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Proposal Summary - James Corona

Country of Selection – Mexico


My proposal for the expansion of Riordan Manufacturing’s FDI, trade, and country selection into Mexico was decided based on thorough research on the tremendous untapped profit and business trade “potential” afforded under the NAFTA tariff free trade agreement.  Mexico’s vast rich unexplored natural resources, undeveloped economy, cheap

labor, port accessibility, and border proximity culminated in the optimal choice for Riordan

Manufacturing growth and expansion venture.  Mexico mirrors an economic “sleeping giant”.

The investment opportunities for Riordan to have a greater ROI in the long term lent more credibility for its 1 billion revenues and $46 million annual earnings.  My project recommendation to Riordan’s executive team is to initially build one plant in Monterrey, Mexico which is the hub of plastic Manufacturing.   The first plant will provide a 5-year timeline measure that will be used to provide a baseline for further FDI expansion into Mexico City, and Guadalajara.      

Once the project in Monterrey escalates above the breakeven point in ROI investment expenditures, the 2nd phase of the project will proceed with capital expenditures for plant construction in Mexico City and then Guadalajara.   Riordan Manufacturing has provided $50 million to market our plastic line of products which we will use to advertise through the five mixes of product, price, place, and promotion through a Mexican marketing firm.  Ports for trade will involve Veracruz, Manzanillo and ground cross border supplier transportation distribution points through El Paso, Texas.  The political risks will be will take into consideration but conclude that a well developed offshore strategy, financial investor support, technical staff and plant capital investment will assure a wide profit margin in the next five years.


Partnership alliances with the IMI, WTO, World Bank, American Embassy, and the

Monterrey Chamber of Commerce will give Riordan the added thrust necessary to produce

optimal results by quarterly and annual timelines.  The US Trade Department and NAFTA 

consultants will provide advice for optimal leverage in proceeding in the right direction.

The previous research on Canada and Mexico are explained below.

Introduction


The 1993 historical NAFTA free trade agreement between the 

United States, Mexico and Canada proved to be an unprecedented trade bloc agreement filled with controversy over the advantages and disadvantages of cross border trading. The NAFTA trade bloc agreement (Wilkepedia.com) certainly opened doors to opportunities and threats in the largest free trade bloc in the Western Hemisphere greatly diminishing the previous trade “tariff” fees in goods and services with the goal of gradually phasing out all tariffs by 2009. I totally advocate the NAFTA free trade agreement in conjunction with Riordan Manufacturing’s desire to expand cross border business in Mexico and Canada.

    The original NAFTA plan before September 11, 2001 was much more liberal between 

the three countries in relaxed immigration policies but the attack introduced more 

cross border vigilance, regulation, and controls.  The controversy emerged in the strategic issue for multinational companies like Riordan Manufacturing in the question; “would the NAFTA trade bloc enhance the economic posture with Canada and especially Mexico”?  “Could Riordan Manufacturing FDI ventures find a credible ROI in the plastic industry and open market in Mexico in the shadow of free trade”?  Would the threats outweigh the opportunities?  My choice of the NAFTA free trade bloc coincides with Riordan 

Manufacturing Inc. expansion strategy and will explore the opportunities, threats and how these tie to the social, cultural, political, and legal factors in Canada and Mexico.

Social Cultural Factors

Opportunities - Canada


Riordan Manufacturing with headquarters in San Jose, CA. USA welcomes the opportunities afforded through the NAFTA trade bloc.  The countries associated with this trade bloc are the United States, Canada and Mexico.  We will analyze and discuss the opportunities made available that first focuses on the social and cultural factors that enhance the NAFTA free trade agreement and the strategic significance of this agreement on Riordan Manufacturing.  The four greatest social factors of opportunity in the shadow of NAFTA  is the “historical”: bond shared by both countries.  First, both countries are developed leaders colonized by Great Britain, share the same language, (English) two, have closely been allied in previous World Wars, three, mirror strong stable governments and have above par GDP and per capita output.


Canada is ranked 5th in the Human Development Index, (Country Watch) that comprises longevity, education, and standard of living that eclipses the US index at number 10.  The social healthcare system (wikipedia, 2005) is far better in Canada that mirrors 14.6% of their GDP on healthcare than that of the US at 10% of GDP.


