review committee to monitor 
implementation of the agreement Not only does the review committee perform monitoring activities, it 
also provides a forum for consultation and cooperation between the different parties involved.156 Unless 
accord on standards is reach~ obstacles to free trade will remain. The agreement is, however, a 
significant step in the development of a U.S.-Mexican industrial partnership. 

The motor carrier industries in both the United States and Mexico have undergone significant 
changes in their respective countries following deregulation. Now both markets are confronted with 
additional uncertainty. NAFI'A will allow Mexican and U.S. motor carriers access to new markets, 
exposing each to unfamiliar competition. Adapting to such circumstances is not easy, particularly when 
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the rules are either not completely defined or the defined terms are perceived to be unfair. Mexican 
truckers fear the greater capital of the U.S. firms and the superior services they offer. U.S. motor caniers 
are concerned that low Mexican wages and unequal access will allow Mexican motor carriers to benefit 
from unfair advantages. But most of all, both sides are afraid of change. New rules of the game can be 
expensi~ confusing, and threatening to a stable bllsin~. However, increased competition will help the 
North American·economy if a more efficient trucking network is the result IfNAFfA creates 
unacceptable inequities, then these concerns should be addressed by the review committee. NAFrA is not 
a perfect document, but it does provide a framework for open trade and a forum for dispute resolution. 
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Chapter 4. Rail Systems 

Introduction 

As trade between the United States and Mexico has grown, railways have experienced increased 
traffic flows. The primary U.S. rail carriers doing business with Mexico are pursuing different 
combinations of partnerships to position themselves to benefit from increased trade with Mexico. Such 
partnerships include rail-rail, rail-trucking, and even rail-barge combinations. 

Following an overview of the Tex.as rail system, this chapter provides case studies of the Union 
Pacific Railroad, Burlington Northern Railroad, Southern Pacific Lines, and the Atchison, Topeka and 
Santa Fe Railway. The case studies examine existing operations and partnerships, new rail programs and 
projects, and potential growth markets and opportunities for trade under NAFf A. The Mexican rail system 
is addressed in a similar fashion, with specific emphasis on the changes now taking place as a result of 
increasing cross-border trade. The Mexico portion of the chapter focuses on the structural change program 
underway within the Mexican national~ Ferrocaniles Nacionales de Mexico(FNM). 

Railroads in the United States 

To understand the potential impact ofNAFrA on Texas railroads, it is necessary to examine the 
major players interested in expanding service to Mexico and the smaller railroads assisting in these efforts. 
The major players in the railroad industry are identified as Class 1 rail carriers. In 1991, Class 1 rail 
carriers were those generating at least $96 million dollars in revenue. In the United States, only 2 percent 
of all rail carriers are identified as Class l , but they account for 75 percent of all track mileage. 
Furthermore, Class 1 railroads employ 89 percent of all rail workers and account for 91 percent of all 
freight.I 

Description of Texas Railroads 

Seven Class 1 railroads serve the state of Texas, operating over 11,000 miles of Tex.as track.2 The 
four Class 1 carriers that have gateways to Mexico are the focus of this chapter: Union Pacific (UP), 
Burlington Northern (BN), Southern Pacific (SP), and the Atchison, Topeka and Santa Fe (Santa Fe) (see 
Table 4.1). Of these four carriers, UP generates the largest volume of business. UP's revenues from its 
operations in Mexico amounted to $250 million in 1991, an increase of 18 percent from 1990. 

For the most part, Class 2 and 3 railroads are not directly involved in the transport of freight to and 
from Mexico. Two small railroads are notable exceptions and play a significant role connecting Texas 
shippers with the major rail companies. These are the Texas-Mexican Railway (Tex-Mex) and the South 
Orient Railroad (SO). 

Important Short Line Railroads 

1be Texas-Mexican Railway connects Corpus Christi with Laredo. Tex-Mex is a subsidiary of 
Transportaci6n Maritima Mexicana and shares a rail bridge over the Rio Grande with Ferrocaniles 
Nacionales de MCxico.3 1brough a strategic alliance with Tex-Mex, Southern Pacific uses Laredo as one 
of its gateways to Mexico. Tex-Mex, only 157 miles in length, is an important short line railroad because it 
connects the Laredo crossing with a seaport. This connection increases the amount of rail traffic destined 
for Mexico. 
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Table 4.1. U.S. Railroad Profiles, 1992 

UP BN SP Santa Fe 
Miles of track 

In Texas 3,193 1,226 3,222 2,555 
All U.S-. main line 14,563 n.a. 1Zl43 7,800 

U.S. Equipment 
Locomotives 3,065 2,340 Z064 1,861 
Freight cars: 
Covered hoppers 23,049 34,167 7,998 13,141 
Boxcars 18,279 9,369 11,584 7,413 
Gondolas 10,686 6,376 3,360 3,005 
~ 8,868 3,742 14,583 7,989 

U.S. Employees 27,950 31,760 20,438 13,991 

Texas Operating R.e'ftlllleS S698A32* $198,000* 636,000 $538,669 
(in $1,000's) 

Tens Freight traflic 
Tons of revenue freight 80,359* 35,654* 67,500 69,574 
(OOOs) 
Ton-miles of 23,849,156* 11,000,000* n.a 20,054,222 
revenue freight (000s) 

n.a = figures not available 
* = 1991 figures 

Sources: Union Pacific Corporation, AmwaI Re-port 1991; Union Pacific Railroad, AmwaI 
Report to IM lnterstat.e Commerr:e Commission; Burlington N~ Burlington Northern 1993 Facts; 
American Assn. of Railroads, Analysis of Class 1Railroads, 1991; State Statistics- Texas, 1991; facsimile 
from John G. crer-Mexico. Atchison,~ ka and Santa Fe Railwa • A . 30, 1993. 

The South Orient line is a Cass 3 railroad in Texas that rans from San Angelo Junction to 
Presidio. In 1991, SO Wti pmchased from the Santa Fe for $5.5 million, of which $3 million was 
contnl>uted by the state ofT~.4 SO is positioning itself to gain a market share of the 1.2 million head of 
cattle tba1 cmrendy cross the bordel' at Presidio by motor carriex. SO would like to load cattle at San 
Angelo and transport them by rail to their Mexican buyers. 5 Under contract, Santa Fe hauls SO traffic 
between Forth Worth and San Angelo and charges a flat rate for each car. SO has an agreement with 
Burlington NOl'tbml in which SO locomotives pull BN rolling stock to the Mexican border at Presidio. 
This arrangement gives BN its own land connection with Mexico, thus increasing the number of carriers 
offering service to Mexico. FNM' s installation of continuous welded rail and concrete ties between 
Ojinaga (opposite Presidio) and Clllhuahua has enhanced this link to Mexico. 6 

Traffic and Commodity Data 

Rail is a significant transportation mode linking Texas and Mexico. In 1990, rail accounted for 36 
percent of United States-Mexico southbound trade by tonnage, but only six percent of northbound trade.7 
By carload, the top five categories of commodities carried by railroads in Texas were miscellaneous mixed 
shipments, cbemicals and allied products, coal, farm products, and transportation equipmenL The top five 
categories by tonnage are chemical and allied products, ~ faun products, food and kindred products, and 
nonmetallic mincnls except fuels (see Table 4.2). 8 These categories of commodities reflect the 
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Railroad 

Union Pacific 

Burlington 
Northern 

Southern Pacific 

The Atchison, 
Topeka and 
Santa Fe 

Table 4.2. Top Five Commodities of 
Revenue Freight Originating in Texas, 1990 

Commodity Carloads 

Chemicals and allied products 154,071 
Nonmetallic minerals exc fuels 53,303 
Food and kindred products 42,318 
Stone, clay, glass and concrete products 22,842 
Petroleum and coal products 24,198 

Chemicals and allied products 19,263 
Food and kindred products 21,982 
Farm products 12,184 
Petroleum and coal products 4,386 
Primary metal products 2,334 

. Chemicals and allied products 130,563 
Nonmetallic minerals exc fuels 39,117 
Petroleum and coal products 20,815 
Waste and scrap metal 12,411 
Primary metal products 10,398 

Nonmetallic minerals exc fuels 30,730 
Chemicals and allied products 37,263 
Farm products 29,234 
Stone, clay, glass and concrete products 16,388 
Food and kindred products 18,225 

Source: State Statistics-Texas, 1991. 

Tons 

13~48,691 
5,155,408 
2,160,705 
1,810,256 
1,806,540 

1,377,016 
1,070,994 

969,181 
241,823 
151,079 

10,989,479 
3,075,656 
1,566,716 

877,943 
850,583 

2,959,419 
2,718,962 
2,369,478 
1,409,723 

953,466 

competitive advantage that railroads have in carrying bulk items and making comparatively longer hauls 
than trucks. 

Texas-Mwco Gateway Characteristics 

There are five major rail gateways between Texas and Mexico: Brownsville, Laredo, Eagle Pass, 
Presidio and El Paso. Both Union Pacific and Southern Pacific have gateways at Brownsville. UP carries 
approximately 2,000 carloads per month of general merchandise and steel through this gateway, while SP 
hauls 1,500 carloads per month of grain, feed, and soybeans.9 SP hauls 2,300 carloads of automotive 
products each month through the Eagle Pass gateway. Auto parts are carried into Mexico; assembled 
vehicles are shipped north. I 0 At Presidio, Burlington Northern through South Orient has been slow to 
develop service to Mexico. However, the eventual goal is to carry livestock, grain, auto parts, and other 
commodities. I I UP, SP and Santa Fe all use the El Paso gateway. SP handles 1,800 carloads a month, 
mostly on double-stack trains transporting a variety of products such as electronics and clothing. Santa Fe 
runs three trains a week through this gateway, hauling auto parts south and assembled automobiles north. 
UP is a minor actor at this gateway, hauling approximately 500 carloads of general merchandise per 
month.12 

At Laredo, Union Pacific is by far the dominant carrier. UP handles 65 percent of its U.S.-Mexico 
rail traffic through its Port Laredo facilities 17 miles north of the city. Each month, the railroad hauls 
15,000 carloads of auto parts and general merchandise through this gateway. Though its partnership with 
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American President Lines (APL), UP carries commodities six days a week on double-stack trains.13 SP, 
through the Texas-Mexican railway, also operates at Laredo. The partnership between Tex-Mex and SP 
transports 4,000 cars per month. Grain comprises 60 percent of SP's shipments, while the remainder 
consist of steel, paper and chemicals.14 

Union Pacific 

Because of management problems hampering the profitability and efficiency of Union Pacific 
Railroad, Michael H. Walsh, UP's chairman from 1986 until 1991, initiated a major overhaul of the 
company. Since 1987, reforms have eliminated six layers of management and decentraliz.ed decision
making authority. Over the last seven years, UP has reduced employment 32 percent and has spent $3.8 
billion on internal improvements including new locomotives and a dispatching center.15 

UP currently has 140 employees in 38 project teams, working to develop trade opportunities with 
Mexico. UP is ready to take advantage of a market that it expects to grow at 15 percent a year. Projected 
revenues derived from business in Mexico are estimated at $301 million for 1992. In 1991, UP's transport 
operation amounted to 191,000 carloads. That figure is expected to rise to 398,000 carloads by 1996.16 

The UP international customer service center (ICSC), located in Laredo, provides customer service 
for those transporting Mexico-bound freight. The ICSC serves the Laredo, El Paso, and Brownsville 
gateways.17 

One northbound and southbound UP train per day pass through the El Paso-Ciudad Juarez 
gateway. At El Paso, two yards contain trailer-on-flatcar (TOFC) facilities with track and parking capacity 
of 12 cars and 45 trailers, respectively. The main yard has 16 tracks and a 420-car capacity, and an 
international yard has 10 tracks and a 313-car capacity. PNM interchanges freight traffic with UP in the 
international yard, owned jointly by UP and sp.18 

Five trains run daily though Laredo, which is the largest interchange point with Mexico. The 
Laredo facility has 25 tracks, a 1,100-car capacity, and TOFC facilities with two overhead cranes. UP 
serves approximately two-thirds of the industries that use rail transport in Laredo, including five of Laredo's 
industrial parks. The Laredo gateway is the sole rail border crossing capable of carrying rail cars weighing 
279,000 pounds gross weight 19 

The Brownsville-Matamoros gateway serves one train per day. It also has TOFC facilities, with a 
16-car capacity, an 80-trailer parking capacity, and no crane. The entire yard has 6 tracks with a 250-car 
capacity. All rail traffic traveling between the United States and Mexico through this gateway crosses the 
Brownsville and Matamoros Bridge, which UP and PNM own jointly .20 

UP has formed alliances with two highly respected nucking firms. In March 1992, UP and J. B. 
Hunt Transport announced that they would provide door-to-door intennodal service at both UP' s Memphis 
and Chicago ramps. Goods originating at these ramps can now proceed to the Port Laredo intermodal 
facility. This service is a new intermodal link with Mexico different from Hunt's already established direct 
service from Chicago to Mexico City operated in conjunction with Mexican motor carriers.21 

Another promising partnership was finalized in September 1992 with Schneider National, the 
largest U.S. nuckload carrier. This intermodal alliance creates links to Northern California and the Pacific 
Northwest along with UP's existing connections in Texas and Mexico. UP provides trailer-on-flatcar 
service for both 48- and 53-foot trailers. The partnership gives Schneider access to Mexico, while 
providing UP with a new revenue source. 22 

Anticipating congestion at the Pantaco rail yard in Mexico City, UP plans to consnuct its own 
intermodal yard at Huehuetoca, just north of the Mexican capital. The Huehuetoca facility will enable UP 
to handle the TOFC freight generated by partnerships with J. B. Hunt and Schneider National. UP expects 
to attract a sizable share of the intermodal traffic that enters Mexico. The Huehuetoca facility should begin 
operation between October 1994 and April 1995. UP, FNM, Terminales Mexicanas de Carga (a terminal 
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operations company), and a group composed of three major Mexican trucking firms will all share the cost 
of constructing the facility, estimated at between $10 and $12 million. The yard will help meet the growing 
demand for intermodal services and ease the burden at Pantaco, which transfers approximately 60,000 
intermodal units per year.23 

The Umon Pacific has made significant strides in trade with Mexico. Since 1984, UP has offered 
five-day service from Chicago to Mexico City. In January 1990, a faster means of processing customs 
paperwork, despacho previo, was instituted by Mexican Customs at the Laredo gateway, reducing UP' s rail 
congestion during freight traffic interchanges. A double-stack run-through service called the ''Double 
&gie" was initiated in February 1991 between Chicago and Mexico City. 24 This route boasts advantages 
of being 15-percent shorter and 25-percent faster than other rail companies' lines.25 By early 1992, this 
route had decreased transport times from five to four days.26 In July, FNM contracted to install a UP 
computer system that allows car-tracing capabilities.27 In the fall of 1989, FNM began leasing UP 
locomotives. 28 

In December 1991, UP established a new program which set comprehensive daily rates for the 
lending of rail cars. In the past, UP would collect payment for use of UP system and foreign line cars from 
FNM. FNM would traditionally frustrate rail carriers with slow payment To counter this practice, UP now 
waives rental charges to the FNM and collects fees directly from the Mexican receiver at the border, 
usually through a customs broker. The result has been lower and more stable transport prices, and a greater 
willingness of car owners to allow their equipment to operate in Mexico. 29 

In August 1992, FNM and UP established through rates. Through rates allow UP to set a 
comprehensive price for an international shipment into Mexico. Formerly, UP had only offered rates that 
covered shipment from inside the United States to the border. FNM offered a separate rate that paid for 
shipment from the border to a final destination in Mexico. Often when FNM needed to increase revenues, 
it would arbitrarily allow shipping rates to soar, thereby strapping U.S. rail transporters.30 Several 
impediments had to be overcome to offer through rates, including developing computer software that could 
support through rates, creating_ a Mexican business entity (UP de Mexico) that would allow Mexican 
customers to pay freight, and determining the division of revenues between UP and FNM. 31 

UP anticipates significant southbound trade increases if NAFT A creates easier access to the 
Mexican market Maquiladoras and other Mexican industry present railroads with a large market for 
southbound parts shipments. UP also sees promise in Mexico's newly implemented strategies to combat its 
pollution problems. The railroad would like to transport clean burning coal south of the border from 
Wyoming's Powder River basin to aid Mexican industry in these efforts.32 UP executives believe that 
greater demand for grain, intermodal transportation, freight shipments, and consumer products also will 
spur more southbound shipments. 33 

Since many rail cars return north empty, it is welcome news to UP that market access brought 
about by the trade agreement will help promote shipments of steel and cement from Mexico. 34 With the 
advent of refrigerated rail cars and Mexico's abundant agricultural output, backhauls with food products are 
a possibility. UP sees transport of dangerous substances as a potential market because disposal of 
hazardous waste is a problem that Mexico is encountering in ever-increasing proportions. 35 

Differences between U.S. rail carriers and FNM hamper the continued development of further 
joint ventures. Historically, U.S. rail companies have found it difficult to work with FNM since, as a public 
entity, it lacked a profit motive. As FNM seeks to modernize its operation, UP and other foreign companies 
have offered to make available their own expertise. It will take time for FNM to adapt to a market 
orientation. 36 

Burlington Northern 

The Burlington Northern Railroad operates the longest North American rail system with 25,000 
miles of track that extend through 25 states and 2 Canadian provinces. 37 It ranks first in average length of 
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haDl per loaded car (766 mia), second in carloads originatal (3,691,396). second in carloads canied 
(4,300,000), fifth in freight cars owned or leased {W,000+), and third in locomoli~ in service {2,327).38 
his also the largest transpcxter of grain in the Western Hemisphere, moving almost 41 million tons in 
1991.39 

-
Despite its statm as the nalion's largest~ at present, Burlington N01tbean's Mexican 

services do not matdJ its prominence in the U.S. rail industry. BN is the only western Cass 1 railroad that 
does not possess a line that directly oonnects to the Mexican border. Nevatbeless, the company bas sought 
ooopciative mangements that will give it greater access to the Mexican marlcet. Examples of these 
ammgements are the Protcxa Burlington Intemational (PBI) rail-barge service, the Jand crossing at Presidio 
with SO and~ and an inbmlOdal hub in Houston at which goods will be transferred to trucks and 
driven ovec the border to Monfm'ey. Since FNM bases its rates on mileage. BN cannot be competitive 
solely by rail to Montr:aey since both UP and SP (using Tex-Mex from Corpus Ouisti) can cross at Laredo 
and dms have lower I31eS due to poximity. 

The overland CODDCdion at Presidio, established through an agn:ement with SO and~ is 
called El Vaqur:ro.40 SO bandles BWs traffic from San Angelo Junction to Presidio, Texas. BN sets a 
shipping I3le from 1be point of OOgin to Presidio, of which SO gets a percentage. SO is considering 
extmding its line from San Angelo Junction to Fort Worth to better serve BN. El Vaquero gives BN a 
shorter route than any other U.S. raihoad into Orihnahua, an imponant Mexican industrial center.41 Using 
this~ BN can carry grain, autDmobilcs and automobile pans, petrochemicals, lumber, fresh and frozen 
food, mining products, and intermodal contaiJJels.42 

Additional invcshueut would imptove BN's secvice through the El Vaquero connection to Mexico. 
The Presidio aossing needs a aane to load and unload double-stack trains. Also, a new customs facility 
near the rail aossing is needed. The present custm>s f.acility is located at the truck aossing and is thus too 
far away 10 save the rail cromng. The railroads need a customs facility that can immediately process the 
trains bound for Mexico.43 

BN ~formed a partnasbip with SP and FNM to carry apples and pears from the U.S. Pacific · 
Northwest to Montr.ney, Mexico. BN will carry the fruit from WmdJington State to Fort W~ at which 
point SP will haDl 1be fruit to F.agle Pass. There, SP will switch the sealed cars to an FNM passenger train, 
which traDspol1S them to a Monta:rey rail yard Trucks will then haul the fruit to Mexico City, whee the 
cargo will be inspectal upon arrival. Sun Country, the shipper in this arrangement, hopes to generate 
northbound traffic as well. The company pJans to have the cars loaded with fro7.e11 vegetables and juice 
concentrate for the retmn trlp.44 

The Protcxa Burlington lnm:nalional rail-barge service is anodler method by which BN can ship 
goods to Mexico. PBI is a 50-50 partnership between BN and Grupo Protexa S.A. de C.V., a Mexican 
marine ttansportation company. 1be PBI senice was conceived as a means of transporting unit trains of 
grain to Mexico. At the Port of GalveslDn, the unit train is loaded onto a rail barge that is pulled by 
togboaL Protexa hauls the barge to the Mexican port of Coatzacoalcos, where FNM then delivers the cargo 
by rail to i1S final Mexican destination. This ammgement bas caught the in~ of the C-anadian National 
.Railroad {CN). CN bas signed an agreement with BN, FNM , and PBI that will allow for seamless 
transportation of freight among the three countries. 45 This oooperative amngcment is the first such 
agreement involving railroads from Canada, Mexico, and the United Statcs.46 

Items oda- than grain can be tnmsporu:d using PBL Limitations to the scope of PBI service are 
balge capacity and the need to use cooq.atible cars. BN wei~ various criteria to detcnnine whether to use 
PBI or El Vaquero. PBI pimarily will service the Mexican inttrior while E Vaquero will serve northern 
Mexico. Either service can access areas in between, depending upon cost, equipment availability, 
profitability, and season.. 47 Consttuction problems at Coat7.acoalcos delayed BN's use of its rail-barge 
service. the company began operations in 1993.48 

BN is not planning to invest in equipment to increase trade, but is eslablishing cooperative 
agreements, mostly service contracts, with mo10r carriers and intermodal firms. BN is intaested in 
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establishing intermodal hubs in Mexico, with Chihuahua likely being the first site. BN intends to finance 
an intermodal management team to supply the necessary equipment and services. BN would control the 
facility, but a U.S. intermodal firm and its Mexican partner would manage most standard operations. The 
hub would be capable of handling double-stack trains and could serve other railroads as well. BN hopes to 
capture mi.zquiladora business through the Chihuahua intermodal center, since most of the rnaquiladoras do 
not have direct access to a rail spur. BN hopes to be able to use intermodal facilities near Mexico City 
(Panteco) and have the Chihuahua hub operating beginning in 1993.49 

BN anticipates large growth in grain shipments, one of the company's traditional strengths. BN 
hopes to carry Mexican-made Nissan cars to Canada, LPG (liquefied petroleum gas) from Alberta to 
Mexico, forest products and paper from the Pacific Northwest to Mexico, and low-sulfur coal from 
Wyoming's Powder River basin to Mexico's new plants outside Mexico City. As the only U.S. railroad 
with direct access to Canada and Mexico, BN should benefit from NAFI'A.50 

BN also stands to benefit from the lifting of grain import barriers provided for in NAFr A. 
Presently, Mexico requires certificates of origin for grain imports. Even though grain is certified when it 
passes U.S. sanitary standards, Mexican Customs must still inspect it even when cars have been sealed. 
Moreover, the ad-valorem tax applied during certain seasons in Mexico will be removed. 51 

BN could benefit if NAFfA expedites customs procedures. Once a bill of lading has been issued, 
the shipper notifies its U.S. freight forwarder to begin the customs process. The shipper faxes or uses 
overnight delivery companies for the necessary documents. The freight forwarder contacts the Mexican 
customs broker who is responsible for filing proper documentation with Mexican Customs. Mexican 
Customs requires that shippers supply original documents. Fulfilling this request can be difficult, 
especially at Presidio-Ojinaga, which is four hours from the nearest airport. Presidio-Ojinaga's 
inaccessibility adds approximately two to three days to shipping time. 52 

Whereas U.S. Customs tends to focus its inspections on suspicious carriers and cargo, Mexican 
Customs uses a random selection process. The recent wholesale replacement of customs staff by younger, 
less corrupt officials has had the effect of a more "by the book" approach being used by Mexican 
Customs.53 

Traditionally, goods have been shipped FOB (free on board) to the border where the recipient has 
negotiated rates to be charged by FNM. U.S. railroads would prefer to establish a pre-determined rate 
schedule with FNM so that their customers would receive only one bill. One problem with issuing a single 
bill of lading for a shipment to Mexico is that a I 0-percent Mexican transportation tax would then apply to 
the entire through rate. In addition, there is no revenue division agreement between FNM and U.S. 
railroads as there is with Canadian railways. The agreement with Canada does not face the similar cmrency 
fluctuation that an agreement with Mexico would entail. 54 

Characteristics of rail infrastructure in Mexico pose additional difficulties for BN and other U.S. 
railroads. Double-stack trains can be used on the entire route to Mexico City. Due to the low tunnel 
clearances on the railroad running to Topolobampo, however, rail carriers must use a smaller double-stack 
or single-stack train.55 

BN has had difficulty, as have all U.S. railroads, tracking the location of its cars traveling in 
Mexico. Union Pacific is helping FNM to develop a computerized tracking system that would benefit all 
railroads with rolling stock in Mexico. Currently, railroads must rely on visual confirmation for 
determining location. There is concern, however, about the effectiveness of an information system, given 
the poor performance of the Mexican telephone system. 56 

BN has reservations about the consistency of FNM service. For customers, reliability is often the 
most important measure of efficiency. While shorter transit times may be preferable, at a minimum, 
railroads must provide consistent service. FNM' s lack of automation and equipment pose a challenge for 
developing predictable service. 57 
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Southern Pacific Lines 

Southern Pacific has been planning for increased trade with Mexico by creating a 33-member 
Mexico f.ocus group to develop this aspect of its operations. 58 Half of the group are sales personnel that 
the company ~ stationed in Mexico-more than any other U.S. railroad. The sales personnel help 
customers order equipment, negotiate prices, and trace cars.59 These efforts appear to have paid off: In the 
first half of 1992, SP cross-border traffic reached a volume of74,000 cars, a 45-percent increase over 
1991.60 

SP is in a good position to benefit from trade liberalization with Mexico, particularly with 
NAFI'A. SP officials believe that the company will benefit more than any other U.S. railroad because it 
has the most gateways into Mexico.61 Moreover, business with Mexico accounts for eight percent of SP's 
total carload volume. 62 

