Introduction: The Importance
of North America

North America has always been both aland apart and a feature within
a larger global system. For Europeans, North America was a “New
World,” a strange frontier where British, French, Spanish, and Rus-
sian empires collided with one another and with indigenous peoples,
who themselves had migrated from Asia long before. In the late eigh-
teenth and nineteenth centuries, the descendants of these explorers,
settlers, and soldiers—reinforced by immigrants from all quarters of
the globe—created their own new nation-states. These states clashed
over the territory and control of North America, shaping its political
destiny. A strong sensitivity to national sovereignty in all three North
American countries is the legacy of these struggles. Over time, the
nations developed a respect and even a fondness for their neighbors,
though there has been some lingering wariness about the dominance
of the United States.

In the twentieth century, North America, the continental outpost
beyond the great Eurasian expanse, became both an Atlantic and a
Pacific power. The United States and Canada grew closer as they rec-
ognized that their similarities and shared global interests outweighed
their differences. Near the end of the century, Mexico, which had main-
tained a working but distant relationship with the United States, made a
courageous decision—to look north, to forge new economic links with
the United States and Canada. In doing so, Mexico fused North and
Latin America.

The new post—Cold War North America was conceived as an inte-
grated economy within a global system, not as a protected bloc. The
United States, Canada, and Mexico—in different ways—sought to com-
bine close North American ties with global interconnections. The three
New World states of North America once again stood apart as a region;
economies increasingly integrated through the North American Free
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WHY NOW?

Several recent developments make a North American vision particu-
larly attractive. Most important, there has been a fundamental shift in
North America’s energy landscape. New finds and increased produc-
tion in the United States and Canada—and very likely Mexico in the
years ahead—are altering economic calculations, energy flows, and
global geopolitics. Advances in the energy arena create enormous pos-
sibilities as well as some challenges, all of which can be better dealt with
by the three nations acting together.

North America can capitalize on other opportunities as well. The
combination of rising labor costs in China, as well as energy and trans-
portation expenses, lengthy travel times to and from Asian factories,
and worries about poor intellectual property protections offer com-
pelling reasons for manufacturing firms and other businesses to shift
production to North America. The Task Force believes U.S. policies to
promote deeper economic and energy integration, facilitating regional
supply chains, will encourage investment in North America.

Reforms in Mexico are also generating increased interest in North
America. Mexico has drawn closer to its two northern neighbors since
NAFTA entered into force in 1994. The Mexican economy, once led by
agriculture and commodities, now relies heavily on manufacturing and
services. Mexico’s politics have evolved from one-party rule to a truly
competitive democracy. And Mexico’s society is increasingly shaped by
a solid middle class with expanded links around the world.

As Mexico has changed, so too has its relationship with the United
States, and to a lesser extent Canada. Through the integration of pro-
duction, movement of people, expanded connections across the Pacific,
and shared security challenges, these three nations have drawn closer in
outlook. Their interests have become inextricably linked. The Enrique
Pena Nieto administration’s recently launched, hugely ambitious
reform agenda—covering education, telecommunications, energy, tax-
ation, and governance—should improve Mexico’s productivity and fur-
ther open Mexico to its neighbors and the world. At the same time, the
threats of rising violence have aligned Mexican and U.S. interests and
spurred the development of joint strategies to address transnational
criminal threats.

Now is also an auspicious time to deepen U.S. ties with Canada.
Canada’s political leadership and its public support greater regional
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Almost every “domestic” agency in the U.S. government—ranging

from the Department of Transportation to the Social Security Admin-
istration—plays an important role in dealing with the country’s North

American neighbors. The Task Force believes a coherent North -Ameri

can strategy will require leadership to guide more systematic engagement
among federal agencies—and also to work with state and local govern
ments, private sectors, and civil societies—in all three countries.