This social historical predisposition between the United States and Canada

enhances the NAFTA agreement and the “Business Environmental Risk 

Intelligence ” (Viewswire) cross border trade and FDI posture that so vital in the variable 

factors associated with the country’s social and cultural evaluation. The NAFTA agreement 

molded this historical relationship even more removing many previous trade tariffs  

creating economic opportunity for both countries.

Threats

      The greatest threat resulting from the NAFTA agreement is the controversial economic GDP deprivation that questions if NAFTA stagnated economic growth and job expansion by creating gaps of unemployment in regions across Canada and the U.S.  This controversy 

has been voiced by economic “protectionists” on both sides of the borders.  Other threats include trade-dumping involving below market prices as in the example of the Canadian “softwood dispute”, (wilkipedia, 2005), chapter 11 NAFTA violations for investment grievances, (Canadian, 2005), competitive pressure on suppliers, and comparative disadvantage on goods, such as US wheat, and automobile manufacturing which is more abundant domestically.

Solutions


The controversial disclosures voiced from some segments of the Canadian and US population on the job displacement are totally unfounded.  The solution to this fear of macroeconomic loss can be resolved by both governments educating the public and private sectors in the per capita increase of household income that was approximately $28,740 in 1990 increasing to $42,000 per capita (PPP) income in 2000 after the NAFTA free trade agreement (wikipedia).  NAFTA’s macro economic stimulation greatly outweighs the loss of jobs domestically in the US and Canada increasing economic expansion in more regions than jobs displaced in other areas.  The solutions include but are not limited to the following.

1. N AFTA ‘s continued elimination of the tariffs ending in year 2009.

2. Settle disputes with arbitration through the WTO, mediation, and dialogue.

3. Reduce taxation for FDI ventures within each country’s cross border boundaries.

4. Maximize on proximity cross border trading instead of costs with distant trade blocs.

5. Approval on market prices on all goods and services that would prevent dumping.

6. Increase the HR – 3 immigration visa that sponsors workers for FDI mutual ventures.

7.  Seek global multinational investor affiliates that share in the expansion vision.

8. Enforce trade reciprocity on cross border trade and FDI ventures.

Opportunities – Mexico


The opportunities that Riordan Manufacturing under NAFTA are limitless 

for trade and FDI ventures.  From a social, cultural aspect, Mexico is much different than Canada.  Mexico’s social stratification (wikipedia) reflects the wealthy and poor class.

The official language is Spanish and Catholicism dominates the country’s religious background inherited from mother Spain.  The opportunities opened by the NAFTA agreement abound by Mexican new entrepreneurship ventures.  Mexico’s rich natural resources in energy, (oil) mining, and tourist markets has created economic growth by the downfall of the recent PRI political one rule party.


The greatest opportunity in NAFTA US Mexico link is the elimination of most tariffs on goods and services relative to cross border trade.  The opportunities under NAFTA and FDI expansion mirror low cost in capital expenditure planning, close proximity borders offer shipping ports like Veracruz in the Atlantic and Manzanillo in the Pacific.  This creates tremendous opportunity for multinational companies like Riordan Manufacturing wishing to expand under NAFTA in the plastic mold, automotive, and beverage industry simply because a great market not filled exists here.  Another opportunity mirrors the gigantic Hispanic population in the US that has launched cross border and trade business in Mexico. 


Soccer, Mexico’s most popular sport would be an ideal game for Riordan to sponsor  through a bilateral marketing campaign that could target 10 US largest cities and 10 Mexican cities as a test trial of global trade and FDI venture in cities such as Mexico City (largest in the world), Monterrey, industrial capital, and Guadalajara, education and tourism.

Threats


The threats under the NAFTA free trade agreement abound more with the US Mexico than with Canada.  The threats focus more on Mexico as a third world developing country, external debt, political one party rule that is tied with massive political corruption, and drug trafficking. Mexico’s external debt at $142 million in 2005 is a prime example

as depicted in this excerpt (Business Week, 2000).