Southern Pacific holds a unique position among U.S. railroads doing business in Mexico. It has 
acquired a minority interest in Ferropuertos, S.A. de C. V ., a Mexican company that is developing 
distribution centers throughout Mexico. There are plans for four facilities that would handle imported 
grain, food, and consumer products, as well as manage the export of minerals and industrial and agricultural 
products.63 Ferropuertos will locate these "railports" in Torre6n, Monterrey, Celaya, and a fourth 
undetermined western city. 64 Each of the railports would have its own customs inspectors, allowing 
goods to be shipped from the United States in sealed containers and inspected upon anival in Mexico, 
bypassing congestion at the border. 65 

One indication of the growing role SP plays in trade with Mexico is the recent signing of an auto 
parts contract with General Motors, formerly held by UP. Rail service for GM represents a diversion of 
cargo from the trucking industry. SP will serve GM plants in Mexico City and Ramos Arizpe near 
Monterrey.66 The new contract should account for 21,000 carloads annually, using boxcars, autoracks, and 
double-stack containers. 67 

Two developments have facilitated SP' s transborder trade. In conjunction with FNM, SP offers 
the despacho previo program, the process by which Mexican Customs pre-clears southbound rail shipments 
at each of its gateways. Under the despacho previo program, SP cars bound for Mexico are expedited for 
border crossing, reducing delays. 68 SP customers can receive a single invoice, or through rate, for a 
shipment originating in the United States and bound for Mexico. SP currently offers through rates for 
TOFC shipments that go through its El Paso gateway but hopes to expand this service to double-stack 
shipments for all gateways. 69 

Atchison, Topeka, and Santa Fe Railway 

The Atchison, Topeka, and Santa Fe Railway Company (Santa Fe) is a major Cass 1 railroad with 
over 2,500 miles of track in Texas.70 Its track system is clustered in the south-central United States, 
extends to the western United States, and stretches south to Texas. Even though Pacific Rim trade 
generates much of Santa Fe's business, the railroad has long been active in Mexico and should benefit from 
NAFTA. In 1990, Santa Fe's operations in Mexico earned the company $100 million in revenue, which 
has grown in subsequent years. 71 

El Paso is Santa Fe's major Texas-Mexico gateway, and the railroad works with three of the four 
quality distribution centers there. 72 These centers are warehouses and crossdocks at which rail and motor 
carriers interchange. Quality distribution centers can also store freight for customers who wish to have a 
supply of goods close to their fmal destinations, ready to move at short notice. 73 

Santa Fe also offers an international double-stack service, called Azteca, in conjunction with the 
Rail-Bridge Corporation and FNM. Santa Fe receives containers in California from the Pacific Rim, and 
ships them to Mexico City through an interline agreement with FNM. In Mexico City, the containers are 
reloaded and cany goods destined for the United States or the Pacific Rim.74 
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At El Paso, Santa Fe has an intermodal yard with ample space to accommodate expected growth 
through the end of 1994. In 1992, the Ford Motor Company, a major source of Santa Fe's business in El 
Paso, shipped 24,000 trailers. Santa Fe would like to expand its facilities at this gateway and has 
considered constructing new facilities 15 miles west of El Paso in Santa Theresa. The state of New 
Mexico would establish a port authority at this location to oversee Santa Theresa' s operation. The Santa 
Theresa facility would provide New Mexico with a rail crossing into Mexico and Santa Fe with easily 
expanded facilities. 75 

El Paso's intermodal facilities have four "strip" tracks that have space for nine rail cars each. 
There is enough room in the intermodal yard to park 205 trailers. A satellite yard has space for an 
additional 350 trailers, thereby accommodating 555 trailers at once. In March 1993, this yard handled 
4,700 trailers.76 

The El Paso facility can process 400 cars per day and has an aggregate capacity of 712 cars. This 
yard typically exports shipments totaling 1,200-1,500 cars per month between January and August, when 
U.S. grain is exported to Mexico. During this 8-month span, total El Paso traffic, which consists of exports, 
imports, and local shipments, amounts to more than 2,000 cars per month. 77 

Santa Fe expects to see growth in the transportation of chemicals, plastics, forest products, and 
waste.78 The importation of refined grain and animal by-products into Mexico is expected to increase. 
Santa Fe anticipates an increase of craft paper, printing paper, and liner board from Mexico.79 

International intermodal service is an area that could generate substantial revenue for Santa Fe. 
The railroad provides intermodal service for freight originating in the Pacific Rim bound for the mid
westem United States. Santa Fe has captured the intermodal business on the Los Angeles to Chicago route 
by undercutting UP's transit time by nearly a day.80 In 1989, Santa Fe obtained no revenue from 
intermodal service to Mexico. But in 1992, the railway handled 30,000 intermodal units in EI Paso, 
producing $40 million in revenues. 81 

The Quantum service, a partnership established between Santa Fe and J. B. Hunt, provides 
intermodal service and produces ten percent of Santa Fe's intermodal business. The partnership expects this 
service to grow by 30 to 40 percent each year. 82 

Santa Fe has fewer freight cars than UP or SP and therefore must accommodate its customers by 
providing comprehensive quality service. 83 Santa Fe has a history of applying new technology. In 1977, 
the railroad developed an articulated flatcar that produces less lateral sway than previous cars, thereby 
reducing damage to freight and resulting in fewer insurance claims. 84 The articulated flatcar has a low 
center of gravity, cuts wind resistance, and hence moves freight efficiently. 85 Besides this innovation, 
Santa Fe has designed. new trailers and containers that facilitate customs inspections. 86 

Santa Fe management observed that the centralized railroad companies have low operating costs. 
To lower its own operating costs, Santa Fe has begun to consolidate its layers of management from seven 
bureaus to one at Schaumburg, Illinois. 87 The railway will also locate its customer service center there, 
providing one-stop shopping as well as freight monitoring for the entire system. 88 

Summary of the U.S. Rail System 

Each U.S. railroad described above has the potential to make Mexico a significant source of 
freight revenue. These railroads are pursuing various modal partnerships to capture what promises to be an 
important market. Of particular interest are partnerships between short-line and Class 1 railroads. The 
Tex-Mex Railway and the South Orient Railroad play pivotal roles in the strategies of Southern Pacific and 
Burlington Northern, respectively. The state of Texas, with five rail gateways into Mexico, is well 
positioned to take advantage of increasing rail trade. 
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Railroads in Mexico 

Private companies, through government concemons, built the majority of the original railroad 
system in Mexico. In 1937, the government nationaliz.ed the railroad system and, since that time, 
Ferrocariiles N~onales de Mexico has· been the agency in charge of its opaation and managemenL By 
the 1970s, Mexico's rail opaations had become largely obsol~ A lack of modem equipment, problems 
with the infrastructure, inefficient maintenance programs, and an ineffective opaations system all plagued 
the rail system. Mexican economic policy did not favor the modernization of rail opaations and led to a 
furthe:c decline in traffic and service levels. 

This section examines FNM' s operational status along with its plans to modernize and improve 
rail service. An inventory of the equipment, track. and cargo is presented. The section then desaibes 
FNM' s Structural Change Program by focusing on three main areas: opaations, privatizatio~ and 
commercialization. The intent of this program is to transform FNM into an efficient and profitable 
enterprise that can take part in the sweeping economic changes in Mexico. 

Drscription of Equipment and Railway 

Locomotives and Rolling Stock 

Despite Mexico' s traditionally closed economy and emphasis on highway development, the 
railroad sector has increased the size of its locomotive fleet since the 1970s (see Table 43). In 1970, the 
total number of locomotives was 1,016 and reached a maximum of 1,878 in 1984. By 1991, the fleet had 
diminisheA to 1,700 locomotives. These totals include obsolete and inopecable equipment as we1189 

Table 4.3. Locomotive Fleet, 1970 to 1991 

Year 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

No.~Units 

1,016 
1,051 
1,084 
1,220 
1,212 
1,303. 
1,286 
1,281 
1,312 
IA50 
1,647 

Source: ~ Series btadisticas 1991, 1>. 12. 

Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

No. of Units 

1,751 
1,824 
1,831 
1,878 
1,810 
1,797 
1,757 
1,742 
1,737 
1,677 
1,700 

In 1978, more than 75 percent of FNM's locomotive fleet consisted of modem equipment, mostly 
engines manufactured by General Motors. Beginning in 1980, the acquisition of new locomotives began to 
dee~ resulting in a progressive increase in the fleet's average age, which has reached approximately 18 
years.90 

In December 1992, the total locomotive fleet consisted of 1,584 units of which 1~70 were 
operable (see Table 4.4). Of the operable fleet, only 970 were available for~ resulting in an availability 
rate of 76.4 percent. The remaining 300 operable units were receiving regular maintmance. FNM's effort 
to reorganize and restructure focuses, in large part, on maintenance. A goal of the FNM 1993 work plan is 
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to expand both the operable and available fleets, so that by year's end the availability rate will be 85 
}>l2cent, with 1,129 locomotives in use.91 

Table 4.4. 1993 Locomotive Improvement Schedule 

Dec92 Jan93 Mar June Sept Dec 

Totallled 1,584 1,519 1.479 1,458 1,454 1,449 
Operable Fleet l~O 1,275 1,284 1~8 1,30') 1,329 
In Maintenance 300 250 250 225 200 200 
Total A 'f8ilable 970 1,025 1,034 1,063 l , l()C) 1,129 

Availability 76.4% 80.4% 80.5% 82.5% 84.7% 85.0% 

Source: FNM, Pro 

1be FNM 1993 program employs two methods for the rebuilding of locomotives. The first entails 
the rebuilding of out-of-seni.ce units in FNMs own shops by procwing 71 rebuilding kits. The second is to 
acquiie 69 rebuilt locomotives direcdy from the manufacturers. To rebuild 18 units remaining from 1992, 
FNM has negotiated financing from the Japanese government and the EXIMBANK. The total number of 
cargo rail cars in December 1992 was 40,108 with 33,822 operable and 31,822 available units for use.92 
The total numbexofunits has declined steadily from 49,401in1988, and 46,602 in 1990, to 44,003 in 
1991.93 

Cargo 

From 1970 to 1984, the amount of cargo hauled by FNM increased from 41.38 million to 64.12 
million metric tons. Total cargo hauled has decreased since 1985. In 1991, FNM shipped 46.40 million 
metric tons of cargo.94 (See Table 4.5) Of all goods transported in 1991, 41 percent were industrial 
products, 23 percent were agricultural products, 14 percent were mineral products, 13 percent were 

Year 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1m 
1978 
1979 
1980 

Table 4.5. Total Cargo Hauled, 1970 to 1991 
(In Millions of Net Metric Tons) 

Amount 

41.38 
4239 
44.83 
47.70 
55.47 
56.44 
55.23 
59.87 
60.68 
59.33 
60.59 

Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

Source:~ Series Estadisticas 1991, . 18. 
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Amount 

63.79 
57.65 
62.57 
64.12 
63.72 
57.22 
58.12 
57.35 
53.89 
50.96 
46.40 



inorganic products, 8 percent were petroleum and petroleum prods...~, 1 percent we.re timber products, and 
1 percent were animals and animal products (see Table 4.6).95 

FNM' s modal share of the transportation sector has steadily declined over the last fom decades. In 
1952, railroads ~ed 41 percent of all Mexican cargo. By 1992, rail's modal share bad declined to only 
15 percent Growth of the trucking industry and expansion of the highway system has eroded FNM's 
modal share.96 

Table 4.6. Cargo Hauled by Product, 1990, 1991 and 1993* 
(In Thousands of Net Metric Tons) 

Product 1990 1991 1993* 

Industrial Products 19,878.0 18,823.2 20,658.6 
Agricultural Products 11,495.0 10,846.5 13,180.1 
Mineral Products 9,002.0 6,545.9 5,520.1 
Inorganic Products 6,336.0 6,079.5 6,282.5 
Petroleum and Products 3,645.0 3,514.5 3,959.8 
Timber Products 391.0 358.3 286.3 
Animals and Animal Products 201.0 224.8 244.9 

Annual Totals S0,948.0 46,392.7 S0,132.3 

*Predicted 

Sources: Secretaria de Comunicaciones y Transportes, Anuario Estadistico 1990, p. 39. FNM, 
Series Estadisticas 1991, . 18. ~Plan de Traba·o 1993, . 17. 

Railway 

The Mexican railroad network currently consists of 26,334 kilometers of track-20,324 kilometers 
of main line track, 4,537 kilometers of secondary track, and 1,473 kilometers of private track.97 Table 4 .7 
summarizes the FNM's 1992 operations and rail network in terms of equipment, operating revenues, 
commodities hauJed, and the like. Opezational problems are prevalent since stations are often under
equipped and congested. Mexican rail yards are designed for much smaller traffic volumes than currently 
exist and their signaling systems are obsolete. The effect of these infrastructural inadequacies is to limit the 
speed of the rail service. 98 

Structural ChangeProgram, 1992-1994 

Economic reforms of the SaJinas administration and Mexico's general trend toward liberalized 
trade are driving the transportation sector to modernize. A revita1ized transportation sector is necessary to 
support the nation's economic activities. Mexico' s attempt at modernizing its rail system raises the 
question of whether FNM, whose management of operations has historically been ineffective, can become 
an efficient and competitive organization. As with many other areas of the economy, the participation of 
the private sector appears to be a necessary ingredient in achieving this goal. 

The Mexican government has decided to privatize certain functions of the rail industry, while 
retaining ultimate control of the system as a whole. In this context, FNM has implemented a strucniral 
change program to revamp the railroad into a profitable entity that can compete with other modes of 
transportation. Through its own revitalization, FNM anticipates taking a more active role in the economic 
modernization of Mexico. The program has three principal components. FllSt, FNM is redesigning its 
operational system for greater efficiency. Second, areas not directly related to the operation of the rail 
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Railway 

Miles of track 
owned 

Main Line 
On Wood Ties 
On Concrete Ties 

Equipment 

Locomotives 

Freight Cars 
Box Cars 
Hoppers 
Gondolas 
Flat Cars 
Tank Cars 
Others 

16,429 miles 

12,694 miles 
8,468 miles 
4,226 miles 

1,580 

42,511 
20,710 

3,252 
12,835 
2,412 
1,521 
1,781 

Operating Revenues 1992 
(U.S. Dollars)* 

Millions$ Percent 

Freight 805.9 92.3 
Passengers 34.9 4.0 
Express 14.9 1.7 
Others 17.4 2.0 
Total 872.8 100.0 

Table 4. 7. Ferrocarrlles Nacionales 
de Mexico, 1992 

Freight Trame 
(Millions of Metric Tons) 

Tons 
Ton-Miles 

1991 1992* 

46.4 49.0 

Miles Hauled per Ton 
20,322 21,442 
438.0 437.6 

Freight Commodities 1992* 

Grains 
Minerals 
Petroleum 
lnorganics 
Cement 
Fertilizers 
Steel 
Paper 
Automotives 
Containers 
Others 

Total 

Productivity 

Millions of Metric 
Tons 
12.1 
5.3 
3.8 
6.2 
7.1 
1.6 
1.2 
2.2 
1.3 
0.9 
7.3 

49.0 

Locomotive Availability 73.0% 
Car Availability 88.5 % 
Car Turnaround (Days) 24.0 

Share of Land Freight Traffic 1991 
(Millions of Tons) 

Ton % Ton- % 
Miles 

Highway 328 87.0 69,142 76.3 
Railroad 49 13.0 21,442 23.7 
Total 377 100.0 90,584 100.0 

International Freight Traffic 1992* 

Million 
tons 

Total 49.0 
National Traffic 31.3 
International Traffic 17.7 

Import 
Export 

Employees 

Work Force 
Retired 

Passengers 

Millions 

*Estimated 

13.9 
3.8 

1991 

14.9 

Percent 

100.0 
63.8 
36.2 
28.4 

7.8 

64,500 
50,000 

1992* 

14.1 

Source: Speech by Jorge Tamayo, Chairman, Ferrocarriles Nacionales de Mexico, at the International Freight Transportation Show, Montreal, Canada, 
September 2, 1992. 



system are gradually being opened to pivare participation. These areas include the opention of ca:tain 
nilports and main~ of locomolivcs and rolling stock.. Privalintion is taking place through 
concessions, ~ and outright sales of equipment to privale entities. Third, an effort is being made to 
beuea m8rket the services of the railroad. 

Tbrougbout the 197~ FNM attempted to imptove rail traffic by implementing various operatiooal 
systems. These systems proved to be ineffective due to their inability to coordinale train movements. 99 
Currently> FNM is upgrading its integrated communication U:clmology to bring its system up to modem 
srandanls. UJtimately > FNM desires a tracking system capable of p-edicting mi.val and ttansit times. FNM 
has enlisted Union Pacific to provide teclmical assi.sta~ with its new traffic control system, Sistema de 
Control de Tdfico (SICOTRA). Various pogi~ some of which are already being implemented, make 
up the SICOTRA program (see Table 4.8). 

SICOPA 

SIGUIA 

INCL 

SMI 

CIT 

SDCV 

SILOC 

REC 

MODAL 

Table 4.8. SICOTRA Prognum 

Program 

Sistm>a de Control de Patios 

Sistema A.utomatico de Guias 

Sistema de Infonnaci6n a aim~ 

Sisrema de Mensajes Informativos 

Sistrma de Control de Movimientos 
de Carros y Trenes 

Sisrema de Distnl>uci6o de Carros 
Vacios 

Sistrma de Infonnaci6n Sohre 
Locomoloras 

Sislm>a de Rtclamaciones y 
Recmbolsos 

Sistema de Control de Trafi.co 
lntfml<>dal 

Desaiption 

Yard control system 

Automatic tracking system 

Customer information system 

Information system 

Train and car movement 
control system 

F.mpty car distnl>ution system 

Loamotive information 
system 

Cairns and reimbursement 
system 

lntennodal traffic conttol 
system 

Source: lntfn'iew by Steven Ortiz with Ing. Armando Romero .. Coordinador de Dcsmollo 
Tecbnol ·co> Subdirecci6n General de Planeaci6n Sistemas. ~ Mwco.. D.F ... March 4 .. 1993. 

The comastone of the new traffic control system is SICOP ~ which is designed to improve the 
efficiency of operations within rail yards.. where 80 percent of total transit time usually is spent. The plan 
does not modify physical operation in the yards.. but instead inaeases efficiency through imJDCOAiiate access 
to informalion. The piogram supplies up-to-dale infonnalioo about each car and ~ providing a 
dispatcher with an effective mtd>anism fur assigning cars to appropiate locomotives. The yanl control 
system not only minimii.es mistakes and lost time, but also pro'VMb information regarding the location and 
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condition of shipments to both rail earners and shippers. SICOP A is currently in operation in Mexico 
City, San Luis Potosi, Monterrey, and Nuevo Laredo. I 00 

A telecommunication network is being designed to support a traffic control system. FNM is 
currently considering implementing a satellite communication system, MOVILSAT, to control train 
dispatching. With the assistance ofTelefonos de Mexico, FNM will install fiber-optic technology along the 
entire rail bed, forming a communication network to monitor train status. Telefonos de Mexico will install 
the cables in exchange for·rail right-of-way.101 

Private Participation 

Although implementing privatization has taken longer than expected, FNM is now moving in this 
direction. The privatization process is now finally at the point of becoming reality. FNM recognizes tha~ 
outside of the central responsibility of operations, private firms may more efficiently perform certain 
functions. 

Historically, FNM has owned and managed all repair shops needed to maintain, rebuild, and repair 
its equipment Currently, several alternatives are being explored to reduce maintenance costs. One 
possibility being considered is the sale of the entire operation to the private sector. Another is to 
subcontract to small priv~e repair companies that would specialize in particular areas. I 02 

Private maintenance and repair should result in increased availability and reliability of 
locomotives. Four foreign firms are slated to begin maintenance and rebuilding of locomotives in Mexico. 
These four are GEC Alston (France) in the Pacific region, General Electric in the Valley of Mexico, 
General Motors with Union Pacific in San Luis Potosi, and Morrison Knudsen CoipOration's Rail Systems 
Group. 

Emphasis is being placed on repairing and maintaining lines that connect important ports and 
border areas. In 1992, FNM received bids from various private firms to repair about 1,050 kilometers of the 
track.103 The future will likely bring a continued increase in private-sector involvement in this area. Other 
activities that FNM will soon open to private-sector participation are those that deal with the management 
and operation of supply zones. These operations include the provision of diesel, lubricants, sand, and water 
for the daily maintenance of locomotives.104 

Mexico may need as many as 20 intermodal terminal facilities in the coming years. The expense 
of related equipment and infrastructure will require the participation of private-sector firms. In 1992, FNM 
initiated the construction of intermodal terminals at Guadalajara and Monterrey. Both are expected to 
begin operations under private firms in 1993. FNM has planned other facilities for Huehuetoca, 
Aguascalientes, Saltillo, Queretaro, San Luis Potosi, Merida, Puebla, and the Guatemalan border region. I 05 

Granting concessions for unit trains is another means by which FNM hopes to see rail become 
more competitive with other modes of transportation. The private-sector firm wanting to transport a single 
commodity from a particular origin to a particular destination can enjoy reduced costs and shorter transit 
times by having priority on the rail system. FNM benefits by being freed of the responsibility of operating 
and maintaining the train. 

Marketing Strategy 

The third component of the structural change program is to develop a more aggressive and 
effective marketing strategy. In May 1991, negotiations undertaken between FNM, other government 
agencies, and private groups produced the agreement on Concerted Actions for the Railroad Systems Total 
Modernization. This agreement contains the framework for the modernization of the Mexican railway 
system and the signing of numerous contracts between customers and FNM. 

These contracts offer lower prices and improved conditions of service to the shipper, thus 
attracting more business for the railroad. The agreement has facilitated the increase in freight traffic during 
1992: FNM negotiated 187 contracts, representing about 48 million metric tons of cargo or about 91 
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percent of the original goal set for that year. For 1993, the promotion of services through contracts will 
likely ex.pan~ while activities oriented towards the improvement of the service and safety will continue. 
Complete and continuously updated information will be available for all cus~ and customs 
procedures will be expedited to improve service. I 06 

FNM bases its marketing strategy on the notion that it is mme profitable and effective to provide 
comprehensive service to the customC2' rather than to try to manage the entire scope of railroad activities. 
The strategy should enable FNM to target nontraditional products, resulting in market expansion and fiscal 
stability. 

Summary of. the Mexican Rail System: Structural Change and NAFfA 

FNM's structmal change program is an element of Mexico's move towards liberalized trade. 
Increased trade and the possible ratification of NAFrA are driving FNM to become a competitive and 
efficient business enterprise. NAFf A would create a more secure and stable environment in which private 
entities, both domestic and foreign, could invest in rail and related industries. Current innovations in the 
Mexican rail industry, such as Union Pacific participation in the development of FNM's traffic control 
system, locomotive maintenance privari7.8tio~ concession of unit trains, and private sector construction of 
intermodal terminals, all exemplify the changes taking place as a result of trade liberalization. 

A free trade agreement could also affect the railroad industry indirectly. The provisions contained 
in NAFf A concerning the trucking industry, depending upon bow they are applied, could change market 
conditions for rail canien. If NAFrA compels Mexican trucking firms to reduce maximmn trailer weights 
to opetate in the United States, rail stands to benefit from the displaced cargo. A free trade agreement 
would also introduce a great.er variety of goods to the market These, by in large, would be manufactured 
products that are transported in intermodal containers. Planning and construction of interm.odal facilities in 
key locations are presently underway in Mexico. These intermodal facilities have brought together private 
construction fums, trucking ~ seaports, freight handlers, and terminal operators within a framework 
establisbtd by FNM. 

Conclusion 

The prospective free trade agreement between Canada, Mexico, and the United States is 
stimulating renewed effixts to improve transportation infrastructure in North America. In the United 
States, the four Class 1 western railroad carriers have responded to the increased openness of the Mexican 
market by forming innovative partnerships with FNM. 

The U.S. railroads seek to increase their market share of total transportation within the United 
States and view coopention with Mexico as a means to achieving that goal. As trade with Mexico 
continues to grow, an historic opportunity exists for U.S. railroads to expand into new markets. U.S. 
railroads have pmsued a variety of partnerships and have exhibited unusually high levels of cooperation. 
Regardless of whether NAFrA is ratified, railroad transportation will continue to grow and to play an 
increasingly important part in North American economic integration. 

In Mexico, FNM's structural change program is designed to implement the changes necessary to 
help the railroad assume a more active role in Mexico's economic modernization process. FNM is 
detennined to become a competitive transportation service characteri7.ed by improved efficiency and 
emphasis on customer satisfaction. Keys to achieving this are privatization of equipment and railway 
maintenance, modemizabon of communications and tracking systems, and an aggressive, profit-oriented 
marketing-commercialization strategy. These changes will better enable railways to capture an increasing 
percentage of international trade. lntimately, economic integration presents the international rail industry 
with a framework for revitalization and a retmn to prominence as a key mode of transportation. 
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Chapter 5. Seaports and Waterborne Commerce 

Introduction 

The maritime mode captured 66 percent of northbound trade by tonnage shipped in 1991 between 
Mexico and the United States, due primarily to the export of petroleum products from Mexico. I During the 
same period, 22 percent of northbound trade travelled by truck and 6 percent by rail. Maritime accounted 
for 25 percent of total southbound tonnage, compared to 39 percent for the trucking mode and 36 percent 
for rail. Compared to the other transportation modes, maritime is typically more cost effective and energy 
efficient2 

This chapter focuses on maritime trade and the Texas and Mexico ports in the Gulf region. It 
identifies current operations and future planning at the respective ports. The chapter analyzes the potential 
opportunities and challenges of increased maritime trade and considers the effects of a free trade 
agreement. 

The chapter begins with case studies of four Texas ports: Brownsville, Corpus Christi, Galveston, 
and Houston. This section also includes the results of mail-out surveys received from Port Arthur, 
Beaumont, Harlingen, Port of Freeport, Port Isabel, and the Port of Orange. Granted that these ports 
represent only a sample of all Texas ports and channel systems, they account for a significant amount of 
maritime traffic and commodity types in the Gulf region. This section concludes with a discussion of 
intergovernmental relations and related issues such as landside access, the environment, and the Gulf 
Intracoastal Waterway. 