Although it recognizes the common interests and interconnections
among the three North American partners, the Task Force is also well
aware of major differences among them. Each has a unique history,
domestic sensitivities, and political culture. Mexico, in particular, has
a substantial income gap with its northern neighbors. Deep disparities
also exist between levels of safety and quality of education.

The countries’ foreign policies differ as well. Canada and the United
States share long-standing institutional ties, including membership in
the North Atlantic Treaty Organization (NATO), the Group of Seven
(G7), Five Eyes (FVEY) intelligence cooperation, and the North Ameri-
can Aerospace Defense Command (NORAD).? Canadians fought
alongside U.S. troops in Afghanistan, losing 158 lives. Mexico, on the
other hand, has been less involved with its neighbors’ foreign policies
and on the world stage; indeed, it has been a reluctant, wary partner
in past foreign and security policy endeavors. Mexico’s constitution
enshrines a foreign policy doctrine of “nonintervention,” keeping the
nation outside of many noneconomic multilateral institutions. In addi-
tion, Mexican and Canadian policymakers have often preferred to pro-
tect special, bilateral relationships with the United States, rather than
develop tripartite associations.

Nevertheless, the differences in international outlook among North
America’s countries are much smaller today than they were twenty
years ago; they will likely be smaller still twenty years from now. The
three countries work well together in the Group of Twenty (G20),
World Trade Organization (WTO), International Monetary Fund
(IMF), World Bank, Inter-American Development Bank (IDB), and
Organization for Economic Cooperation and Development (OECD).
The differentiation among the three countries can also present oppor-
tunities for cooperation in different roles.

In practice, however, bilateral approaches continue to dominate.
On some issues, at least in the near term, more progress may be made
through one-on-one negotiations. But shared concerns and interests






North American Energy Interdependence

North America’s energy landscape is changing dramatically. In 2005,
net imports made up 60 percent of U.S. oil consumption. The growing
gap between the United States’ energy demand and domestic supply
added to worries about the U.S. trade deficit, economy, and security.*
Today, U.S. oil import dependence has dropped to less than 40 percent
of total consumption, and the country is shifting rapidly from energy
scarcity to opportunity. Rising unconventional oil and gas produc-
tion in the United States, increasing exploration and development
in the Canadian oil sands, and landmark reforms in Mexico’s energy
sector have led many experts to predict the potential—especially with
North American natural gas—for self-sufficiency and even surplus in
the coming decades. The growing production and regional diversifica-
tion of energy sources will boost North America’s energy security and
competitiveness.

The decisions the United States, Canada, and Mexico make about
energy will have major implications for their economies, national secu-
rity, foreign policy, and environment. Reliable, affordable, and environ-
mentally sustainable energy production can strengthen each country
and also North America as a whole. If combined with energy efficiency,
this new energy landscape can bolster the region’s economic base and
provide new opportunities for leadership.

INCREASING ENERGY PRODUCTION

Asaresult of technological advances, abundant reserves, high oil prices,
a receptive investment climate, and solid infrastructure, the United
States’ oil and gas production has boomed over the past decade (Fig-
ures 1 and 2). Hydraulic fracturing—commonly known as fracking—
along with advances in seismic technology and directional (horizontal)
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FIGURE 1: NORTH AMERICAN CRUDE OIL PRODUCTION
(1980-2013)
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FIGURE 2: NORTH AMERICAN DRY NATURAL GAS PRODUCTION
(1980-2012)
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drilling, are enabling oil and gas extraction from low-porosity and low-
permeability rock, boosting U.S. crude oil output to its highest level in
two decades. Just this year, the United States surpassed Saudi Arabia to
become the top oil and natural gas liquids producer in the world (Fig-
ures 3and 4).*

FIGURE 3: DRY NATURAL GAS PRODUCTION BY COUNTRY (2012)
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FIGURE 4: DRY NATURAL GAS PRODUCTION (1980-2012)
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incident, can be devastating for residents and ecosystems. Increased
carbon emissions contribute to global climate change. Although there
are important areas of uncertainty, climate change poses serious risks.
These changes could impose large costs on agricultural, energy, insur-
ance, and other sectors.