   “Showing Mexico's vulnerability to the U.S. economic cycle, we're now exporting 30% of gross domestic product, and 90% of that goes to the U.S. If the U.S. decelerates to 1% or 2% annual growth, Mexico would probably also suffer a slowdown, but not a crisis. But a U.S. "hard landing," something such as a crack in the Dow Jones [industrial average] and a quick recession, would most likely produce a recession in Mexico and make it much more difficult to meet external debt obligations” 

Solutions


The optimal solution is for the United States to clean house with Mexico under NAFTA than to waste on a mega multibillion package in the distant country of Iraq.  This in itself would alleviate most of the present economic problems besetting both Mexico and the United States than the illusionary, “Don Quixote” syndrome affecting the US under the Bush administration.  True, terrorism isn’t an illusion but the strategy and mechanics being utilized are inefficient and has cost too many lives on both sides.  The US Mexico solution is further expounded by the following key variables.

1. Maximize Mexican shipping ports as a 3rd global gateway with other blocs.

2. Increase FDI investment through partial government subsidies and reduce taxation.

3. Provide military support to quell and eliminate border drug trafficking.

4. Provide political direction for ushering “real democratic” reform.

5. N AFTA ‘s continued elimination of the tariffs ending in year 2000.

6. Settle disputes with arbitration through the WTO, mediation, and dialogue.

7. Et market approved prices on all goods and services that would prevent dumping.

8. Increase the HR – 3 immigration visa that sponsors workers for FDI mutual ventures.

10.  Adopt, adapt and expand NAFTA to the FTAA (wikipedia, 2005) vision for the entire Western Hemisphere.

Political Factors

Canada


The political factors that encompass the US, Mexico and Canada under the 

NAFTA free trade agreement form the catalyst variable for the economic trade success of all three countries.  The political infrastructure forms the “head”, life, and brains that provides meaningful conservative direction for growth, expansion, stability, integrity, respect, and open communication vital to NAFTA. 

Canada forms a Federal Constitutional Monarchy (wikipedia, 2005) that mirrors Prime Minister Paul Martin, parliamentary democracy, has ten provinces, three territories, English and French forming the official languages.  The US and Canada are both developed countries with mixed economies.  Canada’s optimal economic posture presents the following opportunities for NAFTA relations

1. Strong political government structure.

2. High economic GDP per Capita of $31,500 of total population.

3. Balanced budget & surplus.

4. US largest trading partner increasing 40% after NAFTA passage.

5. US has largest FDI in Canada foreign investment at $116 billion as of 1999.

Canada has a strong stable government that reflects excellent macroeconomic indicator’s as explained in the economic snapshot below. 

Canada Political Snapshot Exhibit 1– (OECD 2006)

Canada GDP per capita
Per cent


Threats

1. Balance of trade surplus mirrors Canada than US under NAFTA

2. Liberal political views on trade, economy and social issues.

3. Opposing views on extent of “no tariff” under NAFTA umbrella.

4. Opposing views on war on terrorism.

5. Canada’s laxed rules on foreign immigration than US.

Solutions

The US and Canada traditional historical legacy has always ironed political, economic, and social issues through open honest dialogue and goodwill.  The solutions in creating fair reciprocal trade and FDI mutual opportunities for both countries has always resulted in fair negotiation.  The US has always been the aggressor in comparison to Canada’s more diplomatic posture.  I would give Canada “low” 2 political risk in trade business propensity from 1 – 10 ten being the highest.

Mexico


Mexico in political comparison is the “black sheep” of NAFTA. Mexico government leadership by President  Vicente Fox, has bi-cameral Senate and Congress, which unites 36 Mexican States.  With the 70-year one-party PRI rule (wikipedia) it is obvious it mocks the republican and democratic forms of government. The last presidential election ended this mockery more from a response to voter unrest, protest and the desire to regain national confidence avoiding another bloody revolution that over threw the government in 1917.


The GDP per capita of $12,886 mirrors Mexico’s 3rd world country position and number 53 in the Human development Index.  Economic growth resulted through the creation of new jobs going South of the border coupled with US and Canadian FDI ventures such as “maquiladoras”, GM and Ford auto plants, and other business entities that thrive on the key NAFTA benefit of little or no trade tariffs.  The NAFTA passage is the key economic variable that stabilized the value of the Mexican peso.  Further opportunities that mirrors Mexico’s political infrastructure for Riordan Manufacturing under NAFTA: 

1. Mexican ports with close proximity, low prices, less traffic of goods.

2. Multibillion market in US Hispanics that are opening cross border business.

3. Oil for trade being considered as collateral with Mexico’s external debt.

4. Industrial production upswing.

5. Greater economic expansion through FTAA passage.

The NAFTA free trade agreement, end of one political party rule, and social 

reform in citizen retirement (they now have social security) reinforces the opportunities that exist in Mexico’s political, economic and social infrastructure that clearly outweighs the disadvantages of NAFTA. Below is an economic snapshot of  Mexico (indicators, 2006).