The second section of the chapter focuses on Mexico's ports, emphasizing the port system in the 
Gulf of Mexico. Case studies examine current operations and planning for the ports of Altamira, Tampico, 
Coatzacoalcos, Lazaro Cardenas, Manzanillo, and the Gulf Intracoastal Waterway. This section concludes 
with an analysis of Mexican port privatization efforts that are intended to increase efficiency levels of 
Mexico ports. 

Texas Ports 

Overview of Port System 

Of the 50 largest U.S. ports ranked by 1990 waterborne commerce tonnage, six are in Texas: Port 
of Houston, Port of Corpus Christi, Port of Texas City, Port of Port Arthur, Port of Beaumont, and Port of 
Freeport (see Table 5.1).3 These six Texas ports accounted for 14 percent of all U.S. waterborne 
commerce in 1990. No other state has as many large ports, further exemplifying the significance of Texas 
in maritime trade. 

Texas ports are also active in containerized trade. In 1991, the Port of Houston and the Port of 
Galveston were ranked among the top 25 U.S. ports in containerized traffic.4 The Ports of Galveston and 
Freeport experienced growth rates in container traffic of 23 percent and 14 percent, respectively, from 
1991to1992. The growth rates at these ports were significantly higher than the total growth in container 
traffic of the top 35 U.S. ports. which was 8 percent.S 

Texas ports accounted for 39 percent of 1991 U.S. maritime trade with Mexico gulf ports. Table 
5.2 ranks U.S. gulf ports by total tons traded with Mexico gulf ports. Texas and Louisiana together account 
for 80 percent of all waterborne commerce. 

Texas ports are characterized by their regional economic enVironments. The two primary regions 
influencing Texas ports are the gulf coast and the border. In the gulf coast economy, oil, gas, and 
petrochemicals are the principal commodities. In 1991, the Houston-Beaumont-Corpus Christi area 
generated 62 percent of U.S. petrochemical production capacity. 6 Within the manufacturing sector of this 
region, aerospace, and biotechnology are the main growth industries. 
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Table 5.1 Top Texas Ports by Total U.S. Waterborne Commerce, 1990 

(figures in metric tons) 

Ports 

Port of Houston 
Port of Corpus Christi 
Port of Texas Qty 
Port Arthur 
Port of Beaumont 
Port of Freeport 

TOTAL 

Tonnage 

111,465,835 
56,266,693 
43,609,160 
27,831,904 
24,247,7@ 
13,149,027 

279,570,328 

Source: Office of Port and Inteanodal Development, Maritime Administration, U.S. Department 
ofTransportati~A Repon to OJngress on the Status of the Public Ports of the United States (Washington, 
D.C.: December 1992 , . 5. 

Table 5.2. Tonnages and Rankings of U.S. Gulf Ports' 1991 Commerce 
with Mexican Gulf Ports (figures in metric tons) 

U.S. Port AD Non-Oil RankAll Rank Non-Oil 

Houston, TX 6,0%,868 1~80,818 1 1 
Pascag~MS 5955,291 29,470 2 17 
Lake Charles, LA 4,725~2 359,496 3 6 
Grame.rcy,LA 4,539,297 765,246 4 4 
New Orleans, LA 3,899,656 855,829 5 3 
Texas City, TX 3,650,435 52,987 6 15 
Cmpus~TX 2,578,326 133,271 7 10 
Baton Roug~ LA 1,680,297 340,372 8 7 
Port Arthur, TX 1,565,493 183,965 9 9 
Tampa, FL 1,433,137 1Al9~ 10 2 
Galveston, TX 593,580 201,571 11 8 
Mobil~AL 366,304 57,290 12 14 
Destrban,LA 364,743 364,743 13 5 
Beaumont, TX 341,585 49,910 14 16 
Good Hope, LA 198,679 NIA 15 NIA 
St.Rose, LA 179,995 118,518 16 11 
Port Lavaca, TX 103,033 103,033 17 12 
Gulfport, MS 75,364 75,215 18 13 
Freeport, TX 17,015 17,015 19 18 
Morgan City, LA 11,436 8,489 20 19 
All Others 12,423 4,681 

TOTAL 38,388,.WS 6,721.p,7 

Source: U.S. ent of Commerce database/MAR.AD. 
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In the border region, the maquiladora and agriculture sectors have a significant economic 
impact 1 Nearly 1,000 maquiladoras operate along the Texas-Mexico border. These assembly plants have 
created demand for transportation, warehousing, and distribution services, generating positive economic 
externalities. Agribusiness has a significant impact in the region as a whole, since the lower Rio Grande 
Valley produces· a number of agricultural products. 

The economic activity in the border and gulf coast regions has fostered a productive maritime 
system in Texas. The 24 seaports and channel systems in Texas handled 330,068,930 short tons in 1989.8 
Table 5.3 illustrates the flow of foreign and domestic commerce through the major Texas ports in 1989.9 
The following case studies present information on port infrastructure, services, commodities, trade flows, 
and marketing efforts at four Texas ports. 

Port of Browmville 

The Port of Brownsville is a deep-water port with a ship channel 17 miles long and 36 feet deep. 
The canal accesses a total of 17 deep-sea docks: 5 are used for petroleum and liquid products and 10 are 
accessible by barge. IO The port offers a variety of facilities and equipment, including liquid storage tanks 
with 455,000 barrel capacity; a public grain elevator with 3,000,000 bushel capacity; and a fishing harbor 
for the local shrimping industry with three 12-foot deep basins and 10,000 feet of dock space.11 

The Port of Brownsville is mainly a bulk-cargo port that has little container trade. The leading 
commodities include petroleum, petrochemicals, and industrial products.12 Total waterborne trade 
increased 38 percent from 1990 to 1991, growing from 1,563,689 to 2,161,373 metric tons.13 The Port of 
Brownsville receives more cargo than it forwards. Inbound cargo for 1991 totaled 1,901,113 metric tons, 
whereas outbound shipments for the same year totaled only 236,806 metric tons.14 

According to C. James Kruse, General Manager and Port Director of the Port of Brownsville, 
Mexico is the ultimate destination for approximately 85 percent of all shipments entering the port. He 
attributes much of the recent import growth to the vastly improved Mexican economy .15 Only 15 percent 
of all exports originate in Mexico. Mr. Kruse cites poor economic conditions during the mid-1980s as the 
reason exports declined from 1986 to 1990. 

Considering Mexico's expanding economy and recent trade growth at the Port of Brownsville, 
port officials believe traffic through Brownsville will continue to grow. Port management is considering 
improving and enhancing operations in anticipation ofNAFrA.16 In 1991, the Brownsville Navigation 
District voters overwhelmingly approved a bond issue, supplying the port with $43 million of tax revenue. 
Supplemented by a $20-million grant from the federal government, the Port of Brownsville now has $63 
million to finance three major improvement projects: an international bridge project, creating a third land 
bridge linking the Brownsville/Matamoros metropolitan area; a $17-million channel project, increasing the 
cmrent channel depth to 42 feet; and a $5-m.illion dock project, repairing existing docks and wharves. 

According to Mr. Kruse, the Port of Brownsville is uniquely situated to benefit from expanded 
trade in the region. Given recent trade growth, port managers anticipate increased activity with or without 
NAFrA. Mr. Kruse states that the port is investigating the potential for expanding trade operations 
throughout the Caribbean. 1be top priority, however, is to increase port efficiency in order to maintain and 
attract clients.17 

Port of Corpus Christi 

The Port of Corpus Christi is served by a channel 45 feet deep at mean low tide. Depth varies at 
each of the docks. The general cargo facilities include open docks and sbipside transit sheds; the latter with 
over 226,500 square feet of storage available. There are two grain elevators on the channel: the Corpus 
Christi Public Elevator with a 5 million bushel and 125,000 ton capacity and the Interstate Grain Port 
Terminal with a 6.4 million bushel and 179,000 ton capacity. The port bas 12 public oil docks, a grain 
bagging facility that handles more than 10,000 tons of cargo, and a general purpose bagging facility with a 
daily capacity of 1,100 tons. In addition, there are two dry bulk terminals, each with a dock length of 396 
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Table 5.3. Foreign and Domestic Commerce through Major Texas Ports, 1989 
(all ftgures In short tons) 

Domestic Domestic Domestic Domestic 
Foreign Foreign Coastwlse Coast wise Internal Internal Domestic 

Port Total Imports Exports Receipts Shipments Receipts Shipments Local 

Sabine Pass 726,141 961 306,944 418,236 

Orange 727,454 100 42,678 542,497 142,179 ...... 

Beaumont 31,668,257 7,163,459 3,454,752 5,210,047 3,567,446 5,521,028 6,082,209 669,316 

Port Arthur 31,127,913 16,626,216 3,012,713 898,189 2,480,953 1,996,147 5,933,384 180,311 

Houston 125,583,156 39,760,085 23,763,308 4,041,459 9,557,842 22,538,025 16,073,629 9,848,808 

Texas City 41,272,401 20,170,819 1,932,922 2,958,100 3,966,389 4,901,675 7,085,313 257,183 

Galveston 11,837,611 2,131,671 5,541,054 278,337 2,445,196 975,178 422,088 44,087 

Freeport 15,176,018 5,376,422 1,327,776 3,175,626 497,360 2,375,053 2,326,872 96,909 

Corpus Christi 58,440,714 30,663,160 5,046,923 226,033 9,356,134 2,335,505 8,975,189 1,837,770 

Brownsville 1,360,964 271,507 137,755 3,500 50,424 835,218 60,254 2,306 

Port Isabel 263,335 112,246 151,089 

Port Aransas 2,063,640 1,996,159 25,465 42,016 

Port Mansfield 88 88 

Total 320,247 ,691 124,160,559 44,259,881 16,791,291 31,921,744 42,465,069 42,712,458 12,936,690 

Source: U.S. Army Corps of Engineers 



feet, with the capability to load and unload various ores and minerals from railcars and dump trucks to 
vessels. Finally, the port has a container yard and terminal on six acres of land.18 

Iii 1991, imports totalling 39 million tons outpaced exports of 31 million tons. Total traffic along 
the Gulf Intercoastal Waterway accounted for over a third of all traffic. Petroleum constituted 
approximately 80 percent of the commodities that moved through Corpus Christi during 1991, excffliing 
56 million tons for the second year in a row. Petrochemical plant expansion in the region has made the Port 
of Corpus Christi the nation's third largest capacity port by total imported tonnage.19 After 
petrochemicals, the port's principal commodities are dry cargo at 8.0 million tons, chemicals at 5.7 million 
tons, and grain at 0.6 million tons. Dry cargo, chemical, and grain tonnage totals from 1991 are down from 
the 1990 totals of 8.4 million tons, 5.8 million tons, and 0.8 million tons, respectively. Containerized traffic 
at the Port of Corpus Christi amounted to only 559 tons for 1991. This figure is significantly higher than 
the 20 tons moved in 1990.20 

The Port of Corpus Christi is attempting to attract regular liner service to increase its containerized 
trade.21 Additionally, the port is planning an expansion of the bulk terminal and is seeking federal 
permission to deepen part of its ship channel to 74 feet According to Eddie Galvan, Port Commissioner, 
"No other project is more significant or important to the long-term objectives of this port, than the proposed 
Project Safeharbor."22 Under this project, the port will construct an inshore crude-oil terminal capable of 
handling the world's largest tankers. Eight Texas petroleum refiners wish to use the deepened channel, and 
four of the companies have agreed to share the cost of producing the environmental impact statement 

The Port of Corpus Christi has an interest in whether toll roads are constructed in south Texas. At 
issue is whether the proposed toll road will bypass Laredo. The Camino Colombia proposal would build a 
22-mile private toll road connecting I-35 to the newly built Colombia Bridge, which is approximately 18 
miles west of Laredo. A competing proposal, Colombia Falcon, is a public-private initiative that would 
also connect 1-35 with the Colombia Bridge. However, this road would pass closer to Laredo and provide a 
highway link with the Port of Corpus Christi.23 

Port of Corpus Christi officials view their proximity to Monterrey, northern Mexico's industrial 
center, and Laredo as unique advantages for the port They see NAFTA as a vehicle for growth and 
heightened international attention to the region. 24 

Port of Galveston 

The Port of Galveston, constructed on a barrier island in the Gulf of Mexico, is near the Gulf 
Intracoastal Waterway and is 9.3 miles from the open sea. The Galveston channel has a minimum depth of 
40 feet and is 1,200 feet wide at its narrowest point The port can handle container, breakbulk, general, 
grain, bulk, and project cargoes. The port has a total of 32 piers, wharves, and docks with depths ranging 
from 32 to 42 feet. The container terminal has a 1,346 foot dock with two berths served by four container 
cranes. The port' s breakbulk facilities include 20 berths with close to 1.8 million square feet of warehouse 
space next to the docks. In addition, there are 10 open-dock berths with paved area covering more than 3 
million square feet 25 Port officials have indicated they hope to be able to build an additional container 
berth with its accompanying cranes and facilities for $15 to $20 million.26 Galveston's liquid bulk 
facilities are limited to the Pelican Island Storage Terminal, which supplies bunker and diesel fuels for 
vessels and storage. 27 

During the 1980s, the Port of Galveston struggled financially as it attempted to expand its share of 
the grain markets and carve out niches in new commodities. Over the past five years, grain has accounted 
for 64 percent of commodities shipped through the port despite a downward trend. 28 Between 1987 and 
1991, the shares of bulk grain and sacked grain as a percentage of total tonnage shipped have decreased by 
nearly 20 and 6 percent, respectively. Conversely, bulk liquids and containers have increased by nearly 13 
and 10 percent, and now compose 8.8 and 10.2 percent of total commodity shipments. 
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Although bulk grains continued to be the top commodity shipped both in 1987 and 1991, sacked 
grains went from second to sixth. Container traffic at the port increased from fourth in 1987 to second in 
1991, and bulk liquids went from no shipments to third place in 1991.29 

Nearly 35 percent of tonnage shipped through Galveston in 1991 came from inbound traffic while 
65 percent came.from outbound traffic.30 However, between 1987 and 1991, imports as a portion of all 
commodities increased by nearly 20 percent, while exports decreased by the same amount By total 
tonnage ship~ inbound tonnage increased 75 percent, from 908,990 to 1,595,201 short tons. This 
contrasts with the 40-percent decrease in outbound tonnage between 1987 and 1991, from 5,004,703 to 
2,989 ,522 short tons. 31 The decrease in outbound tonnage can be attributed to declining domestic grain 
exports, while growth in container traffic has contributed to the increase in inbound traffic. 

The port signed a 20-year lease with ABT Management, Inc. to construct and operate a $25 
million automated bagging facility.32 The facility will consist of a 90,000-square-foot warehouse that is 
expected to handle about 500,000 tons a year. The port also entered into a lease agieement with Seatruck 
Texas to operate a roll-on, roll-off service for automobiles between the United States and Mexico. Under 
this transport system, southbound trucks can drop their cargo at Galveston, where two vessel calls per week 
will transport cargo to the Mexican ports of Veracruz and Coatzacoalcos. This is an improvement over the 
former system, in which southbound trucks hauled automobiles an additional 300 miles to Laredo, where 
border congestion can cause delays. 33 Another company, Gulf Trucks, is contemplating spending $2 
million on an improved roll-on, roll-off automobile facility for service to Coatzacoalcos. 34 

The rail-barge service initiated between Galveston and Coatzacoalcos in April 1993 by Protexa 
Burlington International, a joint venture between Burlington Northern and Grupo Protexa S.A. de C.V., is 
the first integrated rail and barge system in the United States. If the barge system proves to be successful 
shipping grain-filled rail cars initially, BN hopes to use PBI to ship merchandise, automobiles, auto parts, 
chemicals and consumer products both to and from Mexico. The Burlington Northern invested $500,000 at 
Galveston, upgrading track to support PBI service.35 BN plans to extend the rail-barge service to Altamira 
and Veracruz. 

In April 1992, Lykes Brothers Steamship began weekly, fixed-day service between Europe, the 
United States, Mexico, and South America. The South American service will run a 20-day schedule from 
New Orleans and Galveston, with Mexican ports as part of the route. Capital improvements and increases 
in productivity at Mexican ports have enabled Lykes Brothers to expand their South American service. 36 

Galveston's unique advantage is its proximity to the open gulf. Sailing time to Galveston from the 
various Mexican ports is significantly shorter than to other U.S. gulf ports. Along with increased Mexican 
trade spurred by the free trade agreement, port directors also anticipate expanded trade with all of Latin 
America.37 

Port of Houston 

The Houston Ship Channel is lined with a complex modem infrastructure, owned and operated by 
the Port of Houston Authority. The facilities include a general cargo complex, intermodal terminal, dry 
bulk material handling plant, public grain elevator, and deep-water basin providing access to facilities for 
liquid bulk cargo. 38 The public elevator has a storage capacity of 6 million bushels and over 600 separate 
bins for storing and blending products. The banks of the turning basin terminal accommodate 2.5 miles of 
wharves, transit sheds, and warehouses. The bulk materials handling plant is a dry-bulk import-export 
terminal capable of handling commodities ranging from particles as fine as sand to eight-inch lumps of 
material weighing as much as 200 pounds per cubic foot. 39 The Fentress Bracewell Barbours Cut container 
terminal is an intermodal terminal for container and roll-on, roll-off vessels and cargo. Wharf No. 32 and 
Jacintoport terminal are two of Houston's newest facilities. Wharf No. 32, with 806 feet of reinforced 
landing space and 20 acres of paved marshaling area, is designed for heavy-lift and longer-term cargo 
projects. The Jacintoport terminal is a 125 acre facility with 3 berths, 1,835 feet of reinforced landing 
space, and 7 .5 acres of paved cargo marshaling area. 
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The Port of Houston, from its inception» has operated as a distribution center with cargo often 
destined for other places. However, the development of oil refineries and other industries on the ship 
channel has added another dimension to the Port of Houston's function. The Pon of Houston's role as an 
industrial_ and distribution center reflects the establishment of an industrial complex in Houston.40 

In 199i, the leading export commodities by tonnage were cereals and flour, petroleum and 
petroleum products, organic chemicals, polymers and plastics in primary forms, and inorganic chemicaJs.41 
The leading import commodities by tonnage were petroleum and petroleum products, iron and steel, 
organic chemicals, crude fertilizers and minerals, and natural and manufactured gas.42 These commodity 
flow volumes resulted in the Pon of Houston being ranked first in the United States in foreign tonnage and 
third in total tonnage in 199t.43 

In these years, Mexico has consistently been amongst the top five trading partners with the Port of 
Houston, moving from third to second in 1991 (see Table 5.4). Mexico's 1990 share of import and export 
trade with the Port of Houston was 5 million tons, valued at $970 million. In comparison, Canada's share 
of import and export trade was 1 million tons, valued at $241 million.44 

Table 5.4. Port of Houston Top Trading Partners 

Rank 1989 1990 1991 

1 Iraq Iraq Saudi Arabia 
2 Algeria Algeria Mexico 
3 Mexico Mexico Algeria 
4 Saudi Arabia Saudi Arabia Venezuela 
5 Venezuela United Kingdom Soviet Union 

Source: Port of Houston, Port of Housto~ vol. 33, no. 6 (June 1991), p. 10; no. 5 (May 1990), p. 
16; Port of Houston 1991 ForeiJm Trade Statistics, Houston, Texas (circular). 

The Port of Houston is well positioned to benefit from NAFTA. Houston exports products of U.S. 
industries that are expected to flourish under NAFrA: chemicals, plastics, machinery metals, instruments, 
food processing, and grains and oilseeds. Houston imports products of industries in which the United 
States is not as internationally competitive. 45 

The Port of Houston estimates that its current infrastructure can easily accommodate a SO-percent 
increase in traffic.46 The port has recently undertaken several infrastructure improvements. A new berth 
was constructed and wharf cranes were purchased at Barbours Cut Terminal. Wharves 16 and 17 were 
repaved, and the railroad tracks were rehabilitated in the turning basin. The port awarded contracts to 
extend the wharf at the Jacintoport Terminal by 330 feet 47 Earlier this year, the port acquired the 
Woodhouse Terminal, which has a grain elevator and docks that can accommodate four ships. It is located 
in the turning basin and has a depth of 40 feet. 48 

The port recently lured back the Mexican shipping company, Transportaci6n Maritima Mexicana, 
from its contract with the Port of Galveston. This occurred after TMM entered into a vessel-sharing 
agreement with Hapag Lloyd America, Inc. Hapag Lloyd, a long-time Houston customer, was influential in 
persuading TMM to return to the Port of Houston.49 The venture will provide service between Europe and 
the U.S.-Mexican gulf coast. Vessels from Emope will call on Miami, Houston, Veracruz, and Altamira. 
Their return route to Europe will include stops at Houston and New Orleans. The TMM and Hapag Lloyd 
agreement is expected to increase container volume by up to 20 percent at the Barbours Cut terminal. SO 

The Port of Houston does not perceive NAFrA as a threat to Texas ports. Pon officials expect 
privatization of the Mexican ports to have a favorable impact on Texas ports, as it will increase port-to-port 
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traffic. This view is based on the assumption that much of Mexican sea trade will go to a cargo hub, a role 
the Port of Houston intends to fulfill In the next 10 to 15 years, the Port of Houston hopes to be part of a 
network that includes Mexican pons.St NAFfA is also consistent with the current marketing strategy of 
the port, which is to make use of excess capacity along north-south routes. 52 

Survey 

Port manageis from Port Anlmr, Beaumont, Harlingen, Freeport, Pott Isabel, and Port of Orange 
responded to a survey, developed by membels of the policy research project~ that inquired about the 
iinpact of NAFf ~ privatization of Mexico's ports, and maritime trade in the gulf. All but one of the 
respondents listed Mexico as a major trading partner in eithec the import or expon categories. Each 
respondent predicted increased port traffic with the implementation of NAFI'A. They all agreed that the 
free trade agn:ement would increase competition and coopention among the ports of Texas and Mexico. 
Respondents viewed the ports along Mexico's gulf coast as the most likely candidates for coopentive 
relationships. 

1be estimates of slack capacity at the ports surveyed ranged from 10 to 30 percent. While 
respondents generally indicated that current infrastructure levels can accommodate modest increases in 
traffic flow, this assesmient depends upon the type of commodity being exchanged. 

All respondents plan to increase marteting efforts in Mexico. They view the privatinrion of the 
Mexican port system as a benefit to Texas ports specifically and the Gulf region generally. 

Cu.ITent lsmes for U.S. Ports 

Historically, the Slate of Texas Im done little to assist Texas ports. Yet even without a great deal 
of state~ Houston and other Texas ports have managed to become important links for Mexican 
commerce and instrumental ~ of global trade. Texas port authorities are often reluctant to seek state 
assistance or encourage an expanded Slate ro~ fearing l~ of 31JlODOmy. However, both the state and 
federal govmnnents can provide useful ses:vices and assistance to Texas ports and promote maritime trade 
in general The state governments of Louisiana and Rorida provide guidance and ac;sistan<:e to their ports, 
and Texas could possibly adopt several practices which could enbanre the state's maritime co~. 

The most basic~ is one of recognition. The public as well as the state often choose to focus on 
transportation issues that involve highways and motor carriers because they are the most prevalent means of 
shipping cargo across the border. Highways deteriorate and me expensive to rebuild, and inaeasing ttuck 
traffic is highly detrimental to infrastructure. In contrast, maritime shipping is more economical in tenn.s of 
fuel consumption, and most Texas ports claim to have enough slack capacity to accomodate modest 
increases in traffic. UtiJi72rion of maritime transpOrt facilities, particularly as part of an intennodal 
connection, could reduce surface congestion and, hence, the amount of money required to accommodate 
truck traffic ~ the border. State and local governments should be more aware of this and should 
expand their focus to include ports ~ part of a comprehensive approach to transportation planning and 
support. 

Ports are often hampered in their business dealings by rigid methods of financing and contracting. 
A portion of the Texas Water Code prevents navigation districts from signing leases and entering 
agreements of more than five years, which restricts the port authorities' ability to sign flexible and lucrative 
contracts with carrittS. Port authorities de.rive much of their financial support from local tax support. which 
often limits the ability of poits to expand and develop necessary se%vices. Initiatives by the state 
government could allow ports more opportunities for financing, eida' by removing restrictions on contract 
provisions or by helping ports develop new sources of funding. If poltS were granted greater flexi"bility in 
bond issuance or enabled to earmark sales tax funds for bond repayment, they would have greatec access to 
bond financing. The U.S. Intennodal Surf.ace Transportation Efficiency Act (ISTEA.) of 1991 and similar 
legislation have extensive and complex provisions tba1 make funds available to states and port authorities; 
howevel", local port officials are often unaware of these funds. State agencies may be better able than local 
port officials to monitor fedenl Jaws and funding about programs such as IS1EA that could help provide 
funding for Texas ports. 
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Commerce through the Gulflntracoastal Waterway in 1989 totaled 139 million tons, making this 
waterway the third busiest in the United States, and vital to Texas maritime trade (see Table 5.5). A study 
cmrendy underway contemplates continuing the Gulflntracoastal Waterway into Mexico from 
Brownsville. If completed, this waterway extension could provide Texas ports with even greater access to 
Mexican shipping business. The study projects a waterway between Tuxpan and Brownsville would cost 
approximately $150 million.53 Mexico would finance the project through revenue generated from tolls, 
user fees, and concessions. The Mexican government might also help underwrite the project if national 
benefits can be demonstrated.54 U.S. corporations are being solicited to contribute to the project given 
their potential benefit. The U.S. government has not dedicated funds for this project, but may provide 
advice, guidance, and technical assistance. SS 

Table S.S. Waterborne Commerce of the United States, 
1989 Selected Shallow Draft Waterways 

Waterway 
Mississippi River 
Ohio River 
Gulf lntracoastal Waterway 
Tennessee River 
Illinois River 
Black Warrior & Tombigbee Rivers 
Arkansas River 
Missomi River 
Columbia River 
Atlantic lntracoastal Waterway 

Millions of Tom 
462 
203 
139 
43 
37 
20 
8 
6 
6 
s 

Source: U.S. Army Corps of Engineers, Water Resources Support Center, Waterborne Commerce 
Statistics Center, New Orleans, Louisiana. 