U.S. carbon emissions have fallen to levels last seen in the mid-
1990s, when the economy was much smaller than it is today. Overall,
U.S. and Canadian energy consumption per capita has declined (Figure
6). The shifting makeup of fossil fuels has also lowered emissions,
replacing coal with natural gas for power generation. Energy efficiency
has helped as well, especially in the transportation sector, where energy
consumption per person is expected to continue decreasing.

SECURING ECONOMIC BENEFITS WHILE
PROTECTING THE ENVIRONMENT

To date, most of the economic growth and benefits from the new energy
boom have come from upstream activities, including indirect and
inducedjobs.*! To capture more extensive benefits, the North American

FIGURE 6: TOTAL PRIMARY ENERGY CONSUMPTION PER CAPITA
(1980-2011)
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countries should clarify the uncertainties that are limiting downstream
investment, which is usually capital intensive and long-lived.** The
United States, Canada, and Mexico should establish credible, stable,
clearly defined regulatory and policy frameworks for integration and
cooperation on energy issues across national borders. To be sustain-
able, such policies should encourage growth and development while
addressing environmental and carbon concerns.

The Task Force nds that North America should reap the full bene ts
of its energy bounty. To do so, the three countries should clarify uncertain
ties by developing credible, sustainable policy frameworks for responsible
North American energy development that encourage growth while address
ing signi cant environmental issues.

GEOPOLITICAL EFFECTS

Gas markets are less global than oil markets, leading to significant price
differentials across regions. As the United States has produced more
energy resources, particularly natural gas, trade flows and international
markets have begun to adapt. The liquefied natural gas (LNG) that the
United States expected to import is now available for others, and sev-
eral LNG export terminals are currently under construction.*

Given these shifts, the United States has an opportunity to consider
the foreign policy implications of increased natural gas supplies. Natu-
ral gas prices in the United States have been far below those in countries
such as Japan or the United Kingdom, giving North America a consid-
erable competitive edge in its energy costs.** Given the price differen-
tials and potential for increased LNG exports, U.S. companies will have
incentives and capacity to arbitrage and, in the process, reduce the large
global differences in gas prices. The Task Force believes U.S. natural gas
exports could help dampen global market volatility, strengthen ties with
U.S. allies, and o er geopolitical and diplomatic bene ts. More open energy
markets would also support U.S. aims for the international economy.

NORTH AMERICA’S ENERGY POLICIES

Outdated government regulations and the absence of a regional frame-
work hold back North American energy integration. Export and invest-
ment restrictions and varying regulatory approaches—heightened by
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domestic sensitivities—prevent the three nations from securing the
economic and geopolitical gains generated by increasing output.

The U.S. president determines whether crude oil exports are in the
national interest (exempting supplies sent to Canada for domestic con-
sumption, which are minimal). U.S. oil exports would stimulate invest-
ment and raise oil production levels. Increased exports would reduce
inefficiencies in North America’s oil market, where many refineries are
located far away from new production sites or are designed to process
other types of crude.

U.S. natural gas exports—whether by pipeline or as liquefied natural
gas—also require governmental approval. As of September 2014, the
Department of Energy had granted thirty-seven permits for U.S. LNG
exports to free trade partners and nine permits for exports to non—free
trade partners.® The Federal Energy Regulatory Commission (FERC)
has approved only three LNG export terminals—two based in Louisi-
ana and a third in Texas. Another fourteen are pending approval.*®

The construction of North America’s energy infrastructure has
delayed oil and gas development. With production often in remote
locations, energy companies have been unable or unwilling to invest in
the infrastructure necessary to move oil and gas from wells to refiner-
ies and then to consumers (Figures 7 and 8). North Dakota’s Bakken
formation, one of the United States’ largest shale formations, contin-
ues to flare nearly one-third of its natural gas because of infrastructure
limitations.*” North America should build new pipelines and upgrade
older ones, both within and among the three countries, to address the
bottlenecks.