Exhibit II – Mexico Economic Snapshot

[image: image1.wmf]
Threats


Although progress has been made through NAFTA, the threats greatly increase in Mexican politics because the corruption behind the government, external debt, economic

trend volatility, Peso devaluation, disequilibria in US, Canadian trade reciprocity and slow social reform, limit Mexico’s full economic potential. American and Mexican farmers have also voiced discontent because NAFTA’s affect on lowering domestic agriculture prices. 

Solutions


US and Canada must institute greater Mexican political control indirectly

or even directly since Mexico political structure remains ostracized from its voters.  The World Bank and IMF should assist the US and Canada in communicating to Mexico that political actions carry economic and social responsibility for Mexico’s trade credibility and role in NAFTA. I would give Mexico the political risk factor of  5 moderate in trade business propensity.

Legal Factors

Canada & Mexico 


The Riordan Manufacturing chief’s legal counsel under Lowell Bradford and 

 Litteral & Finkel would provide the legal parameters under international law 

as applicable to it’s cross border business “cause and effect” unique within each country. 


Under NAFTA, Canada would constitute a low to moderate risk in all legal aspects

because of the government credibility, fiscal strength, cultural similarity to the 

United States and because it is the largest trade partner by volume.  Mexico on the other hand would be more legally predisposed for external debt, insolvency, restitution, credit fiduciary risk and loan rates as set forth by the IMI and international banks.  Here is a snapshot of legal factors to consider for both countries.

1. NAFTA agreement for legal scrutiny for legal and illegal trade reciprocity.

2. International banking fiduciary transactions.

3. Risk mitigation contract clauses for all contracts.

4. Tax laws.

5. Employment law.

6. Immigration matters.

7. Civil litigation.

8. Customs regulation.

9. Labor law.

10. International legal contractual specialization network.

Conclusion


The weighted pros outweigh the cons in Riordan’s strategic expansion vision that will need its entire internal corporate core values and competencies to assess and match the political, social, cultural, and legal definitions unique in the market penetration strategy of NAFTA ‘s US, Canada and Mexico.  NAFTA’s trade and FDI venture risk forecast is greatly enhanced to succeed even further, when the passage is finalized in the “Future Trade Agreement of the Americas” (wikipedia) that will encompass 32 Latin America countries that will absorb NAFTA into the entire Western Hemisphere. This will constitute the largest trade bloc agreement in the world and usher greater economic prosperity than the present NAFTA.

The 1993 NAFTA agreement accord between the United States, Canada, and Mexico, not only united the three countries in tariff free trade and cross border business

venture opportunities but also enhanced their mutual business interaction through each country’s unique technology and demographic infrastructures.  NAFTA  has brought and e-commerce technology infrastructure growth (economist, telecom) in cellular, phone, computer, satellite teleconferencing, laptop, broadband, and a host of other electronic mediums trade and the business world much closer.


New technology has broadened the MNC’s profit propensity because time, 

database incorporation, information mining, can greatly enhance, disseminate, store, distribute, and communicate vast information to its suppliers and distributors with a click of a finger.  If human capital is a corporation’s most prized asset, technology is its shadow and delivery medium behind the success of international business.  Riordan Manufacturing’s internal technological base complex network and Wan systems will play a strategic key role under the NAFTA trade bloc and the penetration strategy that will communicate its plastic molding products to the target countries of Canada and Mexico.  The demographic infrastructure of each country will also define the consumer markets and how Riordan can analyze and seize optimal profit making opportunities via the port of New York to Canada and via the port of Houston to Mexico.

Technology – Mexico

Opportunities


Modern day technology affects the Mexican business, socio political, economic, cultural and legal infrastructure of Mexican society as a whole.  The technology brand names of Microsoft, Macintosh, Apple, Cisco, and IBM all now form part of the complex technological framework of foreign subsidiaries that drive the new NAFTA economy in

 such companies as Toyota, Ford, Wal-mart, Exxon Mobil, Texaco, and other MNC’s.  The following opportunities (osec.doc.com) in exhibit one and the 5-year telecom forecast (economist) illustrate how technology has ushered and enhanced new doors of opportunity 

having grown 74% in laptop usage in 2004 alone.  E-commerce thrives in Mexico.