Since waters of two-thirds of the contiguous United States drain into the gulf, the future 
environmental status of the Gulf of Mexico has raised concerns. S6 Threats of pollution and erosion have 
prompted Congressional lawmakers from the gulf to form a Gulf of Mexico Executive Board, composed of 
federal, state, and county officials, that will examine these problems on an ongoing basis. The current and 
anticipated increase in maritime activity is problematic as it may exacerbate the environmental crisis, and 
ports are not likely to be able to cope with this problem individually. Environmental concerns would be 
better addressed from the state or federal level, particularly in the form of comprehensive legislation that 
aids future port development while safeguarding environmental concerns. A 1992 U.S. Department of 
Transportation study suggested that the federal government should formally identify port access routes that 
are important to interstate commerce. S1 These routes could then be targeted for federal assistance. 
Another suggestion, put forth by Mr. William Edwards, president of the Gulf Ports Association and 
executive director of the Mississippi State Port Authority, is to place taxes generated by the maritime 
industry into a fund account, similar to that of the Aviation Trust Fund. These funds would then be 
reserved for infrastructure improvements in the maritime industry. 58 This provides the federal government 
with a method for funding port improvements while assisting states and local port authorities in complying 
with environmental laws and regulations. 

Mexican Ports 

General Overview of Mexican Maritime Trade 

There are currently 20 main seaports in the Mexican maritime system with a host of smaller ports 
dedicated to small-scale trade, fishing, or towism. In 1992, over 88 percent of all Mexican foreign trade by 
ton travelled over maritime routes. 59 This percentage, while extraordinarily high, is a decline from 
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previous years (see Table 5.6). This substantial amount indicates the importance of seaports to Mexican 
trade. Tables 5.7 and 5.8 contain information on the volume of activity at individual seaports in terms of 
cargo type, oceanborne imports and exports, and coastal operations. 

Table S.6. Volume of Mexican Maritime Commerce 
Involved in Foreign Trade, 1980-1992 

Year Maritime Cargo As % of Total Cargo 
Import Export Total Import Export Total 

1980 13,520 52,536 66,056 57.8 92.5 82.3 
1981 14,982 55,799 70,781 53.9 93.5 85.1 
1982 12,267 88~55 100,822 75.5 95.6 92.6 
1983 11,301 91,710 103,011 66.7 95.2 90.9 
1984 11,181 95,899 107,080 65.2 97.l 92.4 
1985 10,903 89,158 100,061 72.1 95.2 92.0 
1986 9,577 86,311 95,954 64.3 97.1 92.4 
1987 11,746 90,644 102,390 65.7 97.2 92.1 
1988 13,812 93,090 106,902 70.3 97.8 93.1 
1989 17,359 87,001 104,360 66.6 94.0 87.9 
1990 19,041 88,945 107,986 68.3 97.4 90.6 
1991 18,613 92~72 111,185 66.1 94.8 88.3 
1992 19,025 94,701 113,726 66.3 95.0 88.6 

Source: Ofiice of President Salinas de Gortari , Cuarto lnforme de Gobierno 1992, Anexo, 
(Mexico, D.F., 1992), p.330. 

Mexican maritime trade relies heavily on foreign vessels and ports. Although the maritime sector 
carries well over 80 percent of foreign trade, foreign vessels haul nearly 90 percent of seafaring 
commerce. 60 In addition, 60 percent of Mexican companies, given the option, choose to route their 
shipments through Houston rather than Veracruz. 61 This situation is due in part to deficient port capacity, 
low levels of efficiency, poor multimodal connections, and insufficient infrastructure necessary to move 
products in and out of the interior of Mexico. 

Other problems plague the Mexican maritime industry. Shippers have avoided Mexican ports, 
owing to extreme inefficiency, protracted delays, poor handling of goods during loading or while in 
storage, and unexplainable loss of goods. Mexican port operations are hampered also by inadequate 
facilities. Most ports do not have channels of adequate depth to accommodate large ships. Only 8 percent 
of the 44 million tons of cargo transported by the Mexican fleet corresponds to deepwater port operations; 
all other cargo is downloaded to smaller vessels. 62 Downloading goods from large vessels to small relay 
ships adds time and potential product loss to the transport process. Few Mexican ports have modem, 
efficient equipment, storage facilities, or multimodal connections. 

The Mexican government realizes that port infrastructure must improve if the ports are to remain 
viable and become competitive with U.S. ports. A multitude of improvement projects and equipment 
pmchases are being initiated in hopes of doing just that Puertos Mexicanos, the former Mexican national 
port authority, had a 1992 budget of $235 million. These funds, coupled with private investment totaling 
$600 million in 1991 and $500 million in 1992, are being applied to improvement projects. 63 
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Table S.7. Total Cargo by Type, 1991 (Thousands of Tons) 
and Percent Change from 1990 

Agricultural Grains Mineral Granel General Cargo Liquids* · 

Port 1991 %Change 1991 %Change 1991 %Change 1991 %.Change 

Pacific 1,667.2 -7 6,907.0 7 3,616.7 -12 731.9 18 
Bnsenada, B.C. 31.9 538 639.8 -14 235.6 -23 
San Carlos, B.C.S. 110.4 40 22.5 9 6.8 19 
La Paz, B.C.S. 139.6 41 752.2 -13 
Ouaymas, Son. 817.3 -2 1,302.6 91 125.6 -41 221.3 4 
Topolobampo, Sin. 40.8 -39 167.3 41 31.1 16 
Mazatl~n , Sin. 22.0 -87 34.7 -52 150.4 41 5.8 ** 
Vallarta, Jal. -100 
Manzanillo, Col. 436.5 3 1,496.3 -10 678.7 -16 349.5 66 
L~zaro C'rdenas, Mich. 132.3 42 3,126.7 1 1,229.l 7 148.5 -21 
Acapulco, Oro. 101.4 -18 
Salina Cruz, Oax. -100 247.0 -25 
Madero, Chis. 76.0 -12 43.1 951 -100 

Gulf of Mexico 3,457.7 -32 1,895.9 -28 5,300.4 0 3,113.5 20 
Altamira, Tamps. 3.0 -62 -100 577.8 -5 349.2 26 
Tampico, Tamps. 1,174.0 -37 1,174.1 -35 1,330.2 -4 45.3 -15 
Tuxpan, Ver. 303.0 -47 4.1 ** 440.6 -9 19.6 31 
Veracruz, Cer. 926.7 -34 303.5 -24 2,071.3 12 820.6 62 
Coatzacoalcos, Ver. 397.1 -41 357.2 -4 114.4 -62 1,821.1 13 
Cd. del Carmen, Camp. 64.0 51 -100 
Progreso, Yue. 653.9 17 57.0 118 49.2 -19 26.4 62 
Morelos, Q. Roo 332.9 10 -100 
Cozumel, Q. Roo 320.0 10 31.3 ** 

Total S,124.9 -25 8,802.9 .3 8,917.1 -5 3,845.4 20 

* Liquids not including petroleum and petroleum derivatives. 
** Can not be computed since 1990 showed no port activity for cargo type. 

Source: Puertos Mexicanos, Reporte Estad(stico del Movimiento de Carga y Pasajeros en Los Principales Puertas, Enero-Diciembre de 1991, 
Mexico City, Mexico, n.d., p. 7. 



Table 5.8. Cargo Operations, 1991 (Thousands of Tons) 

Ocean borne Caba toge 
Imports Exports Inbound Outbound 

Port 1991 %Change 1991 %Change 1991 %Change 1991 %Change 

Pacific 3,931.6 -16 3,242.4 6 3,696.6 2 2,052.2 25 
Ensenada, B.C. 113.8 -9 53.1 45 732.8 -17 7.6 
San Carlos, B.C.S. -100 12.8 161 16.5 -3 110.4 40 
La Paz, B.C.S. 553.1 -9 338.7 -4 
Guaymas, Son. 749.0 -10 1,343.6 76 293.6 53 80.6 -48 
Topolobampo, Sin. S.4 ** 50.8 8 183.0 11 
Mazathin, Sin. 60.3 -81 45.0 -28 98.7 -10 8.9 178 
Vallarta, Jal. -100 -100 
Manzanillo, Col. 860.1 -16 458.7 -40 588.6 -11 1,053.6 60 
Laizaro C4rdenas, Mich. 1,972.1 -9 1,142.6 -9 1,328.7 38 193.2 43 
Acapulco, Gro. 7106 -27 29.8 is 
Salina Cruz, Oax. 98.7 -18 119.2 -11 28.9 -15 0.2 •• 
Madero, Chis. 0.6 -14 37.6 ** 4.9 19 76.0 -12 

Gulf of Mexico 7,674.5 -19 4,511.8 -6 958.2 15 623.0 7 
Altamira, Tamps. 535.8 33 383.8 -13 10.4 -83 14 
Tampico, Tamps. 2,057.3 -29 1,388.8 -27 23.3 -65 254.2 .... 
Tuxpan, Ver. 615.5 -33 149.7 0 2.1 -100 
Veracruz, Cer. 3,067.5 -10 16.5 29 138.1 587 -29 
Coatzacoatcos, Ver. 644.3 -42 1,648.8 7 396.7 37 
Cd. del Cannen, Camp. 0.1 . ... 17.2 -71 46.7 -29 
Progreso, Yue. 743.6 17 21.7 -6 21.2 430 
Morelos, Q. Roo 10.4 16 2.S 25 89.4 -26 230.6 12 
Cozumel, Q. Roo 261.9 27 89.4 6 

Total 1,166.1 -18 7,754.2 ·1 4,654.8 4.9 2,675.2 20.4 

** Can not be computed since 1990 showed no port activity. 

Source: Puertos Mexicanos, Reporte Estadfstlco del Movlmiento de Carga y Pasajeros en Los Prlncipales Puertos, Enero-Diciembre de 1991, Mexico City, 
Mexico, n.d., p. 6. 



Enhanad containa' service is a central focus of port improvement According to Puertos 
Mexicanos, container trade during 1992 ~projected to inaease approximately 74 percent over 1988 
levels.64. Through the purchase of cranes, construction of terminals, and the expansion of container yards, 
efficiency at COQtainer ports was expected to increase 79 percent over 1991 levels.65 Four Mexican ports, 
Veracruz, Alt.amira, La7.8ro Caldenas, and Manunmo, are being developed as container ports to capture 
some of the container service currently routed through Houston and Long Beach. Container services and 
other Mexican port operations are discussed in the following section. 

Port of V eracraz 

The oldest and most important port on Mexico's gulf coast is the Port of Veracruz, which has long 
been the major maritime gateway to the United States, Europe, and Latin America. In 1991, a total of 
4,122,100 tons of cargo moved through the Port of Veracruz. Of this amount, 2,071,300 tons were general 
cargo, 926, 700 tons were grains, 820,600 tons were liquid cargo (not including petroleum and petroleum. 
derivatives) and 303,500 tons were minerals.66 Through July 1992, a total of2,976,700 tons of cargo 
i:wsed through the port, representing a 123-percent increase over the same period the previous year. 67 

The Port of Veracruz bas two major bmiers to the provision of efficient services. First is the 
historical problem of comipt unionized labor notorious for tremendous delays and the disappearance of 
goods. Many shippers diverted trade away from V~ preferring to ship through another Mexican port, 
or sending goods overland to a U.S. port. In 1991, with free trade negotiations in full swing, President 
Salinas ordered the port's administrators to rectify the labor situation. When this order went unheeded, 
President Sa1inas sent in special troops and customs agents to seize the port and take control of port 
operations. 68 Subsequently, three private stevedoring firms took responsibility for labor contracting and 
payroll, as well as all operation and control systems.69 

The second obstacle to efficient service is the port facilities themselves. The seaport's equipment 
and storage facilities cannot handle current, much I~ increased, trade levels. To alleviate this probl~ 
both public and private construction projects are either underway or pending. Improvements center on the 
government selecting V encruz as one of four ports targeted to become major container ports in Mexico. In 
1991, Puertos Mexicanos directed the enlargement of the container terminal and, in 1992, the installation of 
two cont.ainel' cranes.70 Other improvements to the port include the purchase of a tugboat, enlargement of 
the container yard, rail connections to the gram terminals, and warehouse renovation.71 

If the labor problem subsides and renovations are completed, Veracruz will be poised to both 
compliment and compete with Texas ports. Much of the cargo currently shipped overland between Texas 
and Mexico could be shipped directly between seaports. With improved container service at Veracruz, 
Mexico could begin to trade directly with other countries instead of routing shipments through U.S. ports. 

Ports of Altamira and Tampico 

To the north of Veracruz are the Ports of Altamira and Tampico. Tampico is by far the larger of 
the two, moving 3,723,600 tons of cargo in 1991. Even proportions of gene.ral cargo, grain, and mineral 
ores comprise the major commodity categories at Tampico. In 1991, Altamira handled a total of 930,800 
tons of cargo, consisting primarily of general cargo (62 percent) and liquid products (37 percent).72 
Although Tampico is the larger of the two ports, the Port of Altamira is receiving greater investment. 

Central problems facing Altamira are the lack of infrastructure at the port itself and inadequate 
links to the interior. In 1991, Altamira completed a third multiple-use dock in hopes of serving trade to and 
from the Mexican states of Tamanlipas, Nuevo Leo~ Coahuil~ and San Luis Potosi. Altamira is also one 
of the four designated container ports. In 1992, two of eight container cranes were installed at Altamira. 73 
Additionally, five terminals are to be built at an estimated cost of $400 million to increase the capacity to 
ship and store~ f~ steel waste materials, and finished steel products. Futme plans 
also call for the construction of a bulk terminal.14 
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Altamira could potentially attract commerce from northeast Mexico, diverting trade primarily from 
Brownsville. It must. however, improve port facilities and overcome inadequate links to the Mexican 
interior. In order for Altamira to become a competitive port. it must develop improved rail and highway 
connections. 

Port of CoatzaCoalcos 

The Port of Coatzacoalcos is located south of the Port of Veracruz in the state of Veracruz. As the 
leading port for the southern and Yucatan regions, Coatzacoalcos plays a vital role within the Mexican port 
system. Statistics for 1991 show that a total of 2,689,800 tons of cargo passed through the port. consisting 
of liquid products (68 percent), followed by agricultural grains (15 percent), mineral ores (13 percent), and 
general cargo (4 percent).75 While total cargo at the port does not equal that of Veracruz, Coatzacoalcos is 
important for its proximity to agricultural, mining, and petroleum regions of Mexico. Increased 
maquiladora manufacttiring activity in the Yucatan adds to the significance of this port. 

Although there are other ports in the Yucatan (Progreso, Cozumel, Morelos, and Ciudad del 
Carmen), these are either incapable of handling increased cargo trade or dedicated primarily to tourism. 
Therefore, immediate investment to expand port capacity is taking place at Coatzacoalcos. During 1992, 
the Mexican government granted concessions for the construction of two specialized terminals: one for 
handling liquid cargo, and the other for handling bulk volumes of agricultural products arriving by rail 
barge.76 

Ports of Lazaro Cardenas and Mannnillo 

The two major Pacific coast ports targeted for improvement are Laz.aro Cardenas and Manvmillo. 
Over 7,597 ,600 tons of total cargo passed through these two ports in 1991. 77 The first six months of 1992 
witnessed an increase of 34 percent over corresponding 1991 figures. Leading products shipped through 
these ports are mineral ores (60.8 percent), general cargo (25.1 percent), grains (7.5 percent), and liquid 
products (6.5 percent).78 

Various improvement projects have been slated for Man.zanillo. During 1991, a dock for container 
shipment was constructed and, in 1992, the channel was dredged down to 14 meters to provide access for 
large container ships. 79 Plans exist to renovate the old dock and customs terminal to attract cruise ships. 
As an additional effort to attract tourism, two connecting marinas will be privately renovated. 80 

Capital improvements during 1991 at Lazaro Cardenas included rechanneling the Balsas River to 
protect both the port and the surrounding industrial zone, reconstructing the largest bulk grain terminal in 
the country, and improving the port's container capacity. 81 Plans for 1992 included construction of a new 
container dock and storage facility, dredging the channel to a depth of 12 meters, and office construction. 82 
Both ports received container cranes during 1992. 83 

As with the Mexican gulf ports, improvements at these two Pacific ports could both enhance 
cooperation and create competition with U.S. ports. Much of the trade currently routed overland through 
Arizona, New Mexico, and California could be shipped port-to-port These two ports could also capture 
much of the container trade market, particularly with the Pacific Rim and South America. 

Intracoastal Waterway to Veracruz 

Although not a short-term possibility, the idea of expanding the Intracoastal Waterway from 
Brownsville to Veracruz is under consideration. To accomplish this expansion, the Mexican government 
would have to provide huge amounts of financial resources, not just for the dredging of the channel but also 
for roads, electricity, water, and possibly investment stimulus to attract private industry. Companies would 
have to dedicate major investments to construct, relocate, or expand operations along a new waterway. It is 
presently unlikely that this idea will be given serious consideration until existing port restructuring and 
improvements in Mexico are complete. 
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Privatization of the Mexican Poirt System 

Given Mexico's already growing economy and the implications for additional growth under a free 
trade agr~ent, Mexican ports must prepare to meet the demands of increased trade in order to compete 
effectively with U.S. ports. Until recently, a single government agency, Puertos Mexicanos, administered 
all Mexican poris from a central office in Mexico City, with branch offices located in each port This 
system of management, for a variety of reasons, has fostered inefficiencies and conuption at various ports. 

In 1991, President Salinas ordered that port authority be transferred from the Secretaria de 
Comunicaciones y Transportes to the Secretaria de Hacienda y Credito PUblico. Once the transfer was 
complete, the President ordered Hacienda to conduct a study to determine why most Mexican products 
shipped by maritime vessels were routed through the ports of Long Beach, Brownsville, and Houston. The 
report confirmed previous suspicions: the existence of great inefficiencies in all Mexican ports. President 
Salinas admitted that "the largest port of entry to Mexico was Houston because of the inefficiency of our 
domestic ports. n84 

The Hacienda study found that two overriding factors lead to efficiency problems in port 
operations. First, individual ports had no control over income and subsequent expenditure of revenue. 
Puertos Mexicanos was responsible for the collection of all port receipts and redistribution of funds. 
Individual ports did not have the discretion over funds for investment or port improvements. Second, 
individual ports had little or no general operational decision-making authority. All decisions came from 
Puertos Mexicanos and encompassed everything from establishing tariff structures to contracting labor. 

Poor communication between individual ports and Puertos Mexicanos, coupled with limited 
knowledge of individual port operations, adversely affected port efficiency. For example, if the Port of 
Tampico needed a new crane, port officials formally had to petition Puertos Mexicanos in Mexico City to 
provide them with the eqwpment. Then a team of engineers and other professionals had to come to 
Tampico to make an evaluation and assessment, delivering their findings to Puertos Mexicanos. Funds 
would then be appropriated and distributed to Tampico before the crane could be bought and put in place. 
This highly centraHred system resulted in lost time and inefficiency at Mexican ports. A year or more 
could easily pass before necessary equipment was purchased or repairs were made. 

Another component of the port administrative system marked by inefficiency was Fideicomiso 
Fondo Nacional para los Desarrollos Portuarios (FONDEPORT), the federal body in charge of the land 
surrounding the actual ports. Mexico's constitution requires that the Mexican government own waterfront 
property. 85 Lack of decision-making authority and no monetary control made port expansion or 
improvement difficult. FONDEPORT, along with Puertos Mexicanos and several smaller governmental 
port authorities, was disbanded. 86 

Once the Hacienda study was comple~ the Minister of Fmance ordered a review of two 
additional projects. One concerned a plan to restructure and privatize the port system with necessary 
legislative changes. The second concentrated on plans and recommendations for the privatization of 
individual ports.87 

Decentraliz11tion of port authority is the primary goal of port restructuring, regardless of the final 
form the overall plan takes. Although specific details are not yet available, the general idea is to reorganize 
ports into relatively autonomous units similar to U.S. port authorities. 88 Privatization of Mexican ports is 
an important element in Mexico's plans to decentralize port authority. Under recently passed legislation, 
port privatization will take the form of joint state-private port authorities. 89 President Salinas has indicated 
his support for this legislation, which will grant 50-year concessions to private firms and state governments. 
The Mexican government will grant concessions for constructing, supervising, planning, and operating 
ports through competitive bidding. A few concessions have already been granted prior to the legislation 
passing, for stevedoring operations at Veracruz, a produce terminal at Manzanillo, and various consulting 
bids. Still to be resolved is whether the government will offer concessions to domestic buyers before 
foreign investors and at what the level foreign participation will be permitted.90 
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The second project under review examines opc:ions available ID each pxt. Teams of oonsoJtants 
are visiting all 20 primmy Mexican ports. as well as various U.S. and Chilean pm. Initial reports indicate 
that the pefeaed system would closely resemble that of U.S. pmts. Under' such a sysaan, dccisiom 
regarding administration, ope.rations, investment in plant faciliti~ muJ•hioJal coonectiom, and 
communication systems would be left entirely to local port adminisllamrs.. 'lndq)endeat aud:aities., 
however, would be in charge of channel mainlP.na~ and muoms openrions. 

The resttuctnring pr~ will also affect small ports. One poposed plan is ID ttamfer control of 
small ports to Mexican Slale govcmmeots that would have a.utbarity over port administralion and 
ope.rations. Mexican governors have responded positively to the idea of decenttalilJ'.CI port authority. The 
govea:oors believe they undasland local needs better than a federal office and would welcome the chanre to 
integrate port management into Slate openlions. 91 

Impiications of Merican Port Privatization 

The implications arising from port privati7.ation arc significanL PrivaliDlion holds the promise of 
more efficient and posperoos ope.rations. Local administtatioo and oversight of port activities would 
affooi flextl>ility and speed in dccisiomnaking. Type of services ports of&z would likely expand. 

As operatiom and services becGDe stteamlintd, parts could begin to annct me business.. Pm:t 
users would not only have beaa' f.acilities and a wider' may of~ but also a direct line of 
communication to those with decision-making antbcaity. State and local authorities would also have 
greata access to on-site authority • dcpeoding on individual port management_ may even have inpul into 
port decisions. 

Two OCbe:r benefits could come from port reforms. Labor relations may improve given 'WOl:ka's 
ability to negotiale and commpnicate directly with OIH:ite port managemenL lmp:ovcd labor Idatioos 
could lead to less corruption within labor organi1.aliom as well as to more efficient operations and bear.I' 
labor standards. Fmeign invesaoent will be a key element of port reslrOCtllling. regardless of the 
privati7.abon plan adopted or the method of implemenlation at each pon. Given pro.prz constitutional and 
legal changes, foragn firms cookl play an integral role duoogh comulting or buying cooccmoos in a 
deccntraJiud port systrm. 

Condusion 

Information obtaimd from the port directors at the four largest Texas pmts and recent ecooomic 
trends indicate that trade between Mexico and Texas will continue to inaease, with or without ratification 
of NAFfA.. T~ ports and the Mexican go-Yeanmeut suspect that trade will increase faster' with NAFf~ 
but are ptepa• ing for heavi~ traffic even if the agreement fails to be nbfied. 

Increasing trade bad direct implications for existing port facilities and ope.rations on both sides of 
the border. Sbort-tmn impacts of NAFfA are relatively clear. T~ ports arc p:eparcd and poised to 
handle substantial inaeases in volume using current facilities. Port capacity is such that minnnal change is 
required to accommodate increased trade with Mexico. Mexican ports, despite ewtent effolts to impove 
and expand majcr facilities, are not yet equipped to handle cw1eot trade levels much less additional 
volumes. 

Structural reforms in Mexico's port systrm arc extensive and far-mw:hing. The speed and success 
of privarinrion seem to be piv<>lal variables in deami.ning future competitiveness. Depending on recently 
enacted legislation to allow privarintion, U.S. maritime businesses could realize bMieodous gains tbroogb 
consulting and investment oppor:tunities in Mexico. Mexican ports are presendy unabJe to compete with 
U.S. ports due largely to inadequate facilities and an excem'YCly centndimi sysaan. Should restructuring 
of the system be suc.cesmd, however, Mexican p<xts could eventually rival U.S. ports. 
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Chapter 6. Air Transportation 

Introduction · 

This chapter analyzes the expected implications of NAFTA on Texas and Mexican air 
transportation systems. The first two sections of the chapter describe the air transportation systems, 
focusing on the facilities and operations of airports in Texas and Mexico that have significant ties to the 
other side of the border. The third section analyzes issues that affect one or both of the air transportation 
systems, looking at opportunities and constraints in the airline industry. 

The significance of air transportation to expanding trade and traffic between Texas and Mexico is 
dependent on NAFI' A's indirect influence on the air transportation systems and industry. Since the 
agreement contains few specific provisions that address air transportation, its implications can be 
understood by examining the present and expected state of the industry in a NAFTA-fostered environment 

Air cargo accounted for 5 percent of 1992 U.S. exports to Mexico and its significance is growing 
rapidly. Airborne U.S. exports to Mexico have grown an average of22 percent annually over the last five 
years. I Growth is unbalanced between U.S. imports and exports with Mexico. Between 1987 and 1992, 
the value of airborne U.S. imports from Mexico grew from $409 to $806 million, while the value of U.S. 
exports shipped by air jumped from $692 million to $2.15 billion.2 U.S. carriers are experiencing rapid 
growth in demand for their Mexican services and, consequently, are increasing their invesnnent Mexicana 
de A viaci6n, the largest Mexican air cargo mover, is increasing its service as well. 

Because air ttansportation is on average more expensive than other modes, profit depends on high
value cargo, consisting mainly of finished, perishable, and time-sensitive goods. Expansion of the Texas
Mexico economy, facilitated by NAFTA, will continue to increase the trade of high-value goods and, 
therefore, will create more demand for air cargo services. 