Without adequate pipeline capacity, energy companies have increas-
ingly turned to the rails, roads, and waterways. The number of U.S.
train cars filled with crude oil skyrocketed from around 9,300in2008 to
434,000 in 2013. 3 Between 2011 and 2012 alone, the numbers of trucks
carrying crude to refineries increased by 38 percent and barges by 53
percent.*’ These alternative modes of transportation are expensive and
raise safety concerns due to their greater likelihood of spills.*’

Governments need to clarify rules to enable private financing to
proceed. To construct or operate cross-border pipelines or other forms
of energy infrastructure, developers must first obtain a presidential
permit, for which the approval process can be long, laborious, and polit-
ically complicated. The reviewing government agency depends on the
facility type—the U.S. Department of State oversees oil and oil product
infrastructure requests, the Federal Energy Regulatory Commission
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FIGURE 7: NORTH AMERICAN OIL PIPELINES
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reviews natural gas pipeline requests, and the U.S. Department of
Energy oversees cross-border electricity projects.

The most well-known proposed North American energy infrastruc-
ture project is the Keystone XL pipeline, which would extend over two
thousand miles to link the Canadian oil sands to the U.S. Gulf Coast
refineries. Even though there are already seventy existing cross-border
pipelines, and other ways to ship energy products from Canada’s oil
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FIGURE 8: NORTH AMERICAN GAS PIPELINES

North American Gas Pipeli
i Prudhoe Bay orth American Gas Pipelines

Existing

nikl, e 0Lt T | e Proposed

Hudson
Bay

Portland

Eureka

San Francisco Washington, D.C.

" New York
hiladelphia
Atlantic

‘Wilmington
San Diegos_ Ocean

(7
‘New Orleans
Tampa

>4 Port Isabel

Gulf of Mexico

Salina Cruz.

Sources: Canadian Energy Pipeline Association; Pemex; U.S. EIA.

sands to U.S. refineries, the U.S. government has repeatedly delayed the
final decision on the pipeline. The delays have damaged U.S.-Canada
relations and have the potential to slow, at the very least, greater North

American energy integration. The Task Force believes that U.S. energy
infrastructure policies have failed to keep up with changing energy reali
ties. This has limited the potential bene ts to the broader U.S. economy and

slowed North American energy integration.
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U.S. environmental policies also influence the pace and extent of
energy exploration and production. Governments regulate oil and gas
production on federal and state lands; federal onshore lands alone hold
some 5.3 billion barrels of oil—nearly 20 percent of U.S. oil reserves.*!
U.S. laws such as the Clean Air Act, the Clean Water Act, and the Safe
Drinking Water Act manage and set limits for U.S. water and air pollu-
tion and create standards for drinking water. Canada and Mexico have
similar laws, which generally adhere to U.S. Environmental Protection
Agency (EPA) and international community guidelines.

The three governments, as well as their civil societies, have a long his-
tory of working together on regional environmental issues, such as acid
rain reduction and wildlife conservation. Nevertheless, North America
lacks an effective, dedicated framework for discussing these issues, par-
ticularly as they pertain to the region’s changing energy landscape. In
1994, NAFTA addressed cooperation on regional environmental regula-
tions through a side agreement, but the Commission on Environmental
Cooperation that was supposed to supervise these efforts has made little
progress. The three governments created a new North American Energy
Working Group in 2001 to address both environmental and energy pro-
duction issues, but it was disbanded in 2009.

Without a trilateral framework, the region’s energy sectors do not
share best practices and lessons to the extent that they could. This
interchange is particularly important given the rapid changes in energy
technology and likelihood that mistakes or missteps will reverberate
regionally. The lack of tripartite institutions limits the potential for-coor
dination regarding regulatory standards for smart grids, renewable energy
incentives, technologies for lower carbon energy, barriers to trading energy
products, energy e ciency guidelines, and other issues that have substantial
implications for each country and for the region’s energy integration.