Exhibit 1 – E-Commerce and E-Mexico Program 2002

1. Promote investment of original equipment manufacturing companies and suppliers;

2. Develop domestic IT industry;

3. Develop human capital according to the needs of the IT industry;

4. Create a favorable business environment for software development to attract investment;

5. Support the domestic software industry;

6. Increase domestic demand for software and other IT products and services;

7. Provide financing to SMEs to encourage implementation of IT into their business processes;

8. Promote the use of IT in the administrative systems of SMEs;

9. Develop training programs for business on the benefits of IT;

10. Integrate public companies into digital supply chains;

11. Finance projects focused on the development of digital supply chains;

12. Develop skills in both managers and staff to administer digital supply chains;

13. Reform legislation to support the use of electronic, optical or any other IT media;

14. Use the Mexican government as a model in the use of IT.


     In addition Riordan Manufacturing can facilitate industry access to key information on 

how to use IT and WAN internal technological base and modify regulations to include 

digitalization of government paperwork and services.

Exhibit II – Mexico’s Telecom 5-year Technology Forecast

	
	2004
	2005
	2006
	2007
	2008
	2009

	Telephone main lines ('000)
	17,856
	18,957
	19,907
	20,800
	21,585
	22,127

	Telephone main lines (per 100 population)
	17.0
	17.8
	18.5
	19.1
	19.6
	19.9

	Mobile subscribers ('000)
	38,396
	42,900
	46,443
	48,863
	50,171
	51,178

	Mobile subscribers (per 100 population)
	36.6
	40.4
	43.2
	45.0
	45.6
	46.0

	Internet users ('000)
	9,020
	12,203
	15,522
	18,739
	21,685
	24,080

	Internet users (per 100 population)
	8.6
	11.5
	14.4
	17.2
	19.7
	21.7

	Broadband subscriber lines ('000)
	822
	1,392
	2,001
	2,565
	3,047
	-

	Broadband subscriber lines (per 100 people)
	1
	1
	2
	2
	3
	-

	Personal computers (stock per 1,000 population)
	100
	112
	121
	129
	135
	141

	Packaged software sales (US$ m)
	869
	931
	962
	1,005
	1,051
	-

	IT hardware spending (US$ m)
	4,066
	4,377
	4,594
	4,825
	5,006
	5,183

	IT services spending (US$ m)
	2,190
	2,382
	2,566
	2,740
	2,933
	3,141

	Total IT spending (US$ m)
	7,125
	7,690
	8,122
	8,569
	8,991
	-

	Sources: Pyramid Research; IDC; Economist Intelligence Unit.


Threats


The technological threats for Riordan in Mexico under NAFTA would derive from

the extreme left political machine coming into power by the 2006 Presidential elections.  The new left could significantly reduce NAFTA free trade or introduce government regulatory constraints and limits to new technology Mexican infrastructure.  The Presidential elections results are being debated by the PRD who represent the extreme left and the PAN which is friendly to NAFTA.  The political, economic, and education barriers

can stagnate the technological base for innovation, investment, and expansion from MNC’s wishing to capitalize on Mexico’s rise in technology and progress into the 21st century.


Threats also abound by the competitive nature of other plastic MNC’S that

wish to expand their growth and market share through NAFTA.

Solutions


The US and Canada can assist Mexico with added incentives to innovate, invest, and expand by providing technical human capital, up-to-date systems in software, hardware, and FDI opportunities promoted by Mexico’s interior ministry and investment

posture regardless of who wins in the Presidential elections.  The US Department of State and Trade can complement the dialogue process for optimal trade reciprocity.

Projects that can be disseminated through the American Embassy and Chamber of Commerce in Mexico City. Mexico can provide reciprocal business through cheap labor, 

port accessibility, oil for financial collateral, FDI tax reduction, and mutual tourist country 

promotion with each country.