Texas Air Transportation System 

Texas Airport System Description 

Of the 26 primary commercial service airports in Texas, the five most active in order of 
operations (take-offs and landings) are Dallas-Fort Worth, Houston Intercontinental, San Antonio, Austin, 
and El Paso (see Table 6.1). Of these airports, Dallas-Fort Worth, Houston Intercontinental, and San 
Antonio offer regular nonstop service to Mexico and are the focus of the Texas airport system. El Paso is 
included in the description because of its links to Mexico. 

Primary commercial service airports in Texas operate as individual and independent enterprises. 
The only coordination between airports occurs through Federal Aviation Administration (FAA) regulation 
of air space or through common governing municipalities. The principal airports detailed in the case 
studies are all financially self-supporting, revenue-generating entities that pay taxes to their associated 
municipalities. 

In 1991, the primary Texas goods exported to Mexico by air were transportation equipment; non
electrical and electrical machinery; measuring, analyzing and controlling instruments; fabricated metal 
products; and chemical and allied products. Air exports to Mexico amounted to a total value of $343 
million and a total weight of 7 million kilograms for 1991.3 Between 1989 and 1991, the value of air cargo 
per kilogram increased steadily. This indicates a shift toward higher-value commodities being shipped by 
air (see Table 6.2). 
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GENERAL OVERVIBW 

Top Five Airports 

Total Operations 1992 
Average Growth 1991-1992 

Total Passengers 1992 
Average Growth 1991-1992 

Total Cargo 1992 (tons) 
Average Growth 1991-1992 

1,630,154 
1.9% 

84,776,189 
6.0% 

l,OCH,952 
13.9% 

Runways 

Dallas-Ft. Worth 6 

Houston Intercontinental 4 

San Antonio 3 

Austin 3 

Bl Paso 3 

* does not include all frebiht forwarders 

Table 6.1. Texas Air Transportation System 

TOP AIR EXPORTS TO MEXICO 

l. Transportation equipment 

2. Machinery, except electrical 

3. Electrical and electronic machinery. 
equipment and suplies 

4. Measuring, analyzing, and controlling 
instruments; photographic, medical and 
optical goods; watches and clocks 

5. Fabricated metal products, except machinery 
and transportation equipment 

Operations 
1992 

764,243 

326,886 

214,391 

169,585 

155,049 

PRINCIPAL AIRPORTS 

Growth 
Rate 

1991-1992 

3.8% 

5.2% 

2.6% 

-6.9% 

4.8% 

Passengers 
1992 

51,943,567 

19,354,013 

5,737,852 

4,369,752 

3,371,005 

TOTAL AIR EXPORTS TO MEXICO 

1990 1991 

Total Value($) 297,605,982 343,383,724 

Total Weight (kg) 7,655,147 7.235,165 

$Value I kg 39 47 

Growth 
Rate 

1991-1992 

7.8% 

6.8% 

6.5% 

6.4% 

2.5% 

Cargo 
1992 

674,188 

214,233 

*22,211 

48,029 

43,291 

Growth 
Rate 

1991-1992 

5.8% 

7.6% 

8.7% 

36.0% 

11.2% 

Source: University of Massachusetts, State of Origin of Exports Program (MISER), "1989, 1990, 1991 Total Exports to Mexico, by State, SIC," 
National Trade Data Bank-The Export Connection (R), August 28, 1992; DFW Marketing Department operating statistics (computer printout); Houston 
Intercontinental operating statistics (computer printout); San Antonio Airport operating statistics (computer printout); Austin Airport operating statistics 
(computer printout); Bl Paso Airport operating statistics (computer printout). 



Table 6.2. Texas Air Exports to Mexico 

Total$ Value %Change Total Weight (kg) %Change % Value/kg % Change 

1991 343,383,724 +15.4 % 7~5,165 -5.5 % 47 +21 % 

1990 297,605,982 +22.1 % 7,655,147 +2.2% 39 +18 % 

1989 243,759,157 7,492,680 33 

Source: University of Massachusetts, State of Origin of Exports Program (MISER), " 1989, 1990, 
1991 Total Exports to Mexico, by State, SIC," National Trade Data Bank-The Export Connection (R), 
Ausmst 28, 1992. 

Dallas-Fort Worth 

The Dallas-Fort Worth International Airport (DFW) is located roughly 17 miles from the business 
centers of Dallas and Fort Worth on 18,000 acres of land. DFW is the largest airport in the United States as 
well as the second busiest airport in the world based on total passengers and operations, offering direct 
daily service to 147 U.S. destinations and 34 international destinations.4 Two of the largest U.S. airlines, 
American Airlines and Delta, use DFW as a hub. From its dedication in 1973, DFW has followed a well
devised development plan, allowing it to adapt facilities to handle increasingly large volumes of passenger 
and cargo traffic. 

DFW is equipped for international as well as domestic traffic with three separate terminals, 
housing customs and immigration facilities. DFW-Mexico passengers make up much of the international 
traffic, traveling on 298 nonstop flights each week to and from Mexico. In 1990, passengers traveling to 
and from Mexico represented 55 percent of international passengers at the airport.5 In 1991, DFW's 
leading international passenger market was Mexico. 6 In Texas, DFW is a primary gateway for Mexico 
passengers. Data collected from the DFW Marketing Department demonstrate that nearly half of all 
Mexico passengers arriving into Texas by air use DFW Airport. 7 

Two separate cargo areas at DFW handle nearly two-thirds of the domestic and international cargo 
enplaned in Texas.8 The value of cargo handled by DFW in 1991 amounted to $4.5 billion.9 DFW
Mexico air trade, valued at $297 million, accounted for 6 .6 percent of all cargo shipped through DFW, 
making Mexico the fifth largest user of the airport. Imports from Mexico rank eleventh at DFW, while 
exports to Mexico are second highest (see Table 6.3).10 

Expansive cargo facilities and warehouses, a large customs operation, and a highly developed 
foreign trade zone, make DFW an attractive place to handle cargo. A number of major highways and rail 
lines pass through or near DFW, facilitating an expanded multimodal network. An increased movement of 
goods to and from Mexico under NAFf A most likely will increase the importance of DFW as an 
international cargo gateway. A 1991 study on NAFf A ' s implications for the Dallas-Fort Worth Metroplex 
found that distribution activity such as expanded air travel and cargo service at DFW will increase as trade 
among the three nations accelerates. I I DFW maintains the facilities and support services that increased 
traffic flow will require. 

Though DFW has room to grow and meet the demands of expanding air operations, disagreement 
exists among bordering municipalities, Dallas and Fort Worth, over whether the airport should be allowed 
to expand. The controversy surrounds the FAA-approved Airport Development Plan to invest $3.5 billion 
into airfield expansion, adding two new runways and associated facilities. Bordering municipalities have 
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Table 6.3. Top DFW-Mexico Traded Goods 

DFW Imports from Mexico 

1. Cellular radio telephones 
2. Radio paging receivers 
3. Medical-related blood products 
4. Silver jewehy, over $18 per dozen 
5. Inflatable toy balls, balloon 

Total imports 

DFW Exports to Mexico 

1. Parts of airplanes or helicopters, civil 
2. Parts and accessories for vehicles 
3. Parts and accessories for ADP machines 
4. Gold bullion unwrought, nonmonetary 
5. Geophysical instruments and appliances 

Total exports 

Air weight (lbs) 

33,055 
24,621 
36,656 
5,491 

51,257 

1,037,588 

Air Weight (lbs) 

92,959 
1,638,862 

54,366 
452 

13,392 

5,813,113 

Air Value 

$22,992,042 
$9,453,479 
$4,304,964 
$4,604,416 
$1,226,633 

$64,151,056 

Air Value 

$20,612,683 
$11,732,021 
$9,237,295 
$5,321,032 
$4,998,320 

$232,768,146 

Source: DFW Marketing Department, untitled review of DFW-Mexico statistics, Dallas-Ft 
Worth, Texas, 1992. <nhotocoov) 

concerns about noise, pollution, and property devaluation resulting from DFW expansion. The city of 
Dallas contends that competition for air space between DFW and Dallas Love Field would result in lost tax 
revenue for the city. In 1993, the Texas Legislature amended the Texas Municipal Airport Act, giving 
DFW the authority to bypass local zoning ordinances and complete the Airport Development Plan. 

Houston Intercontinental 

The Houston airport system consists of three airports: Houston-Hobby, which serves the U.S. 
domestic market; Houston Intercontinental Airport (HIA), which is Houston's principal airport; and 
Ellington Field, an all-cargo facility. HIA offers substantial service to Mexico, with four airlines 
(AeroMexico, Air France, Continental, and Mexicana) providing passenger and cargo service to six 
Mexican airports.12 Continental Airlines uses Houston as a major hub for its domestic and international 
activity. HI.A has 46 flights to Mexico City each week, more than any airport in the United States, and 
rivals DFW for total passenger flights to and from Mexico (see Table 6.4). 13 

Table 6.4. 1992 Weekly (Nonstop) Passenger 
Flights to and from Mexico 

Airport 

Dallas-Fort Worth 
Houston 
San Antonio 

Flights 

298 
292 
116 

Source: Department of Aviation, Houston, Texas. Public Service Division. 
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Along with combined cargo-passenger ( combi) traffic, Aviateca operates an all-cargo flight from 
lllA to Merida, and Amerijet has filed a request with the U.S. Department of Transportation to begin 
running a ·similar cargo route by the end of 1993. United Parcel Service (UPS) and Dalsey, Hillbloom, and 
Lynn (Dia) ser\re the Mexican cargo market through their hubs at Ellington Field.14 Both carriers have 
witnessed substantial growth in their Houston-to-Mexico cargo routes. The amount of cargo by weight that 
UPS carries from Houston to Mexico jumped 94 percent from 1991 to 1992.15 DHL flies a chartered 727 
on a round-trip Cincinnati-Houston-Mexico City route five days per week. Although the carrier just began 
offering the service in May 1992, within a few months its planes were canying 15,000 to 18,000 lbs of pure 
cargo, that is, cargo other than mail.16 

HIA has recently added a new international terminal, complete with critical-care facilities for 
arriving medical patients, state-of-the art customs systems, and the first comprehensive common use 
terminal system in the United States. The system uses fiber-optic-based technology that permits any airline 
to use any ticket counter, baggage claim area, or gate area as needed, rather than leasing these facilities on 
an exclusive basis.17 City-owned and privately held cargo space totals over 400,000 square feet.18 
Although the airport's refrigeration facilities currently meet demand, airport planners may build a 140,000-
square-foot facility three to four miles from the airport if the cut-flower industry routes more traffic through 
the airport.19 

The Houston airport system has seen a steady growth in traffic to and from Mexico within the past 
three years. Until 1991, a series of charter flights served Houston-Mexico routes. In 1991, Mexicana, 
Taesa, and Aerocancun recognized that the tourist market from Houston could be profitable and began to 
offer service to Mexico, mostly to resort areas. Despite the numerous new entrants in passenger markets, 
no airline bas lost business because the market is expanding so quickly.20 From 1987 to 1992, the number 
of weekly flights between Houston and Mexico increased 54 percent, while passenger traffic rose 6 percent. 
The amount of air cargo by weight transported between Houston and Mexico grew 105 percent from 1987 
to 1991.21 

Houston's primary air cargo exports to Mexico are computers, electronic equipment, and time
sensitive oil extraction and processing equipment. Mexico's primary air cargo exports to Houston, 
including cargo destined for points beyond Houston, are flowers and pharmaceutical products.22 

Houston, like Dallas, owes much of its success in luring air cargo traffic to its multimodal 
transportation network. According to Mr. Jack Ewing, manager for international trade development at the 
Greater Houston Partnership, Houston has the best transportation infrastructure of any city in the United 
States.23 Several factors contribute to the area's attractiveness as a multi.modal bub. Houston's seaport is 
the gateway for more Mexico-bound goods than any other port in the world. The city is the leading 
pipeline hub of the United States, cmrently exporting natural gas and petroleum products to Mexico. 
Houston also has considerable railroad and highway access and, over the past five years, has spent one 
billion dollars annually on road improvements.24 Houston's well-developed multimodal network and 
access to Mexican markets have attracted major cargo and small-package companies such as DHL and 
UPS. 

San Antoni&lS 

Traffic between San Antonio International Airport (SAT) and Mexico has dramatically increased 
since 1991, when service had declined to only two flights per day. Currently, the airport offers daily non
stop service to Mexico through two major airlines, Mexicana and Continental, and two regional airlines, 
Aerolitoral and Aeromar. Both Mexicana and Continental provide daily flights to Mexico City, and 
Mexicana offers service to Guadalajara and Puerto Vallarta every other day. Aerolitoral flies to Monterrey 
five times per day, with continuing service to Tampico and San Luis Potosi. Aeromar provides a daily 
flight to San Luis Potosi five days a week. In 1992, 117,883 passengers boarded international flights at 
SAT, a growth of34 percent over 1991. Mexicana and Burlington Air, the two air cargo companies at the 
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airport who maintain cargo statistics, enplaned 6~70,080 pounds of cargo in 1992, a figure that is 
comistent with the previous years' shipments.26 

Airport officials estimate that international freight cmrently represents a small percentage of total 
cargo.21· Aiiport staff, however, do expect to see significant growth in air cargo, and the airport has 
recently built a second cargo building. The new facility is across the street from a major railroad line, 
providing the option for future air-rail linbges should the airport or private investors decide to build a spur 
connecting the rail line to the cargo warehouse. SAT does not offi:r significant refrigerated storage 
faciliti~ which proved to be a disadvantage recently when a Mexican shipper needed a large refrigerated 
facility to store cut flowers awaiting shipment 

SAT officials are very optimistic about the facility's prospects under NAFI'A. Linda Wasserman, 
manager of airport public relations, indicated that airport busin~ would substantially increase as trade 
with Mexico and other southern markets expands. Airborne Express recently assigned a managel' from San 
Antonio to develop cargo markets in Mexico. Lacsa, the national airline of Costa Rica, has made inquiries 
about establishing nonstop service from Costa Rica to SAT, which San Antonio officials believe stems 
from that country's free trade agreement with Mexico. 

The El Paso International Airport (El.P) serves the El Paso-Ciudad Juarez region on the Texas
Mexico border. In contrast to the airline hubs at HI.A or DFW, where much of the traffic is in transit to and 
from odlcr points, ELP is an origin and destination airport. With the exception of flights to Mexico dming 
high tourism seasons offered by three airlines, AeroMexico, Continentai and Leo Lopez, ELP serves only 
the U.S. domestic market, while Ciudad Juarez Airport primarily operates domestic flights within 

M . 28 
CXJCO. 

The El Paso-Ciudad Juarez area is significant to the Texas and U.S. economies in part because of 
the large number of maquiladoras located there. While the majority of cargo shipped to and from 
maquiladoras is transported by true~ time-sensitive deliveries such as emergency parts are transported by 
air. Air cargo bound for maquiladoras is flown into El Paso and then transferred to trucks to cross the 

border.29 Should air transportation costs decrease relative to other transportation modes, ELP will be well 
situated to save the large maquiladora industry. 

Already, the airport's cargo traffic is increasing. While total passengers increased only 3 percent 
from 1991 to 1992, tons of pure cargo in the same period expanded 11 percent. 30 The aixport management 
has reaon to be optimistic about the facility's futme. The aiiport currently has no outstanding debt and 
$65 million in liquid assets, with $52 million immediatly available for projects. Administrators will 
probably spend $45 million on terminal modifications within the next few years. 31 Although the aitj>ort is 
located just a few miles from downtown El Paso, the facility lw ample room to grow without infringing on 
residential areas. Though ELP is not a hub ~ the opportunity exists to take advantage of increased 
traffic flows between Mexico and the United States. 

Representatives of Texas airports express varying levels of optimism about NAFfA's influence on 
tegional air transport growth. The air cargo specialists and airport managers interviewed. for this report 
indicated that, as NAFfA stimulates the Texas and U.S. economies, Texas airports should benefit from 
increased~ especially in bigb-valuo-added products. Even if Texas manufacturers do not benefit 
directly from the free trade agreement, airport officials noted that the state' s transportation industry should 
grow as overall United States-Mexico trade flows increase. These officials expect that Texas will become 
the U.S. gateway to Mexico, given the state~s central location and substantial transportation linkages that 
are already in place. 

Most officials cited Customs and bordc2' delays as the primary hindrance to their ability to 
capitalize on free trade. Much of the air cargo destined for Mexico that moves through the Texas airport 
system is flown to a Texas airport and transferred to trucks. Cargo is then driven across the border to its 
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final Mexican destination. Border delays decrease the attractiveness of this option and could encourage 
shippers to bypass Texas altogether in the routing of cargo. 32 

Mexico Air Transportation System 

Overview of Mexico Air Transportation 

All of Mexico's airports are nationalized and centrally controlled through Aeropuertos y Servicios 
Auxiliares (ASA), an agency within the Secretaria de Comunicaciones y Transportes (SCT). Since coming 
to power in 1988, President Carlos Salinas de Gortari bas dramatically decreased regulation of the air 
sector. While ASA continues to control Mexican airports, it has started to grant concessions so that private 
capital can renovate and expand airport facilities. In 1993, the government plans to raise 70 percent of the 
42 billion new pesos (US$14 billion) earmarked for airport expansion from private sources.33 
Consequently, much needed projects are being financed. Though concessions will continue to be granted 
within the airport system, decentralhation of authority is not planned at this time. 34 

The Mexican airline market is changing rapidly. In 1988, the government sold the state-owned 
airline, Aerovias de Mexico (AeroMexico ), presently the largest airline in Mexico. President Salinas is 
committed to opening up previously protected routes and deregulating tariffs. Deregulation combined with 
declining demand bas made the airlines fiercely competitive. Transportes Aereos Ejecutivos S.A. (Taesa), 
a private charter airline, joined the market in 1988 and has rapidly attracted customers with low fares. The 
two dominant carriers, AeroMexico and Mexicana, have suffered as Taesa has expanded its operations in 
the passenger market 35 

In February 1993, AcroMexico purchased a controlling interest in Mexicana. AeroMexico will 
now focus on trans-Atlantic and business traffic while Mexicana will concentrate on North American 
tourist traffic.36 In January 1993, AeroMexico bought the Peruvian national airline, AeroPeru, thereby 
positioning itself to compete with American Airlines and United ~ for Latin American routes. 
AeroMexico also gained advantage of AcroPeru's landing rights in Los Angeles, New Y ~Miami, and 
four Emopean capitals. 37 The strategic alliance between AeroMexico, Mexicana, and AeroPeru creates the 
largest Latin American carrier and grants all three greater U.S. access.38 

Mexicana and AeroMexico have combined their cargo operations under the name Aeromexpress. 
Aeromexpress will control the cargo activity of the two airlines, as well as that of AeroPeru, and will be 
based in Mexico City. The company foresees some consolidation of operations and higher rates in markets 
where the cmiers had previously competed. The merger of operations comes at a time when United States
Mexico air cargo traffic is expanding and U.S. companies, such as Burlington Air Express and UPS, are 
acting to increase their market share. Burlington, through a partnership with a Mexican company, has 
recently begun offering express services in Mexico, and UPS has opened a new cargo center at Mexico 
City's airport. Mexicana has garnered approximately 50 percent of the United States-Mexico air cargo 
market and Aeromexpress seeks to maintain and expand that market share. 39 

Mexican aiiports are currently witnessing a steady growth in air traffic. Total operations for 1991 
were 1,338, 000, an increase of 8 percent from 1990. Total cargo for 1991 was 188,000 tons, an increase of 
6 percent from 1990. 40 Mexico's principal exports to the United States transported by air include 
agricultural products, flowers, chemical products, pharmaceuticals, cosmetics, shoes ~d boots, minerals, 
computers, and electronic equipment Some of these goods are exported to the United States and then 
distributed to other parts of the world. For instance, chemicals, pharmaceuticals, cosmetics, and computers 
are sent to Latin America through Miami, while agricultural products and flowers are sent to Los Angeles 
and Houston for shipment to Japan. 

Of the 57 aiiports in Mexico, the five most active by operations are Mexico City, Guadalaj~ 
Cancun, Monterrey, and Tijuana (see Table 6.5). This section looks at two of these, Mexico City and 
Cancun, as well as Toluca, which is intended to relieve the Mexico City airport. 
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GENERAL OVERVIEW 

Total Operations 1992 1,338,000 
Growth Rate 1991-1992 8.0% 

Total International 
Operations 1992 152,000 
Growth Rate 1991-1992 2.0% 

Total Enplanements 1992 24,667,000 
Growth Rate 1991-1992 6.0% 

Total Cargo 1992 (tons) 188,000 
Growth Rate 1991-1992 5.6% 

FEDERAL INVESTMENT 

Federal Investment in ASA (Aeropuertos y 
Servicios Auxiliares ), 1992 

Pesos 196,681,000,000 
New Pesos N$ 196,681,000 
U.S. Dollars US$ 65,560,000 

Growth Rate 1991-1992 80.0% 

ASA as % of Secretarfa de Communicaciones 
y Transporte (SCT) Federal Investment 

1992 4.2% 
1991 2.5% 

Table 6.S. Mexico Alr Transportation System 

PRINCIPAL AIRPORTS 

Runways Maximum Operations 
Operating 1992e 
Carrier 

Mexico City 2 B-747 229,775 

Guadalajara 2 DC-10 89,414 

Cancdn 1 B-747 53,624 

Monterrey 2 DC-10 34,182 

Tijuana 1 DC-10 31,587 

e 1992 fi ures are estimated 

MAJOR SCT PROJECTS, 1992 

Tiujana-lengthen runway, construct taxiway 

Monterrey-contruct taxiway 

Mexico City-construct cargo platfonn 

Toluca-restore principal runway 

Guadalajara-enlarge and remodel tenninal 

Growth Passengers Growth 
Rate 1992e Rate 
(91-92) (1000s) '(91 -92) 

5.8% 13,607 7.9% 

7.7% 4,679 10.3% 

15.1% 3,764 8.7% 

7.7% 1,837 12.0% 

4.9% 1,997 9.6% 

PRINCIPAL AIRLINES 

AERO MEXICO 

55 Planes 
20wned 
53 Rented 

Fleet 

MEXICAN A 

59 Planes 
43 Owned 
16 rented 

Capital* 
N$ 650.6 million N$ 970.1 million 
US$ 216.9 million US$ 323.4 million 

*based on third trimester of 1992 
Source: "Las Guerras del Aire, 11 Epocha 
Mexico, D.F., Februar 1 1993 , no. 87 

Source: Cuarto Informe de Gobierno 1992 (Mexico City, D.F. 1992); Sistema Estadistica Aeroportuario 1991, ASA (Mexico City, D.F. 1991). 



Mexico City 

Benito Juarez International Airport in Mexico City is the nation's largest and busiest airport. In 
1990, it served qver 12,000,000 passengers on 218,000 op'erations.41 In 1991, operations surged 30 
percent, despite a law passed in June 1991 that forced small-plane operators to use feeder airports. 42 The 
airport is located within Mexico City and bas no room for expansion. With only two runways, the airport is 
operating well beyond capacity, forcing Mexico to consider alternative sites. Authorities at ASA have 
taken this into account and have hired consulting firms such as McKinsey and Company to come up with a 
plan for the future. Called the Sistema Aeroportuario Metropolitano (SAM), this plan recommends the 
transfer of Mexico City air traffic over time to surrounding airports in Toluca, Cuernavaca, and Puebla 

Since combis move 80 percent of all air cargo in and out of Mexico, major passenger markets 
must also have cargo facilities available. 43 Therefore, cargo carriers are staying in Mexico City, despite 
the problems of delays associated with its limited space. Building a second airport in Santa Lucia, another 
neighborhood in the capital, bas also been discussed. From an air cargo perspective, however, intracity 
cargo shipments between airports are difficult and cargo inevitably gets lost 

Although customs processing and clearance at Benito Juarez International has improved since the 
administration of President Lopez Portillo initiated reforms, it still needs attention. Customs procedures at 
the airport sometimes are not standardized or consistent with those at the border, leading to confusion for 
the exporter and importer. 

Toluca 

Adolfo Lopez Mateos Airport in Toluca, fifty miles west of Mexico City, is being constructed to 
relieve the congested Benito Juarez International Airport. The airport handled approximately 8,000 
operations in 1992. ASA plans to have the airport fully functional by 1996. SAM recommends rerouting 
38 percent of Mexico City's traffic to Toluca by 1994.44 

Although the Toluca airport has the longest runway in the country, plenty of space for expansion, 
and an increasingly important industrial manufacturing center nearby, significant barriers for future growth 
exist Toluca's altitude--1,000 feet higher than Mexico City-limits the weight a plane can carry. To 
operate in Toluca with the same efficiency as in Mexico City, Boeing 727s, 1vID-88s, and Airbus 320s 
would have to reduce their payload by about 3 percent and stop for refueling on direct long-distance 
flights.45 The persistent fog sometimes restricts the homs of usage to as little as five hours a day. 46 

The limitations of the airport in Toluca pose disadvantages particularly for cargo carriers who 
depend on landing heavy planes. Those carriers that do use Toluca must then transport goods by truck into 
or out of Mexico City. The poor roads and highways of Mexico City are more daunting and congested than 
the Mexico City airport. Most likely, heavy load planes will continue to use Mexico City's airport. 

Cancun 

The Cancun airport is an exciting example of private capital investment and an increasingly 
important center for air cargo shipments. The Director of ASA, Jose Andres de Oteyza, asserts that the 
combination of public and private investment through concessions has resulted in a positive outcome at the 
Cancun airport.47 Investment has come at a time when the Cancun air cargo and passenger markets are 
booming. After Mexico City, Cancun is Continental's second largest air cargo market for export into the 
United States. Seafood is the principal product for air cargo exports in this market 

The airport is prospering with large-scale concession grants. The Cancun aiiport boasts one of the 
highest growth rates of the principal Mexican aiiports, with 15-percent growth in operations and 19-percent 
growth in passengers for 1992. During this period, Cancun's airport handled approximately 3,764,000 
passengers in 53,624 operations.48 Passengers and cargo are usually flown together in combis entering the 
United States. Because cargo consists mainly of seafood, destination airports in the United States must not 
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only be equipped with sufficient customs and immigration services but must also offer adequate 
refrigeration facilities. 

Summary 

Air cargo carriers in the Mexican market have reason to be optimistic about their future. After 
financial crisis in the mid-1980s stymied growth in air transportation, traffic is now rising rapidly and 
carriers are making investments to meet the demand. Companies such as Airborne Express and Federal 
Express report that their service to Mexico has risen 30 to 70 percent annually over the last several years. 
UPS and Burlington Air Express have recently expanded their facilities in Mexico.49 Private capital is 
fueling new investment, while government planning tries to ensure that airports meet the needs of the 
public. ASA will continue to grant concessions to renovate and expand airports, while maintaining national 
ownership of facilities. 

Increasing traffic and congestion at Mexico's largest airport, Mexico City, continues to be a 
problem. For reasons of altitude, road congestion, and inadequate facilities, the Puebla, Cuemavaca and 
Toluca airports have not sufficiently relieved Mexico City's air traffic congestion. The Toluca airport, 
designed by foreign consultants, demonstrates the pitfalls of attempting to solve a systemic problem with a 
narrow solution.SO As Mexico City's air traffic continues to grow, comprehensive alternatives must be 
sought. Decentralizing Mexico's air traffic will be difficult because Mexico City is the focal point of the 
Mexican economy. 

Analysis 

Other than a few provisions regarding airport mechanics and services, NAFTA itself devotes little 
attention to air transportation issues. The changes in trade patterns that the agreement will induce, 
however, should have a significant impact on air passenger and cargo traffic between the United States and 
Mexico. Several of the airports described above should benefit from their current intermodal linkages and 
from growth in sectors such as the electronics and flower industries. 

Customs delays, inadequate airport improvements, and lack of public support to enact needed 
changes comprise the major baniers to growth in the air transportation sector. Following a discussion of 
these opportunities and constraints, this section will describe genecal trends that may affect the future of the 
air transportation system in Texas and Mexico. 

Opportunities 

Growth in the trade of high-value-added goods and perishable products should increase air cargo 
traffic. Exports from the United States to Mexico have been climbing steadily since 1986, especially in 
high-value-added products, such as electronics equipment. As noted in Table 6.~ the value per kilogram 
for all Texas commodities shipped by air to Mexico increased each year from 1989 to 1991. Mexican 
exports in time-sensitive agricultural products, such as flowers, have been increasing as well 

As Mexican wages go up and the Mexican economy expan~ consumption of goods and services 
will rise. Certain goods and services that require delicate or immediate transport, such as electronic 
equipment and overnight package delivery, lend themselves to air cargo service. The relocation of 
American manufacturing facilities to the interior of Mexico will create a demand for the timely delivery of 
emergency spare parts, as it does along the border. However, an imbalance in air cargo demand exists. 
Freight forwarders can easily sell cargo space on planes going into Mexico but have trouble filling planes 
flying out. 

Growth in Mexican exports will help to close this gap. Cargo managers have noted the potential 
for significant growth in the Mexican flower industry and its exports to world markets. Currently> 
approximately 90 percent of the flowers imported to the United States from Latin America are routed 
through Miami's International Airport (MIA), while only 1 percent are routed through HIA. Much of this 
imbalance is because Colombian rose producers, who supply most of the roses bound for the United States, 
use MIA almost exclusively. Importantly, Colombian flower producers have experienced security 
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problems with drug dealers smuggling contraband into Miami in their flower shipments. Consequently, 
Colombian rose producers have begun moving their operations to Mexico, and the two largest rose farms in 
Mexico are now Colombian-owned. Growers expect that, within five years, Mexican roses will match the 
quality of Colombian roses and should have excellent prospects for export to the United States and Japan. 
Since HIA and DFW have strong flight networks to Mexico, these two Texas hubs stand to benefit from 
this shift in flower production (see Table 6.4). HIA has already persuaded a supplier to fly flowers from 
Mexico to Houston, connecting with flights to San Francisco and Japan. Previously, the supplier had 
tracked the flowers to San Francisco. 1be new arrangement will add two days to the flowers' shelf lives, 
making them more appealing to Japanese retailers. 51 The potential benefits of the flower trade are not 
limited to major hub airports, as evidenced by Mexico's interest in the San Antonio Airport. 

Because of their extensive networks into Mexico and their strategic locations, DFW and HIA stand 
to capitalize on important north-south and east-west trade routes. Both airports offer many connections to 
Europe and Asia, as well as to Latin America. Both DFW and HIA are linked to extensive intermodal 
networks, enabling shippers to efficiently transload goods from air to rail or motor carriers. 

The ability of Texas aiiports to capitalize on NAFrA will depend upon how well they promote 
themselves as a link between Emope-Asia trade and the north-south network. lilA officials are very aware 
of the potential economic benefits of such a position. Mr. Jack Ewing noted in a recent interview that 
linking Asia and Emope to Mexico is a source of future growth. Additionally, Mr. Ewing noted that the 
more active Mexico is in international trade, the more the commercial center of the United States moves 
westward Foreign carriers are investigating Texas aiiports as crossroads to the south. Oscar Couto, chief 
of cargo-marketing for the City of Houston, reports that most European and Asian airlines considering 
flights to Houston require that the "Mexican piece is in place," that is, that the airlines will have excellent 
access to Mexican markets from Houston. 52 

Comtraints 

Although opportunities for expansion of air cargo trade are many, they will not be fruitful unless 
several issues are resolved. Firs~ customs must be expedited, particularly at the border. Air cargo routed 
through DFW and HIA is frequently transferred to trucks to cross the border. Substantial delays at the 
border diininish the advantages of routing cargo through Texas. Second, airport authorities must place 
emphasis on building proper facilities for expansio~ such as refrigerated storage for perishable goods to 
handle growth in traffic. Refrigerated storage facilities will become increasingly important in attracting 
Mexico's flower shipments. 

~ state and local governments will need to make the invesbnents necessary to attract cargo 
and passenger traffic. Tension often exists between airports and surrounding communities, and local 
opposition to airport expansion has affected DFW, in particular. This resistance contrasts sharply with the 
situation in Houston, where local government is prepared to invest public funds in refrigerated facilities to 
attract air cargo. Although the Texas Legislature intervened in DFW's favor in the dispute between local 
interests and the airport, continued friction between the two parties could put DFW at a disadvantage 
relative to Houston. 

General Trends Affecting Air Tramport 

Besides specific opportunities and constrain~ the airports of Texas and Mexico could be affected 
by broad trends in the air transport industry, such as the spread of just-in-time (IlT) production methods, 
modernization of airline equipment by U.S. and Mexican airlines, widespread adoption of the hub system, 
and expansion of Mexico's trade with Emope and Asia. JIT production allows for reduction of inventories 
by coordinating delivery times with needed production inputs. The method has gained popularity as 
manufacturers find that the higher transportation costs associated with JIT are more than offset by lower 
warehousing costs, faster response to customer demand, and consequent increases in market share. As 
more companies adopt JIT techniques, transportation experts predict a dramatic increase in the use of 
expedited transportation services or deferred freighi in which deliveries arrive according to a precise 
schedule. The Colography Group, a transportation consulting firm, has predicted that air freight volumes 
could double by the end of the decade.53 Given the condition of the Mexican highway system, air cargo 
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will be especially important for firms looking to transport goods expeditiously to and from the interior of 
Mexico. Such firms would be wise to locate their facilities close to airports that have large passenger 
markets, since combi carriers move most of the air cargo in Mexico. 

Investment and resources for air transport equipment in Mexico remain inadequate. The increase 
in the movement of air cargo has not been matched by a sufficient increase in Mexican airlines' equipment 
procurement. As of today, there are no Mexican all-cargo carriers, although Mexicana, a combination 
carrier, now has several all-cargo flights to the United States. Mexican carriers are being solicited to 
transport increasing volumes of cargo and now rent a majority of the equipment necessary to do s<r-such 
as planes and loading-unloading equipment-from Southern Air Transport, a U.S. company. A 
representative from SCT expressed Mexican carriers' anxiety over their dependency on U.S.-owned 
equipment.54 Combi carriers are also dependent on equipment leased from European and U.S. companies. 
The largest Mexican airline, AeroMexico, leases 53 of its 55 planes. Mexicana leases 16 of its 59 planes, 
and many of the 43 planes it owns are old and in poor condition (see Table 6.5). Unless airlines are 
allowed and able to find other sources of investment, Mexican airlines will remain precariously dependent 
on foreign equipment. 

Fmancial uncertainty bas plagued the airline industry in recent years. By the end of 1992, three 
major U.S. airlines, America West, TWA, and Continental, had declared Chapter 11 bankruptcy. Other 
major airlines, such as American and Delta, are reorganizing and, in some cases, reducing their fleets to 
avoid financial crisis. U.S. airlines ~beginning to upgrade their fleets with more cost-efficient planes, but 
new generation planes require a substantial initial investment. 

The future development of airport hub systems should significantly affect the air transport 
networks in Texas and Mexico. U.S. airlines have increasingly relied on a hub system since government 
subsidies to regional airports have declined. If airlines continue to find that a hub strategy is the most 
economically efficient means of offering service to smaller airports, Mexico may tum to such a scheme for 
its air transport system. As the Texas and Mexico economies become more integrated under NAFT A, 
regional airports in northern Mexico may serve as spokes of Texas hubs, such as DFW or lilA. Moving to 
such a system would be one way to reduce stress on Mexico City's airport. 

European and Asian carriers are expressing interest in gaining access to Mexican markets. If 
Mexico receives a substantial amount of European and Asian investment, passenger and cargo flows from 
the two continents to Mexico should increase significantly. Modem physical infrastructure and superior 
access to intermodal networks should place the major Texas hubs, DFW and HIA, in excellent positions to 
serve as gateways to Mexico. Both airports already offer many connections to Europe, and DFW features 
several direct flights to Asia Both facilities can accommodate a variety of shipping needs, with spacious, 
modem warehouses located in free trade zones. Almost all the major Mexican airports, on the other hand, 
have embarked on much-needed modernization and renovation programs under President Salinas. Mexican 
federal investment in ASA jumped 80 percent from 1991 to 1992. 

Conclusion 

Both Texas and Mexico have well-developed air transportation systems. Two major hubs at 
Houston and Dallas-Fort Worth provide Texas travelers and shippers with much better access to 
international passenger and shipping networks than are available in Mexico. The rising trade in high-value
added products and the increasing need for expedited cargo delivery will bring greater demand for air cargo 
services. As Texas and Mexico seek economic growth through integration with international markets, air 
transport facilities with access to intermodal networks will become more important in attracting business 
and investment. 

The ability of Texas and Mexico airports to capitalize on these opportunities will depend upon 
alleviating delays at border crossings and customs posts, making necessary improvements in infrastructure 
and facilities, and making the necessary investments to attract cargo and passenger traffic. The future of 
airports will be shaped by general trends such as the rising importance of air cargo and the increasing 
integration of Texas and Mexico with international economic networks. 
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Chapter 7. Intrastate Motor Carrier Regulation 

Introduction 

One issue that should not be overlooked in assessing the North American Free Trade Agreement's 
impact on Texas is the potential for the state's regulation of intrastate trucking to influence the agreement's 
costs and benefits. According to the Railroad Commission of Texas (RCT) and most trucking firms, the 
current system is adequate to meet the opportunities and challenges posed by NAFf A. These groups 
believe that NAFT A is, in effect, a nonissue, since most of the freight traffic it creates will have an 
interstate status outside of RCT's purview. However, a coalition of shippers, warehousers, and 
manufacturers fear that the state's regulatory structure will prevent Texas from realizing the full benefits of 
NAFf A and could even be detrimental to the state's economy and public finances. 

This chapter provides background information and describes the regulatory environment at the 
center of the debate. It analyzes the two primary competing positions, regulation and deregulation, 
especially with regard to the dynamics that could be introduced by NAFf A. The report concludes that, 
while the best available data suggest that Texas' current intrastate trucking rates are only modestly out of 
line with comparable interstate rates, some deregulation would be advisable to allow the state to adapt 
efficiently and quickly to the greater transportation flows promised by NAFT A. The most critical reform 
would be the adoption of the U.S. Interstate Commerce Commission's (ICC) definition of "in-transit" 
freight which would classify all shipments as coming through or bound to Mexico as interstate commerce. 

The History of Trucking Regulation 

The precedent for regulating trucking and other forms of transportation was set in the late-1800s, 
when the federal government began to intervene in the affairs of the railroad industry. The action was 
taken because railroad industry exploitation had become so extensive that the federal government 
determined a need to protect the shipping public from railroad abuses, especially those abuses against small 
shippers, receivers, and communities. Knowing that transportation costs affect the price of goods, the U.S. 
Congress believed these abuses to be a threat to the national economy and the general social welfare. 
Diverse groups, ranging from farmers and merchants to industrialists, all pushed for the measures, designed 
to prevent railroad industry practices such as pooling, rebates, and rate and service discrimination. I 

In the late-1800s, Texas, like other states, established a railroad commission to develop and 
implement regulations at the state level. The federal courts upheld most policies of these railroad 
commissions, thus creating the dual-level regulatory federal structure that still exists today. The federal 
government has gradually preempted many of the state's responsibilities. The administrative apparatus to 
do so was created in 1887, when Congress inaugurated the ICC to control the rail transportation of 
commerce that was interstate and international. 

Half a century later, the regulation of trucking evolved out of regulation of the railroad industry. 
At first, the trucking industry could not compete with the railroads. However, increased transportation 
flows stemming from World War I heightened investments in the nation's roads and highways, improved 
mechanical efficiency, and produced a major increase in the use and importance of trucking. By the 1930s, 
motor carriers were engaged in practices similar to those of the pre-regulated railroad industry. 2 

Trucking firms, however, also had to contend with cutthroat industry competition. Predatory 
pricing contributed to a high rate of bankruptcy and instability in the trucking business. Service to small 
communities was not dependable and rate discrimination was widespread. With both commercial trucks 
and automobiles on the highways, the nation's roads became more hazardous. Trucks too often carried 
oversiz.ed loads to maximize profits, endangering other highway travelers and ravaging the nation's 
thoroughfares. 3 

Pressure to regulate trucking also emanated from the railroads, which wished to curtail what they 
perceived as trucking's unfair advantages. Since railroads were subject to strict rate controls and motor 
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carriers were not, ttuckers could lure railroad customers by cutting their prices. Additiooally, railroads laid 
and maintained their own ~ while motor carriers bad their roadways financed and piesei ved by public 
funds. Moreover» since property taxes were used to construct and maintain public roads and the railroads 
owned taxable p1openy, the railroads were forced to finance tbejr- competition. 4 

State Regulation 

In 1929, with passage of the Motor Carrier Act, the state of Te~ established regulation placing 
the for-hire motor carrier industry under the jmisdiction of the Railroad Commission of Texas.. S Two years 
later, in 1931,jurisdiction was substantially broadened and strengthened. The public policies and purposes 
intended by this action are stated in the re-declared act of the 68th Texas LegisJanJre of 1983: 

Sec. 22b [ of Art. 911 b, V .C.S.] Declaration of Policy. The business of openting as a motor 
carrier of property for hire along the highways of this State is declared to be a business affected 
with the public interest. The rapid increase of motor carrier traffi~ and the fact that under existing 
law many motor trucks are not effectively regnlalP.d, have increased the dangers and hazards on 
public highways and make it imperative that more stringent regulation should be employed, to the 
end that the highways may be rendered safer for the use of the general public; that the wear of 
such highways may be reduced; that discrimination in Iates charged may be eliminated; that 
congestion of traffic on the highways may be minimiud; that the use of the highways for the 
transportation of p1operty may be restricted to the extent requiJ:ed by the general public; and that 
the various tramponation agencies of the State may be adjusted and correlated so that public 
highways may serve the best interest of the general public. 6 

Also, in 1931, in ooler to minimire wear and destruction of public highways and increase public safety, 
Texas passed the Motor Vehicle Act, which limited the weight of trucks and their loads. 

These two acts were designed to potect the safety of the public and to ensure the physical 
preservation of the highway system. Although few changes were made in these laws, in 1981 the Texas 
LegisJamre re-emphasilt'.d its primary goal of protecting small shippelS and businesses from rate 

~ which tends to favor large shippers. 7 

This pattern of regulation was intmupted in 1983 when the 68th Texas Legisl~ due to 
recommendations from the Texas Sunset Review Commission, eased the requirements for obtaining 
authority to open!e a trucJcing business Latec, the 70th Legislature enacted Senate Bill 595, permitting the 
RCT to elnninate specific commodity rates and establish base rates ball commodities transported by 
common and contract carriers. Caaiezs could deviate from hue rates by 15 percent on shipments excec'ding 
10.,000 pounds, denoted as "truckload" ~)rates, and by 5 pelCCDt on shipments from 501 to 9.,999 
pounds, known as "less-tban-tmckload" (L1L) ~ 8 

National Regulation and States' Authority 

The federal Motor Carrier Act, signed into law in 1935, put motor carriers under the federal 
economic and safety regulations administered by the ICC. This act did ~ bowevec7 preempt all Slate 
authority over motor carriers. States maintained ce.ttain taxing and regulatory functions, such as sPJting 
size-and-weight limits. States retained complete control over intrastate truck movements, registration fees 
and ~ gasoline and fuel taxes apportioned on mileage openled within the state, and taxes on gross 
weight. States are comidered sovcxeign and are not obliged to change their laws governing intrastate 
freight movements when laws regulating interstate commerce are altered at the federal level. 

Federal policy has evolved to favor a much less regulated trucking industry, but only a few saates 
have followed this lead. Congress enacted the Motor Carrier Act of 1980., resulting in the deregulation of 
interstate trucking. However, the expected shift to deregulation by the states did not happen. 9 
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Structure and Terminology of Texas Trucking Industry 

The Railroad Commission of Texas 

The Railroad Commission of Texas monitors and regulates the intrastate trucking industry through 
the Transportation Division of RCT. For-hire motor carriers operating in Texas fall into two categories, 
those subject to regulation by the RCT and those that are exempt The RCT controls market entry and the 
rates charged by nonexempt carriers. 

All motor carriers in Texas are monitored at some level. Regulation can be scant, requiring only 
registration and the prior filing of a certificate of insurance. In the case of an agricultural permit the only 
requirement is the filing of an annual application. Carriers not subject to RCT rates can enter the trucking 
market without proving fitness or ability and, therefore, are exempt 

Exempt Carriers 

Four types of carriers are exempt First, those that move a limited number of specified items are 
exempt For example, transport of an agricultural product is unregulated when carried between the place of 
production and the point of first processing. It should be noted that this exemption is qualified by measures 
such as mileage or county limitations. In every case, the carrier must still provide the RCT with a 
certificate of insurance. 

Second, RCT exempts for-hire carriers that operate essentially on a local basis. 11ris exemption 
applies to carriers that operate within an incorporated town or village, any contiguous incorporated 
jurisdiction, and any SUITOunding unincorporated areas. Also, certain specialiud motor carriers are exempt 
within RCT-established commercial zones around Texas' largest cities. 

~ private carriers that transport their own property from points of production, marketing, and 
storage are exempt under RCT provisions. This includes businesses which use their fleets to transport 
supplies. The vehicles and commodities must be owned by the same person or business. Large chain 
stores that move their own merchandise with private fleets are included in this group. 

Fourth, RCT exempts those businesses that buy from or sell to the public and use their own motor 
transport to pick up and deliver. Such transport must be incidental to the purpose of the business. 

Regulated Carriers 

Motor carriers regulated by the RCT must adhere strictly to the limitations of their certificates or 
permits. Limitations are placed on the customers and routes served, types of service offered, scheduling, 
and rates. All nonexempt intrastate shipments follow the regulations set out by the RCT. All for-hire 
nonexempt motor carriers that utilize public roads are required to hold a permit or certificate and carry 
insurance. I 0 

The three principal classes of regulated operating authority for motor carriers are regular-route 
common carrier, irregular-route specialized motor carrier, and contract carrier. Common carriers are 
defined as motor carriers that can handle any commodity or product that is not designated as specialized. · 
Common carriers operate along fixed routes. Contract earners are limited to providing service for up to ten 
specific shippers with whom they have binding agreements. These carriers may not charge less than 
common carriers. Specialized motor carriers are those that use unique and distinctive equipment in 
transporting goods. They are not confined to regular routes or schedules. Limited common carriers have 
restrictions levied on the scope of their general commodity authority .11 

Operating reports filed with RCT reveal that specialized carriers are the largest carrier type. In 
1985, out of a total of 2,314 motor carriers authorized to cany intrastate commerce in Texas, an estimated 
71 percent were specialiud, 25 percent were contract, and 3 percent were common.12 
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Agricultural permits, although regulated, involve fewer restrictions than other regulated operating 
authority. While the RCT issues permits subject to standard requirements, rates are established by the 
carrier and the shipper. The agricultural carrier is not required to demonstrate necessity before being issued 
a permit Transport for carriers in this category can only be between points of processing, storage, or first 
manufacfure.13 

Motor Carrier Clasmication 

Classifications in the Texas trucking industry are based on the nature of the service provided, the 
type of item carried, and the financial relationship between the shipper and carrier. Motor Carriers are 
classified according to the type of carrier, service, and commodity transported. RCT classifies carriers as 
common, contract, private, or exempt Scheduling and routes define types of service offered, such as 
regular route, scheduled or unscheduled service, irregular route, radial service, and local cartage. A 
common carrier transports general freight or general commodities. The other categories of carriers are 
more specific. SpeciaJized motor carriers include carriers of oil field equipment, sand and gravel, 
household goods, and livestock.14 

The Texas Regulatory Environment 

RCT regulates trucking in two principal ways. It controls entry or the authority to use the Texas 
highways and it prescribes the rates that motor carriers may charge for service. Various types of operating 
authority are granted by RCT to motor carriers. Some examples of certificates or permits are common 
carrier, specialized motor carrier, limited common carrier, contract carrier, motor bus, and armored car. 15 

To obtain operating authority, an individual or company formally applies to RCT. The formal 
application is filed, a public notice of the application is published, and after the public is allowed time to 
respon~ a hearing is called on the docket 16 Three elements are considered by RCT before granting 
authority. First, the applicant must demonstrate the ability and willingness to safely and adequately 
perform the proposed transportation service. Secon~ RCT determines if there is a public necessity for the 
service. Third, RCT considers the effect the new entry of the new entity would have on carriers already 
providing the same or similar service.17 

RCT sets rates through carrier petition, although rates may be adjusted upward or downward by 
the commission itself. An authorized motor carrier must adhere to these commission-approved rates. To 
provide rate flexibility, price deviations are allowed for some general commodity and special motor 
carriers. There are currently 53 different tariffs, each with a different rate structure, which vary according 
to the size of shipment and distance moved. Tariffs are set with attention to a carrier's average costs and 
expenditures. RCT typically lets carriers earn a reasonable rate of return for carriage of a particular 
commodity .18 

Many carriers and shippers have organized into associations that represent them before RCT. 
These associations publish rate tariffs that have been approved by RCT. As a result, tariffs can cover whole 
segments of the industry .19 

Case for Regulation of Intrastate Trucking in Texas 

Supporters of regulation, the state regulatory agency, and the trucking industry~ as well as a 
number of small and rural shippers, argue that equitable and dependable service can be guaranteed only by 
rates charged, routes covered, and entry into the trucking business. Proponents of deregulation, such as 
large shippers and federal regulators, focus on other issues. They argue that fixed rates, restricted service 
routes, and limited entry into the industry lead to inefficient, costly service. 

Regulation and the Texas Economy 

From the perspective of those in favor of regulation, trucking service is a quasi-utility that is 
fundamental to the economic well-being of the state of Texas and, therefore, should continue to be closely 
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regulated by RCT. Deregulation would be destructive to the safe, consistent, and efficient operation of the 
service. Regulation, on the other hand, provides a stable market that ensures carriers a fair rate of return on 
investment and provides shippers with predictable prices and quality service. Such stability mitigates 
pressure on the industry to cut corners on safety through delayed repairs, delayed capital replacement, and 
inferior worker recruitment and training. 

With respect to NAFI' A, state regulators feel that the volume of intrastate traffic will increase as 
imports and exports between Texas and Mexico grow. RCT expects to see the number of new trucking 
firms expand as well as existing firms broaden their service areas. 

Federal vs. State Authority 

While the state regulates trucking service within its boundaries, the transport of international 
commerce remains within the jurisdiction of the ICC. The state of Texas lacks the legal authority to 
regulate international commerce. However, this apparently clear division of jurisdiction does not preclude 
controversy. 

The debate over what constitutes interstate and intrastate commerce has grown ~ intensity since 
the passage of the 1980 Motor Carrier Act Interstate trucking rates were deregulated, while most states 
continued to regulate intrastate commerce. The ICC asserts that there are many instances where trucking 
service currently classified as intrastate traffic should be reclassified as interstate. 

The determination of whether transportation between two points within a state is part of a larger 
interstate transportation service depends on the essential character of the shipment, particularly the original 
and persisting intention of the shippers. 20 Based on what is called the Sabine test, after a precedent-setting 
ruling, shippers have sought the reclassification of certain types of commerce so that their shipments would 
fall under the jurisdiction of the ICC and thus be subject to less regulation. Rates for interstate trucking 
service can be negotiate.cl, rather than mandated, by the state. 

Many state regulatory bodies throughout the country, including RCT, reject what they perceive as 
the ICC's encroachment upon state authority. Through legal argument, the ICC has begun to broaden the 
definition of interstate traffic. The more commodities that have an essential character that is interstate in 
nature, the fewer the regulations that apply to that shipment From the perspective of the ICC, less 
regulation results in a net increase in the economic welfare of the country by increasing competition, 
thereby reducing the transportation cost component of doing business. 