Demographic Factors


Mexico City is the largest populated city in the world with approximately 20 million 

Inhabitant. (wikipedia.com) There is so much human capital unleashed potential that exists 

in the largest Latin American country in the world currently that stands at 106.5 million.  It 

has a Federal District, 36 States, and is bordered by the United States to the North and 

Guatemala to the South.   Mexico’s oil rich sector in the Tabasco State has much 

unexplored oil off shore reserves.  

          Monterrey in the State of Nuevo Leon encompasses Mexico’s industrial center 

that is known for its steel, glass, auto parts, and beer.  Guadalajara is Mexico’s “Silicon

 Valley” which mirrors the technology bastion in the country.  The famous beaches of 

Acapulco, Cancun, Cozumel, and Baja California are worldwide tourist attractions.  

      The port cities of Manzanillo in the pacific Coast and Veracruz are excellent shipping

channels that can be cost effective and alleviate trade congestion for NAFTA.  The 

demographics of Mexico provides NAFTA and Riordan Manufacturing excellent advantages 

despite the economic drawbacks in Peso devaluation.  

Technology - Canada


Opportunities


Canada thrives in e-commerce and forms an excellent NAFTA partner, has a robust 

economy and offers a vast technological base of opportunity for Riordan Manufacturing as 

revealed in the following data exhibits (E- Marketer).  Out of 1,312 Canadians 32%

had five or more online purchases and 68% had made four purchases.  Riordan’s cross 

border trading and plant expansion can find solid. Reliable, and profitable partner in 

the plastics product that Canadian Corporations can access through e-commerce.

         Although Riordan Manufacturing does not have a plant in Canada, it’s strategic 

Pontiac, Michigan location can form part of the expansion vision and northern gateway 

for the plastic molding industry.  The Ford Motor company is one of Riordan’s most 

important clients, also located in Michigan can  expand on Canada and NAFTA to increase

cross border trading in that country.  This will enable Riordan to build a plant in Montreal, 

Quebec, Ottawa, or Toronto.  Riordan technology network can increase its growth and profit 

Potential through this important gateway to the North.

Exhibit III.  Online purchases through E-commerce
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Threats


The e-commerce has many competitive threats for Riordan wishing to expand

and penetrate the plastic mold market that also uses the NAFTA umbrella of trade 

and business opportunity.  This and the competitive costs of updating Riordan technology

hardware and software form considerable cost expenditures associated with the ever

 changing technology new products.  Country consensus on regulating technology

 comparative advantage that one country could profit more than the other.

Solutions


The Canadian government (Canada, 2006) has provided a “seven first” regulatory 

factors that favors the technological innovation expansion infrastructure.  The seven are:

· tax neutrality between e-commerce and conventional transactions 

· standards 

· public key infrastructure 

· digital signatures 

· security/encryption 

· consumer protection 

· Privacy policy.

Canada offers tax business cross border incentives, (E – Marketer) and is the

country that provides the least barrier to business entrepreneurship in NAFTA as illustrated 

in the entrepreneur and tax advantage charts below.
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Demographic Factors


Canada is forms part of the Commonwealth of Great, has a Prime Minister as 

Head of State, has ten provinces and three territories with an elected premier in each 

Province with an estimated population of 32.5 million people.  The population is very diverse 

By English, French, Scottish, Italian, Irish, Chinese and North American Indian.  English and French are the official languages.  The national sport is hockey and lacrosse.  The adult literacy rate is 99%, which exemplifies Canada’s position in educating its citizens.  The religious body is comprised Roman Catholicism and Protestant elements.  


Canada’s rich natural resources include natural gas, oil, gold, zinc, uranium, nickel, and aluminum.  Wheat and timber are Canada’s chief exports and hydroelectric power

Is cheap and environmental friendly.  Chief populated cities are Montreal, Toronto, Ottawa,

And Vancouver and is bounded by the Pacific ocean on the West Coast and Pacific Ocean on the East Coast and has a myriad of ports that channel the import exports in the country.


Conclusion  


The opportunities existing in Canada and Mexico for the cross border business and expansion of Riordan Manufacturing is limitless under NAFTA.  The United States and Canada provide an economic haven to Mexico’s emerging markets and economy that will 

undoubtedly create jobs, comparative trade, geographic port proximity, and most important,

profit through tariff free exports.  Technology and infrastructure under NAFTA can deliver optimal information through e-commerce and myriad of technology mediums building each country economic posture well into the 21st century.   
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