This question of regulatory jurisdiction between the ICC and state agencies was recently heard in a 
California court, where Federal Express won the right to charge interstate rates for its service, even though 
the company operates 2,600 trucks within the state of California. This ruling represented a setback to the 
California Public Utilities Commission charged with regulating the industry. "Federal Express can now run 
completely and totally wild and fix rates and not be subjected to state intervention," complained a 
legislative director, summing up the sentiment of many who favor trucking regulation. 21 

The debate over jurisdiction is important enough to merit illustration. In section (a) of Figure 7.1, a 
truckload of goods enters Texas from Mexico. It is unloaded into a Texas warehouse and later reloaded 
onto another truck, and then shipped to a predestined point inside Texas. In this scenario, rates set by the 
ICC apply to the total movement of goods because the commodity retains its essential character as 
international commerce. The goods, even when sitting in the warehouse, maintain in-transit status because 
the essential character of the load has not been altered. Trucking rates in this scenario can be negotiated. In 
section (b) of Figure 7.1, these same imported goods are shipped out of a Texas warehouse also to a point 
inside Texas, but they happen to fall under the jurisdiction of RCT. In this scenario, the essential character 
of the commodity is altered (perhaps through some kind of processing or repackaging at the warehouse) 
significantly enough to disqualify the reshipment for international in-transit status. In this case a state rate, 
less flexible than a federal one, applies to reshipment. The lack of a clear final destination also can 
disqualify a load of goods from maintaining interstate commerce status. 
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Figure 7.1. Essential Character: 
Determination of Interstate vs. Intrastate Commerce 

(a) (b) 

(c) (d) 

D 'Narehoused :Retaining Essential Character 

~ Essential Character Altered Significantly 

Interstate Shipment 

--... - Intrastate Shipment 

Similar ambiguit) regarding the commodit) status results when shipments move between two 
points inside Texas before export to Mexico. In section (c) these goods maintain their essential character if 
they ha e not been significantl. altered or repackaged on their way to Mexico. The goods also maintain in
CT'ansit status if they ha e an address for final deli\ ery. In section (d), this shipment is not given 
international status betv. een points in Texas because the goods have been altered significantly or there is no 
specified point of desti.nation in Mexico. 

Proponents of deregulation belie e that international traffic subject to loss of its ICC interstate 
status, v. ill avoid Texas and move to warehouses in adjacent states close to Texas markets or to Mexico. 
The same scenario would appl., to goods being shipped from Texas to Mexico. Such an argument 
howe er is premised on the belief that the cost of shipping is inflated in Texas due to the regulated rate 
structure. 
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Following is a discussion of the comparison between intrastate and interstate rates, as delineated 
by those opposed to any major deregulation initiative. Changes made in 1987 and in 1989 by Texas Senate 
Bill 595 and House Bill 908 have addressed the problems of elevated base rates and restrictive entry into 
the state's trucking ma:rket. Changes include the allowance of a 5-percent discount on LTL traffic and a 25-
peicent discount on n rates set by the state. Legislation made market entry less onerous, shifting the 
bmden of proof from the applicant for an operating certificate to the protesting firms that must demonstrate 
service is already provided to the routes under consideration. 

The strongest evidence supporting the state's contention that trucking regulation is not 
economically inefficient comes from a direct comparison of interstate and intrastate rates. Such a 
comparison is difficult, however, because regulation of the state market within a deregulated national 
market may create price distortions in both markets. 

According to an RCT study, based on data provided by the Middlewest Motor Freight Bureau 
(MWMFB), Texas provides trucking service on average at rates below those of other states and below 
interstate rates.22 For example, rates for Texas intrastate Class 100, a category of commodities, are less 
than published interstate rates for shipments weighing 50 to 10,000 pounds. 23 While published interstate 
rat.es can be discounted by whatever amount the shipper and trucker agree upon, the national average 
discount of 38 percent still does not make interstate rat.es competitive with intrastate rates in the previous 
example. 24 The MWMFB filed comments with the ICC in 1988 that only 1 percent of interstate shipments 
received a discount of 60 percent or more. 

A summary of the comparisons of intrastate and interstate rates is provided in Table 7 .1. The table 
divides the Texas intrastate shipments into discount groups similar to interstate traffic. The last column in 
the table compares the ratio of a discounted interstate class rate to that of an intrastate rate. The figures 
show that only those interstate class-rated shipments that moved at discounts of 60 percent or more moved 
at charges below the Texas intrastate level. A discount of 56 percent in interstate class rates is needed to 
equal the undiscounted Texas intrastate rates. If the 5-percent L TL and 25-percent n discounts are 
applied to intrastate rates, this would mean that less than 2 percent of interstate class-rated shipments 
moved at lower net charges under the interstate rates, while 14.2 percent moved at more than twice the 
Texas intrastate level. The remaining class-rated shipments also moved at rates above intrastate rates. 

A study by the Texas Motor Transportation Association (TMTA) that uses the MWMFB's analysis 
of rates finds that, by imputing the interstate rate level to the total Texas intrastate traffic base of $300 
million, shippers are saving nearly $50 million annually due to regulation of entry and rates within Texas. 25 

Not all rates in Texas are competitive with interstate rates, but from the data presented by 
MWMFB, on average intrastate rates appear to be lower. Rates are a function of weight and distance, as 
well as class. The class of an item is a combination of the density of the commodity plus the cost of 
insuring that item. Shipping weights are further categorized into L TL, 500 to 9 ,999 pounds, and ~ 
10,000 pounds and greater. Heavy, dense commodities that require relatively little insurance coverage and 
are hauled ovec long distances sometimes cost more to ship if they are moved at regulated rates. 26 This 
type of traffic can move at highly discounted rates in a deregulated market 27 Texas intrastate rates are 
more competitive in the Ln category, which makes up 98 percent of common carrier service in Texas. 
Comparative rate studies by other states demonstrate that regulated rates were less than discounted rates in 
Arkansas, Califomi~ and Ohio.28 The MWMFB found that Texas has lower regulated rates than Louisiana 
and Oklahoma. 29 

Again, it must be stressed that the comparison between L 1L rates in the regulated and unregulated 
markets is difficult and conclusions may differ with methodology. Studies done by the University of Texas 
at El Paso conclude that the cost of shipping some items is higher when using intrastate rates, but their 
scope is limited to only a few illustrative examples. 30 
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Table 7.1. Rate Discounts by Cius 

Type of Rate Interstate Interstate Shipments Nomberof Discounted 
Average Accorded Intrastate Intrastate 

Discount (%) Imcount(%) Shipments QmRate(%) 

Undiscounted No discount 14.2 475,162 227 
Class 

Discounted 
Class 
Less than 20% 12.9 0.9 30,116 198 
20%to29% 23.7 2.7 90,384 173 
30%to39% 34.0 10.0 334,621 150 
40%to49% 44.0 20.4 682,627 127 
50%to59% 53.l 13.5 451,739 106 
60%andover 61.8 1.7 56,886 87 

Class Rated- 45.1 49.2 1,646,337 124 
Discounted 

Class Rated- 38.3 63.3 2,118,153 140 
Total 

Contract Rates 35.0 17.8 595,626 148 

AllOthers- 29.6 18.9 632,434 160 
Commodity Rate, 
FAK,etc. 

TOTAL 100.0 3,346~13 

Source: 1990 System Interstate Traffic for 43 Middlewest Motor Freight Bureau Continuous 
Traffic Smdy Carriers Sorted by Percentage of Billed Discount/Rate Category and TMTA, ''Comparison,,, 
p. 9. 

Effects of Deregulation on the Texas Economy 

Supporters of regulation in Texas fear that trucking deregulation will have adverse effects on 
trucking service. They cite predatory pricing as a problem that can lead to over-concentration in the 
industty. Supporters of regulation argue that there will be an increase in price and service discrimination to 
rural communities and small shippers. They fear that large shippers will exert their market power to obtain 
lower rates, leaving the trucking industry to charge higher rates for service in a less competitive rural 
market. 

Predatory Pricing 

Predatory pricing is a carrier's charging of rates, fares, or other fees which are below that carrier's 
actual operating cost or are unduly discriminatory. 31 The U.S. Interstate Commen:e Act prohibits large 
suppliers and shippers from negotiating tariffs lower than filed tariffs, thereby undercutting competition 
from small suppliers. Other forms of predatory pricing include discounting the filed rate, not charging for 
the full weight of a shipment, and deliberately misspecifying the freight to produce a lower rate. 32 
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When small carriers alleged that large carriers were using illegal predatory pricing and destructive 
rate-cutting to undermine their financial viability, forcing many firms into bankruptcy, the ICC responded 
with the following argument: 

There is little likelihood of this type of strategy in the ... industry. For such a strategy to sue~ 
sufficient entry barriers must be present to prevent competitors from reentering the market once 
the predator attempts to raise its price to monopolistic levels. However, as regulatory barriers are 
reduced, predation by motor carriers becomes uneconomic, since entry costs are so low that a 
predator could never long enjoy its monopoly price. 33 

The motor carrier industry did not have the structural characteristics necessary to make predatory 
pricing a viable strategy, argued the ICC. The industry's structure was characterized as atomistic, with a 
large number of competitors, few financial barriers, and no significant operating economies of scale. The 
industry is low-technology in terms of equipment and labor skills and is a beneficiary of public capital 
invesnnent that has created the national highway network. 

While the ICC characterization is an accurate description of the TL segment of the industry, it 
does not describe the LTL segment The LTL for-hire carrier segment of the industry is not atomistic. A 
small and still shrinking group of increasingly large firms dominates the traffic nationally. LTL operations 
do have significant operating economies of scale. The established large national L TL carriers are the 
beneficiaries of a financial barrier to entry, large and widespread terminal networks. They also differ from 
TL operations by using increasingly sophisticated information-processing technology. The result of this 
different structure is that predatory pricing can effectively remove smaller competitors from the L TL 
market as this segment of the industry moves toward concentration. 34 

A study of the likely effects of deregulation on the Texas economy concludes that predatory 
pricing will be used to remove small competitors from the market. Since the 1980 deregulation of the U.S. 
motor carrier industry, only one new firm has entered the L TL interstate market, but it exited the market in 
1985.35 The study concludes that, if Texas were to deregulate, large LTL companies would undercut 
regional carriers, secure their position in the market, and form an oligopoly that would drive up prices. 

Price Discrimination 

Proponents of regulation smmise that price discrimination, the charging of different rates for 
similar services, will follow in the wake of deregulation. According to the findings of trucking experts, 
America's largest shippers exert monopsony power over trucking companies. "By virtue of the economic 
leverage they wield by conferring or withholding their vast volumes of freight, the shippers can unilaterally 
dictate rates at or below the marginal costs of trucking companies," concludes one expert. 36 

It is argued that removing barriers to entry would increase competition for service to outlying 
regions and bring prices more in line with marginal cost. Proponents of regulation in Texas argue that it is 
the extraordinary cost of entering the L TL market that is preventing an increase in competition, not RCT 
regulation. On the federal level, for example, predictions that deregulation would spur a rise in the number 
of L TL carriers have proven incorrect: 

Only a small number of firms dominate L TL traffic nationally and the number is decreasing. 
Competition among these few LTL operators has been intense. Significant rate discounting has 
occurred. The principal recipients of the rate discounting have been the larger shippers, most of 
whom are located in the denser markets. While large shippers are receiving lower rates, small 
shippers are making up the difference ... Preferential rates are being extended to large shippers at 
the expense of small shippers. 37 

The covert negotiation of special and discriminatory rate discounts between motor carriers and 
large-volume shippers has become widespread in deregulated interstate markets. While large-volume 
shippers often extract substantial discounts from rail and motor carriers, small businesses lack the 
monopsony power to demand a price lower than the published rate. Further, the published rate is climbing, 
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to make up for the substantial discounts demanded by large shippers. Small shippers are forced to pay a 
disproportionate share of carriez-' s fixed costs, while large shippers enjoy generous discounts. 38 

If significant rate discounting of intrastate tariffs is allowed, argues TMTA, large shippers will use 
their market strength to obtain below-cost service from carriers. Based on evidence from the MWMFB's 
Continuous Traffic Study, TMTA argues that in the interstate market, shipments discounted by 50 pen:ent 
and above often result in a net loss of revenue to the carriec. This lost revenue must be recouped in less 
competitive markets, such as rural areas that compose much of the state of Texas. Only the largest shippers 
in the state of Texas support deregulation, asserts TMTA, precisely because they would benefit most due to 
their strength in the market. A smvey cited by 1MTA suggests that rural shippers fear intrastate 
deregulation would result in decreased rural service and increased cost of service for shippers in those 
communities. 39 

In Oregon, evidence indicates that discriminatory rates were being applied to shipments in rural 
areas of the state. Several major national carriers interlining with a local company were refusing to extend 
discounts to the coastal area of the state. One company, Roadway Express, cancelled all of its joint-line 
discounts in the summez- of 1988, giving discounts only to freight destined for Portland. 40 An ICC study in 
California found that shippers in small towns were paying up to 40 percent more for motor carrier service 
than shippecs in J.argei- communities.41 

Some supporters of regulation concede that rates in the truckload segment of the market would 
experience a rate decrease after deregulation. However, they reason, the overall cost of moving intrastate 
COIDJDerce would rise because the difference between interstate and intrastate LTI.. rates is largei' than the 
difference between comparable 1L rates: 

If deregulated trucking were mandated in Texas ... and the free market forces reacted as they 
have in interstate COillllletCe, the costs of moving smaller L TL shipments would rise appreciably 
while the costs of moving TI.. shipments, particularly heavier TI.. shipments, would fall to some 
extent. Hundreds of thousands of small Texas Shippen and receivers, who are dependent on the 98 
pereent of Texas' general freight shipments that move in Ln quantities, would face increased 
intrastate transportation costs. Texas' vecy largest businesses, who are primarily responsible for 
two percent of all intrastate shipments, would likely experience lower intrastate transportation 
costs on their predominantly TI.. shipments.42 

Texas is not without rate flexibility. In those cases where shipments are very large, shippel'S can 
bargain for discounts of up to 25 pen:ent below the mandated intrastate rate. Proponents of regulation 
acknowledge that deviations on shipments of very large loads deserve rate flexibility, introduced through 
legislation in 1987, because there exist great.er opportunities for shippers to reduce costs through such 
techniques as shrink-wrapping bundles and im:ptoving loading and unloading procedures. 43 The same 
logic applies to the 5-percent rate deviation in the L TL market. There are fewer opportunities for variable 
cost-cutting due to the smaller quantities being moved. 

When a shipper has a consistent route that must be serviced, that shipper can contract for a 
discounted rate with a carrier. The discounted rate can take the form of class reduction for multiple users 
and a discount of up to 10 percent for shippers making five or more shipments with the same carrier. These 
discounts do not have to be cleared with RCT.44 

Regulation ensures that discriminatory service will not occur. Rate regulations work in favor of the 
small shipper.45 This statement suggests that, without regulation, service would be less available to small, 
more remote shippers. Trucking firms look for loads that allow them to maximize profit. If a shipper has 
only a small load of low-value g~ unregulated carriers could ignore their request for service in hopes of 
picking up a better load elsewbere.46 
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A two-year study reviewing the effects of deregulation in California convinced policymakers to 
reregulate the trucking industry. The same abuses that originally led to regulation were reoccurring. Rate 
wars were jeopardizing service as firms competed for the metropolitan market while service in the rural 
areas decreased. Similar conclusions were drawn in other parts of the nation. "Deregulation has not been 
the succesS that many had anticipated. Most rural areas have suffered under this law. The truck service ... 
to these areas haS been drastically reduced," according to testimony of a Wisconsin official responding to a 
state legislative inquiry about trucking deregulation. 47 

In Texas, there is reason to believe that discrimination would occur if intrastate rates were 
deregulated. Texas, due to its geographical scope, has many businesses located in nonmetropolitan 
communities that could be particularly vulnerable if deregulation were to occur. Further, based on the 
discriminatory practices that have been observed at the interstate level, serious disadvantages could be 
experienced by all small businesses that depend on prompt, frequent movement of small, low-value LTI.. 
shipments.48 

Safety 

By regulating trucking, competition can be managed so that pressures to cut comers on safety will 
be mitigated. Through selective entry, no more trucks than necessary will be on the road. After 
deregulation of interstate trucking in 1980, many independent 1L carriers rushed to provide service before 
they could be thoroughly inspected. Evidence shows that new firms entering the deregulated interstate 
market received less than satisfactory safety ratings and have placed a huge strain on enforcement agencies. 
Nationwide surveys performed under the Federal Motor Carrier Safety Assistance Program concluded that, 
of the 366,400 trucks checked in 1985, 29 percent were insufficiently safe to drive on the highway. In 
1986, safety inspectors in New York and Connecticut, operating under the federal program, ordered as 
many as 60 percent of the trucks off the highway for safety violations.49 

A comprehensive safety study concluded that highway safety was not improving as rapidly after 
deregulation as it had been improving during regulation. Deregulation has been associated with a marginal 
deterioration in motor carrier safety. "50 Other evidence suggesting continued decline in the rate of safety 
improvements is the average age of trucks on the road, which increased from 6 to 7 .5 years between 1978 
and 1986.51 As the profit margins have decreased in the saturated TL market, the amount of capital 
available to repair or replace aging trucks has decreased. Regulation can ensure a predictable operating 
ratio so that firms can anticipate earnings for improving their fleets. In addition, competition has put more 
pressme on drivers to make speedy deliveries in order to reduce truck tum-around time. One study by the 
Automobile Association of America revealed that 41 percent of heavy truck accidents are related to driver 
fatigue.52 

A fmther explanation of why deregulation is resulting in safety problems involves the concept of 
externalities in an imperfectly competitive market. A large manufacturer with a fleet subsidiary of its own 
trucks will ensure that this subsidiary earns enough return on invesnnent so that it can maintain its 
equipment in order to avoid potential liabilities that would result from poor maintenance and tired workers. 
On the other hand, if a shipper can hire a common carrier, then it has no incentive to pay the carrier above 
marginal cost, and liabilities that result from highway accidents are internalized by the carrier instead. The 
manufacturing company is compelled to cut the common carrier's profit to maximize its own wealth. With 
its own subsidiary, the manufacturer cannot externalize the price the public pays in terms of accidents 
through the use of common carriers in a deregulated market. Regulation helps control the spillover effects 

upon third parties not participating in the transaction. 53 

Regulatory Reforms 

The Texas trucking lobby, the Texas Motor Transportation Association (TMTA), believes that 
reforms passed by the State Senate and House in 1987 have already improved the efficiency of intrastate 
trucking service.54 The introduction of rate deviations allows shippers to bargain for more competitive 
rates from trucking firms. However, the practice of rate discrimination and predatory pricing must be 
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guarded against Shippers should be rewarded for improving efficiency rather than for their oligopolistic 
position in the market 

In order to help shippers understand the costs involved in trucking, TMTA proposes that shippers, 
carriers, and regulators work together in collective ratemaking. Most recently, representatives of these 
three groups negotiated a compromise over how to best loosen trucking regulation. Leaders from both the 
trucking and shipping associations have agreed to greater rate flexibility and easier market access for 
general carriers. 55 

According to a Con-Way South West Express representative, carriers should be allowed to have 
blanket coverage of the state. Route restrictions lead to inefficiencies as trucking firms cannot handle the 
traffic that must move into an area sanctioned to be serviced by another carrier. The trucking firm must 
either unload the shipment at a warehouse, or direct the shipper to the another carrier. With unlimited 
statewide access, firms could compete head-to-head. Still, the representative recommends base rates. With 
a consistent rate, firms would compete on the basis of superior service and not on rate undercutting which 
would occur ~ a deregulated market with firms that tried to tum a quick profit 56 

TMTA calls for greater flexibility in rate setting. H there is going to be deregulation, TMTA 
wants to guide the process rather than be forced toward greater regulatory reform. Additionally, TMT A 
wants to reduce bureaucratic intervention. Excessive oversight has resulted in a decrease in 
competitiveness. Delays on rate discounts, which last 90 days with the RCT (compared to 15 days with the 
ICC), imposes unnecessary costs on carriers. 

The trucking industry anticipates large benefits from NAFrA. TMTA wants to ensure that 
regulations in Texas will result in the greatest economic benefits to the industry. TMTA believes that 
insurance requirements for Mexican trucks should be the same as are presently required for U.S. carriers. 
TMT A advocates state and federal harmonization of safety standards before NAFr A is signed, so that there 
is no ambiguity over the enforcement of rules and regulations. 57 

Proposals for regulatory reform have led to a compromise bill passed in the 73rd Texas Legislature 
that would partially deregulate the trucking industry. The new law significantly eases entry into the market 
for a new class of contract carriers. RCT would not limit the number of contracts served by these carriers. 
The law also requires that RCT expand entry opportunities for minorities and women. An application for a 
certificate by members of these groups will be given preferential treatment over other applications. 58 

The law permits rate deviation of up to 40 percent above or below the base rate for the new class 
of truckload carrier. Truckload quantity is defined in the bill as a single shipment made by one consignor, 
weighing 25,000 pounds or more, or a shipment that constitutes a capacity load under the tariffs, rules, or 
regulations adopted by RCT. The law codifies the current 25-percent deviation RCT grants to shipments of 
over 10,000 pounds. The 5-percent deviation currently allowed for LTI.. shipments is also written into 
law.59 

Backhauls by specialized carriers are allowed under the new law in order to improve efficiency by 
reducing the distance these carriers must go without cargo. At a later date, RCT will be required to analyze 
the rates and charges allowed for backhauls and adjust them to reflect increased efficiency and savings. 60 

In an effort to enhance rate flexibility, motor carriers can now apply to set rates for transportation 
services. An application for change in the rate does not require a cost justification for that change. RCT 
will post the change publicly and grievances could be brought against the changes within ten days. 
However, the burden of proof falls on the company that seeks the rate change. 61 

NAFf A and the Case for Deregulation 

The benefits that Texas derives from NAFfA will depend on the degree to which the agreement 
stimulates the state's tracte.62 Moreover, the ability ofNAFfA to create this trade will be in part governed 
by the efficiency of the state's transportation system. In order for trade to expand to its potential, the 
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transportation system must accommodate increased flows at the lowest possible expense. Bottlenecks and 
inefficiencies that might develop from heightened strain on the transportation system could, by raising the 
per-unit cost of getting products to market, nullify the effect that the lowering of tariffs under NAFrA has 
on prod.uct prices. One of the reasons for the enormous rise in world trade since World War Il is the 
declining cost of transport brought on by infrastructure investments and innovations such as 
containerization:63 

The state's physical transportation network should no doubt be evaluated given the importance for 
trade. Of no less importance is the state's regulatory environment, particularly in trucking, the 
transportation sector over which the Texas government has the greatest control. There is concern that the 
state's regulation of trucking is already a source of welfare losses, that it will reduce the gains to the state 
promised by NAFf ~and that the addition of NAFI'A adds a dynamic to the state's regulatory structure 
that could actually worsen Texas' economic prospects. 

Critics of trucking regulation in Texas point out that the original reasons for the current system are 
no longer valid. Regulations were necessary in the past because the rapid increase in trucking traffic during 
the 1920s was excessively damaging to the state's lightly constructed roads and presented unfair 
competition to the infant railroad industry. 64 The situation prompted the legislature to pass the Regulating 
Motor Carriers Transporting Property over Public Highways Act in 1929. Yet, despite the fact that Texas' 
road network has been significantly modernized and upgraded and that the railroads are now a mature 
industry, since 1931 only a few major changes have been made concerning trucking regulations. 65 

Critics of regulation in Texas point out that, in the absence of significant externalities, government 
intervention is not needed to produce an efficient transportation marketplace. Thus, the current system has 
evolved into one that protects "motor carriers from each other. "66 Those harmed by anticompetitive 
regulation, the critics contend, are the producers who must pay a premium just to get their products to 
market and the consumer who faces final prices. 

The Texas regulatory structure generates economic rents for carriers in two ways. The first is 
inflexible rate-setting mechanisms. In Texas, the RCT establishes a base rate for different classes of 
commodities and carriers and allows deviations to be negotiated between shippers and carriers. Although 
deviations as high as 25 percent are possible for some types of shipments, the typical discount is 5 percent 
Rate deviations in amounts up to 40 percent above or below the base rate were recently authorized for 
shipments of general commodities in a truckload quantity. However, intrastate truckload shipments 
represent only 3 percent of the entire Texas intrastate trucking market, with specialized haulers such as 
refrigerated, tank, or flatbed trucks accounting for 66 percent and L 1L carriers accounting for 31 percent. 67 
Rate deviations are not pemritted for certain specialized agricultural, oil, and lumber commodities. In 
short, Texas' limited rate flexibility hardly affects anyone.68 

Second, regulation in Texas acts as a barrier to entry by requiring that most new entrants apply for 
a certificate of public convenience and necessity, demonstrating that unmet needs exist in the market they 
propose to serve. 69 These applications are almost always protested by carriers already providing service. If 
a protest is upheld by the RCT, then the application is denied. The RCT argues that a 1983 initiative 
opened up the market by shifting the burden of proof from the applicant to the protestor. They cite data 
indicating that, since 1989, no more than three percent of all applications in any single year have been 
refused by the Rcr.70 

In reality though, according to the Texas Research League (TRL), Texas intrastate motor carrier 
entry is tightly controlled and was not changed substantially by the 1983 amendment 71 TRL points out 
that, while the number of denials may be low, RCT entry requirements force carriers to collude, to the 
detriment of a competitive industry. To reduce costs and delays, applicants routinely try to work out 
agreements with the protestants to drop challenges. 72 Those applicants who satisfy the demands of 
existing carriers face no further opposition and RCT approval is routine. But, of those that do not, many 
either withdraw their application or have it rejected by RCT. 
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Data for 1992 illustrate just how misleading RCTs low-rejection rate is. Overall, less than one 
percent of all applicants were refused. However, 32 percent negotiated a settlement with carriers already 
providing service and 47 percent, who presumably could not gain the collusion of another carrier, withdrew 
their applications altogether.73 The House Research Organization (HRO) sums up the difficulties involved 
in gaining intrastate operating authority in Texas: 

The legal costs and time spent in applying for a certificate from the commission can be 
prohibitive, and a mom-and-pop operation usually cannot afford it Even a large carrier with vast 
legal resources (UPS) took 19 years to obtain operating authority from the commission. The 
commission notes they grant the majority of authority applications that they decide, but many 
carriers never actually get to the point of decision. Carriers that are vigorously protested often drop 
their application or agree to narrowly limit their authority.74 

Recent changes brought about by Senate Bill 1313, which was approved by the Texas Legislature 
in the spring of 1993, direct RCT to issue operating certificates to transport general commodity in truckload 
quantity upon finding that an applicant can demonstrate ability to provide service and that he has a contract 
to provide the service. The law prohibits another carrier from protesting a pemrit' s issuance unless that 
firm has generated at least $25,000 in annual intrastate income from the potential client during the 
precroing two years.75 Although this change in the law opens up the Texas TI.. intrastate market for 
general commodities, it lets stand existing restrictions on access to speciali7.ed trucking markets and the 
LTI..market 

RCTs practice of awarding entry certificates one route at a time also imposes a burden on 
competition. The Texas Coalition for Competitive Trucking (TCCT) asserts that obtaining statewide 
operating authority is nearly impossible and that between 1946 and 1990 there has been only one grant of 
unrestricted statewide authority 76 In contrast, on the federal level, the elimination of vehicle routing 
restrictions in 1980 increased the productivity of transportation because LTL companies, for example, 
could more efficiently consolidate shipments at terminals. n 

Because of entry and routing restrictions, the trucking market is more concentrated in Texas than 
in other states. In California, for example, each of over 10,000 general commodity carriers serve all parts 
of the state.78 In Texas, on the other hand, only 102 general commodity carriers operate, and most do so 
with very limited authority.79 Moreover, two trucking firms, Central Freight Lines and Merchants Fast 
Motor Lines, generated 80 percent of all general commodity intrastate revenue in 1990. 80 

The presence of economic rents in the Texas trucking market is partially indicated by the value 
placed on the certificates of enny that are awarded by RCT. A certificate to operate is a fully ttansferable 
asset Yellow Transportation, a wholly owned subsidiary of Yellow Freight System, Inc., recently 
purchased the operating authority of the now defunct Jones Motor Lines at a cost of over $6 million. 81 
Yellow was willing to bid on the intrastate license, according to company president, Bill Martin, primarily 
to "get a feel" for Texas' restricted market 82 If entry into the Texas market had been unfettered, it would 
have been unnecessary to acquire such a certificate from another carrier. 

A second indicator of economic rents in the Texas intrastate trucking market is the large number of 
private trucking fleets that service the market Of freight shipped within Texas from the Turnpike 
Distribution Center in Dallas, 69 percent is handled by private carriers, as compared to 35 percent shipped 
out of state. 83 This bifurcation suggests that shippers avoid common carriers for intrastate hauling 
whenever possible. 84 

Several experts believe Texas intrastate rates to be higher than the rates typically charged in the 
deregulated interstate trucking market For instance, 48 out of 57 freight categories shipped between 
Texarkana and Dallas, had lower interstate charges than intrastate.SS More recently, in 1990. Jeffrey 
Shane, Assistant Secretary for Policy and International Affairs at the U.S. Department of Transportation, 
testified before Congress that Texas trucking rates are about 40 percent above comparable interstate 
rates.86 
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RCT defends its rates and maintains they are competitive. They refer to the Middlewest Motor 
Freight Bureau study, which finds that when data account for opportunities and limited number of miles 
available over which to spread fixed costs, Texas rates are actually slightly superior to comparable 
interstate ~.barges. 87 

TRL, however, reports that the MWMFB study is somewhat flawed. TRL suggests that light
weight and minimum-charge shipments, two categories where Texas rates do compare favorably to 
interstate rates, may be overrepresented in the data on which MWMFB bases its findings. 88 TRL's own 
economic analysis finds that Texans might expect an annual savings of between $118 to $231 million from 
intrastate motor carrier deregulation. 89 

Other estimates of the costs of trucking regulation are much higher than TRL's, ranging from 
$0.75 billion to $1.0 billion dollars annually.90 Gellman Research Associates puts the economic losses to 
Texas from trucking regulations at between $1.1 billion and $1.3 billion a year, almost twice that of any of 
the 43 other states that have still not deregulated trucking.91 

The potential costs of intrastate regulation could be even higher than these estimates. The 
MWMFB, TRL, and other groups that have examined the differentials between interstate rates and Texas 
intrastate rates assume that the two markets are independent. But, if developments in the huge Texas 
intrastate market spill over into the interstate market, regional interstate rates would rise and converge with 
intrastate rates. In other words, rates in both markets would be higher than they should be, and shortages in 
equipment would also develop, imposing further costs. 

The MWMFB study, as an example, reaches its conclusions by comparing Texas intrastate rates 
with Texas interstate rates. Barriers to entry in the intrastate market, thoug~ could also hinder entry into the 
regional interstate market, as carriers with only interstate operating authority find themselves at a 
competitive disadvantage with trucking firms that have interstate and intrastate authority. Carriers with 
both types of authority can comingle interstate and intrastate freight, providing additional opportunities to 
rationalize their distribution systems for greater efficiency. Moreover, shippers with both authorities could 
take advantage of increased possibilities for scale economies. 

The result might be that some carriers that specialize in the interstate market would choose to stay 
out of the Texas market, unless they could acquire the intrastate authority that would give them the ability 
to fully exploit the region. Yellow Freight System, Inc, which traditionally specializes in interstate 
trucking, "is the last of the Big Three L TL trucking companies to establish a regional trucking presence [in 
Texas and the South] ... 92 It is perhaps no coincidence that the company waited to obtain Texas intrastate 
operating authority before doing so. 

Increased shipping costs result in higher-priced products. To keep costs down, industries are 
increasingly locating outside ofTexas.93 Any factor that inflates the cost of doing business in Texas, 
relative to competing jurisdictions, places the Texas economy at risk.94 The migration of businesses means 
job losses, foregone tax revenue, and overall declines in state growth. 95 

Texas trucking regulations may diminish any positive impact NAFTA bolds for the state. It is 
argued that ubiquitous regulations will make NAFTA another missed opportunity for economic 
development in Texas. In the worst case, NAFf A could mean an increased burden for the state's taxpayers, 
without any substantial offsetting benefits. 

NAFTA promises to elevate the trade flows between the United States and Mexico. Texas can fit 
into this picture in two ways. First, a significant portion of the trade created by NAFI'A may go to Texas 
businesses~ improving the state's general economic welfare. Secon~ Texas could become merely a point of 
entry for shipments to and from the rest of the United States and Mexico. Opponents of regulation argue 
that the latter is more likely: 

Detailed rate schedules and price inflexibility, coupled with a costly and prolonged permitting 
process, have limited competition and resulted in higher per-mile trucking rates for intrastate 
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shipments than interstate shipments. Consequently, more and more businesses are locating just 
beyond the state's borders to serve the Texas market. Absent a change in the status quo, we can 
expect [NAFrA] to generate a substantial increase in truck and rail traffic across Texas but little in 
the way of new business opportunities within the state. Texas' taxpayers will have to foot the bill 
for keeping our roads in good repair while the new jobs and value-added go to Oklahoma, 
Missouri and other states beyond the reach of the Railroad Commission, which regulates intrastate 
trucking. 96 

Texas trucking regulation in the shadow of NAFrA could hold deleterious consequences for the 
warehousing industry and for inventory practices in general. At stake is whether companies will continue 
to serve their subsidiaries and other customers in Mexico from warehouses located within Texas borders. 

The controversy revolves around the intrastate-interstate trucking rate differential. Partial 
economic deregulation brought about by the Motor Carrier Act of 1980 has sparked a number of cases 
before the Interstate Commerce Commission (ICC), as carriers and companies have sought to take 
advantage of less restricted and less expensive interstate transportation.97 The traffic usually called into 
question, according to the ICC, consists of merchandise that is moved interstate from points outside of 
Texas to in-state warehouses or distribution centers for storage.98 The warehouses then supply local 
markets as needed. 

Shippers contend that after a storage period, warehouse merchandise should maintain its interstate 
status. State regulatory bodies, including RCT, have maintained that unless there is a bill of sale to a final 
destination before the merchandise enters into storage, any ftnther movements within the state fall under 
their regulatory purview. Shippers and warehousers object to such rulings because they cannot afford the 
flexibility needed to employ advanced inventory techniques in which warehouses are stocked based on 
statistical projections of a local market's demand. The ICC has supported the shippers and warehousers by 
ruling that a shipper's "lack of knowledge of the specific, ultimate destination" is not a sufficient cause on 
its own to change the interstate character of subsequent transportation.99 The ICC policy is currently being 
challenged by states, including Texas, in federal comt. 

A NAFf A market could be affected if the ICC interpretation does not stand, as warehouses 
currently stationed along the border that service maquiladoras and U.S. and Mexican consumer markets 
could be compelled to move to Mexico. For example, a shipment from Dallas may come to rest in a 
warehouse in San Antonio or Laredo for future supply to the Mexican market. If the ICC has its way, since 
there is a fixed and persistent intent to eventually transfer the merchandise to Mexico, the products could be 
shipped between Dallas and its Texas warehouse at the cheaper interstate rate. On the other hand, if RCT is 
successful in classifying such movements as intrastate trade, then shippers could either relocate their 
inventories in Mexican warehouses or pay the higher intrastate rate for the first movement. 

The same situation applies for goods coming into the United States from Mexico. They can be 
warehoused either in Texas to serve the state's market, or just over the border, depending in part on the 
added costs associated with intrastate as opposed to interstate trucking. Moreover, warehouses could locate 
in the states surrounding Texas and still efficiently serve the Texas market at interstate trucking rates (see 
Figure 7.2). The relocation of warehouses out of Texas could be particularly problematic for Texas' border 
communities that are depending on the expansion of trade-related services such as warehousing and 
distributing to mitigate losses in labor-intensive border manufacturing. 

Thus, NAFr A appears to be adding momentum to those forces pushing for deregulation of Texas 
trucking. The coalition for change includes businesses, warehousers, and trucking firms located outside of 
the state. I 00 Additionally, support for trucking deregulation in Texas has come from several major Texas 
newspapers.101 The common goals of this broad coalition are fom-fold. First, RCT should facilitate 
market entry by awarding only statewide grants of operating authority and by changing the test of public 
convenience and necessity to shipper willingness and ability. Second, market-driven rate making should 
replace the current rate-setting practices of the RCT. Third, the ICC's definitions of interstate and intrastate 
freight should be adopted by RCT. And fourth, bureaucracy should be reduced by streamlining RCT 
procedures and bringing state safety and penalty standards into conformity with federal provisions. I 02 
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Figure 7.2. Hypothesized Inbound Traftic Bypassing Texas Warehouses 
to A void Intrastate Trucking Regulation 

• Point of Destinaion 

Proponents of deregulation cite the economic achievements of the Motor Carrier Act of 1980, the 
legislation that deregulated interstate trucking, to bolster their position.103 A U.S. Department of 
Transportation study estimates efficiency gains from the deregulation of interstate trucking to be around 
$10 billion each year.104 According to the ICC, the benefits of deregulation include lower freight 
transportation rates, improved service and reliability, and reduced costs of stocking and financing 
inventories.105 Since deregulation, U.S. logistics costs dropped from almost 15 to 11 percent of GNP 
between 1981 and 1986. Since trucks account for three out of every four dollars spent to ship goods, the 
partial economic deregulation of motor carriers played a significant role in this gain. I 06 

The Motor Carrier Act is credited with increasing the number of carriers in the interstate market 
In 1980, fewer than 20,000 carriers held ICC operating authority and almost none of these was allowed into 
all 48 contiguous states.107 By 1991, 48,000 carriers were servicing the interstate market with over 15,000 
authorized to cover the entire 48-state area. I 08 
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Deregulation bas also boosted the trucking industry itself. Employment has nearly tripled since the 
Motor Carrier Act, going from 1.4 million to 3.7 million.109 The Motor Cauier Act nurtured a 
technological transformation within the industry. 

The trucking industry's technology evolution has tu.med into a revolution, especially in the area of 
freight iransport information management. Bar code technology, satellite vehicle tracking, 
database shipment tracking, long distance dispatching, [and] computerized route selection, [have] 
become feasil>le and affordable. I I 0 

Opponents cite escalating safety hazaids and declining rural service as two drawbacks to 
deregulation. However, there is no convincing evidence to support these assertions at the interstate level. 
In fact, indicators for both may have improved The American Trucking Associations claim, for example, 

that the fatal crash involvement rate for medium to heavy trucks per mile traveled is at an all-time low.111 
The fatal accident rate decreased 40 percent between 1978 and 1989.112 This rate, however, could also be 
influenced by bettel' safety practices by noncaniers. As for service to small communities, U.S. Department 
of Transportation smveys reveal that in every year since 1980, 95 percent of rmal shippers say they have 
experienced improvements or no reductions in the quality of service they receive compared to the period 
just prior to ~on.113 

To summari7.e, the state's regulatory structure could be a factor in detennining whether NAFT A 
will benefit Texas. Proponents of deregulation believe that an uncompetitive rate structure will limit the 
gains from NAFI'A for Texas, both by reducing the volume of trade flows and by prompting trade-related 
industries and services to locate in Mexico or in other states. Defenders of regulation, however, claim that 
Texas' intrastate rates are not out of line with interstate rates. Even if this is true, it may be that only a 
market.driven trucking industry will be able to teSpODd rapidly to the new challenges posed by NAFT A. 

Conclusion 

1be debate over the effects of Texas intrastate regulation is complex and contentious. The Texas 
Research League bas identified several problems involved in comparing the Texas intrastate rate structure 
with interstate rates. According to TRL, intrastate rates fluctuate with shipper volume, truck availability, 
and return-trip load possil>ilities, making exact rate comparisons elusive. Further, data on Texas shipments 
disaggregated by all the components that affect prices, such as shipment~ origin, and destinatio~ are 
missing.114 For this~ the information surrounding intrastate rate regulation is usually either 
anecdotal or fragmentary in nature. 

The studies cited by deregulation advocates typically take the view that intrastate trucking 
regulations impart enormous costs to the ~ estimated to be as high as $1.3 billion annually. Groups 
which support RCT trucking regulation, conversely, claim that Texas intrastate rates are on average no 
worse than comparable interstate rates. 

Both sets of findings seem unlikely, as the studies that have produced them tend to be plagued 
with selection bias. In other words, they generalize specific cases and rates to reach favorable conclusions. 
This is particularly true of many pro-deregulation studies. Conversely, predictions of diminished smal.1-
community service and safety hazards are not sustained by evidence from federal deregulation. 

TRL offers a rare balanced view that suggests costs to Texas from intrastate regulation range from 
$120 to $230 million annually. These numbers seem consistent with the modest premiums carriers are 
willing to pay to obtain Texas intrastate operating authority. Moreover, TRL correctly recognizes that, 
while some deregulation would be appropriate, it would not have uniformly desirable effects for shippers. 
Some shippers would pay lower rates, otbttS would see their rates rise, and still others would remain at 
approximately the same level in a deregulated market, depending on factors such as volume and commodity 
type. 
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Much of the debate surrounding the Texas regulatory structme stands apart from NAFI'A. Direct 
international commerce is classified as interstate and is therefore exempt from RCT regulation. However, 
regulation has been criticized for possibly reducing gains from NAFr A. 

Arguments that RCT regulation would reduce Texas' benefits from NAFfA are predicated on 
three possibilities. First, the Texas interstate and intrastate markets are not independent, that is, barriers to 
entry in the intrastate market reduce competition in the regional interstate market as well. The result would 
be higher transportation rates and equipment shortages in both markets, thereby negating benefits of 
NAFfA. Second, the economic activity generated by NAFfA will likely produce ancillary or multiplier 
effects for Texas. Texas' intrastate trucking regulations could place the state's economy at a competitive 
disadvantage and other regions would benefit from cheaper interstate transportation rates. 

Third, intrastate regulation could disrupt the movement of goods between the United States and 
Mexico if a portion of these shipments were redefined as intrastate commerce. This could happen if RCT is 
allowed to apply its interpretation that shipments originating in Texas, but intended for export, are intrastate 
if they are not directly shipped to Mexico.115 According to RCT, the same is also true of Mexican imports 
shipped from a warehouse or even a free trade zone to a Texas destination.116 RCT is not presently 
enforcing this strict definition of intrastate traffic, but it could begin doing so if it wins the ongoing court 
battle against the ICC. If the RCT succeeds in implementing its interpretation, the state's ability to 
capitalize on NAFI'A could be diminished. Trade flows could be reduced because of inefficiencies in the 
state's regulatory structure, especially if trade-related warehousing services locate in Mexico and 
surrounding states to evade intrastate regulations. 

A compromise trucking deregulation bill recently passed by the Texas Legislature might alleviate 
the damage from a possible RCT court victory by making Texas rates marginally more competitive. The 
legislation expands entry opportunities for women and minorities, authorizes backhauling by some 
specialized motor earners, extends the state's commercial zones, streamlines the regulatory process, and 
adds new penalties for safety violators.117 It has also codified RCT's policy of granting rate deviations of 
up to 25 percent for TL carriage and 5 percent for L TI.. shipments. The most significant innovation in the 
law, however, is the creation of a new class of contract carrier that can deviate from published rates by 40 
percent and will not have to prove necessity in order to enter the market. RCT can not proscribe the 
number of contracts into which such a carrier can enter.118 

The law is, at best, a timid step in the direction of deregulation. The legislation's impact will be 
limited since the new, substantially deregulate.d class of contract carrier it establishes is only for truckload 
shipments of greater than 25,000 pounds transported for a single consignor. 

Easing regulations on truckload carriers is sound policy since this is the market that will benefit 
most from deregulation. Deregulation on the federal level engendered a drop in operating expenses per 
mile from $4.07 to $1.80 in real terms between 1977 and 1987 for TI.. carriage, compared to the lesser 
decline of $4.10 to $3.10 experienced by LTI... operators.119 The problem is that even when truckload 
carriage is defined as cargo loads of over 10,000 pounds, TI.. shipments account for only three percent of 
the Texas intrastate trucking marketl20 The larger LTL and specialized trucking markets are barely 
touched by the legislation. Moreover, the law does not force RCT to comply with the ICC's interstate and 
intrastate freight definitions. 

Policy Recommendations 

In order to optimize Texas' gains from NAFf A, RCT should adopt the ICC's definition of 
interstate and intrastate traffic. Such a step would entail no real change in the current practices since RCT 
does not now enforce its interpretation. The benefits would be the elimination of uncertainty for 
warehousers and distributors, allowing them to proceed with any investment and expansion plans they may 
have in preparation for NAFI'A. 

The RCT is an elected body with quasi-legislative powers. It therefore not only enforces 
regulation, but also creates a great deal of the state's regulatory policy, a prerogative that more properly 
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should fall within the domain of the executive and legislative branches of govemment. This ability to 
make policy means that even if the RCT adopts the ICC's more expansive interpretation of interstate trade, 
it could reverse itself after any change in the composition of the commission. Therefore, the legislature and 
executive should write the ICC's definitions into state law. 

Strictly· speaking, if the ICC's cargo definitions are adopted, further deregulation would have no 
direct relationship to NAFTA. To the degree that interstate and intrastate transportation markets are related 
and to the extent that the business activity produced by NAFrA spawns secondary intrastate shipping, 
some loosening of Texas regulations would indirectly provide the state's private sector with the flexibility 
to better exploit the opportunities furnished by NAFrA. The recent change in the regulation is a marginal 
step in this direction, although it does little to spur competition among specialized and L1L carriers, which 
account for as much as 97 percent of the Texas intrastate trucking market. 
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Appendix. Transportation References within NAFTA 

Chapter 1: General Part 
Article 102: Objectives 

la: "Eliminate barriers to trade in, and facilitate the cross border 
movement of, goods and services between the territories of the Parties." 

Chapter 2: General Definitions 
No references 

Chapter 3: National Treatment and Market Ace~ for Goods 
Article 305: Temporary Admission of Goods 

Sa: Free movement of transportation equipment across any route 
Sb: No penalty can be charged for entering and leaving via different ports 
Sc: An obligation imposed upon entry cannot be released upon exit 
Sd: Different vehicles or carriers can be used to carry a container across 
multiple borders 

Subchapter D: Parties agree to meet at least once every year to discuss issues of 
customs, border inspections, and regulation of transportation with regard to the 
movement of goods between the Parties 

Annex 301.3: Exceptions to Articles 301and300 
lb: Mexico reserves exclusively all operations not authorized for foreign 
vessels and authority to deny foreign vessels the right to perform authorized 
services if their country of origin does not grant reciprocal rights to Mexican 
vessels 
le: Articles 301and309 do not apply with respect to trade in automotive goods 
2-3: Mexico may require permits for S-25 years on used goods relating to 
transportation 

Annex 307 .1: Goods re-entered after repair or alteration 
A-C: The three Parties reserve the right to impose customs duties on sea vessels 
for transport that re-enter the home country after repair 

Chapter 4: Rules of Origin 
The only references to transportation are with regard to determining cost of a product 
and terms of origin 

Chapter S: Customs Procedures 
No references 

Chapter 6: Energy and Basic Petrochemicals 
Annex 602.3: 

1 b: Mexico reserves to itself investment in transportation of crude oil, gas, and 
petrochemicals 
6: The transportation of nuclear wastes is reserved to the Mexican state 
7: Private investment in oil/petrochemicals, electricity, and nuclear is not 
permitted unless Mexico specifically permits a contract 
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Chapters 7-10: 
No references 

Chapters 11-_12: 
This section deals with the reservation schedules for investment and cross
border services of the NAFf A document These schedules are found in 
Annexes 1-VIl. Refer from the annexes back to the actual text in Chapters 11 
and 12 of the document 

Key: 
40=page40 
sit = subject to the following reservations 
NT= National Treatment, pursuant to Article 1102 (Investment) or 1202 (Services) 
MfN =Most Favored-Nation Treatment, pursuant to Article 1103 (Investment) 
or 1203 (Services) 
LP= Local Presence, pursuant to Article 1205 (Services) 
PR = Performance Requirements, pursuant to Article 1106 (Investment) 
SM= Senior Management, pursuant to Article 1107 (Investment) 

Annex I: Mexican Reservations 
Auto industry manufacturing: 
40: Manufacture of auto transportation vehicles sit NT 1102, SM 11 C17 
Air transportation: 

72: Transportation services on Mexican registered aircraft; Air transportation 
taxi services sit NT 1102, SP 1205, SM 1107 
74: Specialty air services sit NT 1102/1202, LP 1205, SM 1107 
76: Aircraft building, assembly and repair 
77: Air navigation services; Airport and helicopter administration services sit 
NT 1102/1202, LP 1205 

Land transportation: 
79: Bus and truck administration and ancillary services sit NT 1102/1202, LP 
1205 
81: Road and bridge administration and services sit NT 1102, LP 1205 
82: Urban and suburban passenger by bus (many services) sit NT 1102/1202, 
LP 1205 
90: Marine and river works; Construction of roads for land transportation sit NT 
1202, LP 1205 

Non-energy pipelines: 
91: Non~nergy pipelines sit NT 102, LP 1205 

Freight and Pasenger Warer Vehicles 
92: Inremational maritime transportation services sit NT 1102/1202, :MFN 
1103/1203 

Specialized personnel 
94: Customs brokers sit NT 1102 

Warer transportation: 
97: Shipbuilding and repairs s/t NT 1202, LP 1205, PR 1106 
99: Maritime and inland port administration sit NT 1202, LP 1205 
100: Loading and services sit NT 1102/1202, LP 1205 
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Annex I: United States reservations 
Air transportation: 
13: Aircraft repair and rebuilding on a factory basis; Aircraft repair sit MFN 
1203 
15-20: Air transportation scheduled; Air transportation non-scheduled; Air 
courier services sit NT 1102/1202, MFN 110311203, LP 1205 

Customs brokers: 
24: Arrangement of transportation of freight and cargo sit NT 1202, MFN 
1203, LP 1205 

Annex II: Mexican reservations 
Specialized personnel: 
12:. Ship captains and air crew sit NT 1202, MFN 1203, LP 1205 

Annex II: United States reservations 
Water transportation 
8: Deep sea foreign transportation and freight sit NT 1102/1202, MFN 
1103/1203, LP 1205, PR 1106, SM 1107 

Annex m: Mexican state reserves the right to perform exclusively, and to refuse to 
permit establishment of investment in railroads (p. 8) 

Annex IV: Takes exception to Article 1103 with regard to aviation and maritime matters 
for both Mexico and the United States (pp. 1 and 3) 

Annex V: Only one reference to other services related to land transportation (p. 4) 

Annex VI: Only one reference to general trucking services (p. 4) 

Chapter 14: 
No references 

Chapter 15: Competition Policy, Monopolies and State Enterprises 
No references 

Chapter 16: Temporary Entry for Business Persons 
Article 1603: Grant of temporary entry 

A: Business visitors 
1: Each Party shall grant temporary entry to a business person seeking 

to engage in a business activity set out in Schedule I*, without requiring that 
person to obtain an employment authorization. 

*Schedule I: Transportation operators (means a natural person, other than a bus operator, 
including relief personnel accompanying or following to join, necessary for the 
operation of a vehicle for the duration of a trip) transporting goods or passengers 
to the territory of a Party from the territory of another Party (means the territory 
of a Party other than the territory of the Party into which temporary entry is 
sought) or loading and transporting goods or passengers from the territory of a 
Party to the territory of another Party, with no loading and delivery within the 
territory of the Party into which entry is sought of goods located in or passengers 
boarding in that territory. 

Chapter 17: Intellectual Property 
No references 
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Chapter 18: Publication, Notification and Administration of Laws 
No references 

Chapter 19: _Review and Dispute Settlement in Anti-dumping and CountervaiJing 
Duty Matters 

No references 

Chapter 20: Institutional Arrangements and Dispute Settlement Procedures 
Annex 2001.2: 

AS( a) and Bl(a): Within the Committee on Standards-Related Measures there 
will be a Land Transportation Services Standards Subcommittee, and that within 
the Working Group on Rules of Origin there will be a Customs Subgroup 

Chapter 21: Exceptions 
No references 

Chapter 22: Final Provisions 
No references 
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