North America is undergoing an energy transformation. Regional
cooperation and integration could boost the economic, geopolitical,
and environmental benefits. If developed responsibly and sustainably,
North America’s energy boom could bring widespread gains to the
three countries and their consumers, communities, and companies.



North American Economic
Competitiveness

The Task Force believes that the United States’ ability to compete in
a dynamic and competitive world economy would be strengthened by
enhanced economic ties with Canada and Mexico.
Globalization and regionalization have advanced together. Over the
past two decades, North America’s economic ties have deepened dra-
matically by almost all measures; they have the potential to develop even
further. The region’s trade grew from less than $300 billion in 1993 to
more than $1.1trillion in 2013 (Figure 9). The United States, Canada, and
Mexico are among the most important trading partners for each other.*?
Canada and Mexico are far more important to the U.S. economy than
many U.S. citizens realize. The United States exports nearly five times
as much to Mexico and Canada as it does to China and almost twice as
much as to the European Union.** Mexico and Canada sell more than 75
percent of their exports within North America.**

FIGURE 9: NORTH AMERICAN TRADE
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In 2011, approximately 150,000 U.S. companies sent goods—total-
ing a third of U.S. exports—to Mexico and Canada. These exchanges
extend far beyond the border states: Canada or Mexico is the top export
destination for forty-one of the fifty U.S. states (Figure 10). The export-
ing companies include not just well-known corporations such as Gen-
eral Motors, General Electric, and Procter & Gamble, but also more
than one hundred thousand small- and medium-size businesses.*> A
recent Peterson Institute for International Economics report estimates
that U.S. exports to Canada and Mexico supported 2.6 million and 1.9
million U.S. jobs, respectively.*®

The type of trade in North America has also changed—shifting from
primarily finished goods to pieces and parts that move back and forth
across borders as part of regional supply chains. A study by the National
Bureau of Economic Research reported that on average 40 percent of
the value of products imported from Mexico and 25 percent of those
from Canada actually come from the United States; the comparable
input percentage with the rest of the world is about 4 percent.*® This

FIGURE 10: TOP EXPORT DESTINATION BY STATEY
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means that of the $280 billion in goods that the United States imported
from Mexico in 2013, some $112 billion of the value was created in the
United States; for the $322 billion that the United States imported from
Canada, the value created in the United States was $83 billion. Less
than $20 billion of the value from the $440 billion of U.S. imports from
China came from U.S. workers.*’

The North American automotive industry is one of the most inte-
grated sectors; roughly three out of every four export dollars remain
within the region.’® The degree of interconnected production is also
impressive: automobiles often cross North America’s borders several
times before completion. Other sectors are also deeply intertwined:
81 percent of the region’s personal and household goods exports were
absorbed back into North Americain 2012, along with 73 percent of iron
and steel and 72 percent of clothing (Figure 11).”! In total, intra-regional
exports were 48 percent of North America’s total exports in 2012.>?

These high percentages reflect the shift toward continent-wide pro-
duction over the past two decades. This integration has become impor-
tant for the region’s overall competitiveness and for employment in all
three nations.

Service industries have also become increasingly integrated,
spurred by investments and exchanges in areas such as banking, energy
services, express delivery, information technology, insurance, and

FIGURE 11: NORTH AMERICAN EXPORT DESTINATIONS
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telecommunications. The regional trade in services has risen by nearly
200 percent—to well over $100 billion a year—despite licensing, visa,
and other regulatory barriers.> There remain notable opportunities
to integrate further in transportation, health care, money transfers,
and energy.

Intra-regional cross-border investment has risen fourfold since 1993
to total an investment stock of some $780 billion by 2012.>* More than
60 percent of this capital flowed from the United States to its neigh-
bors. Yet Mexican and Canadian investments in the United States have
also grown—particularly in the manufacturing, insurance, banking,
and consumer sectors—reaching nearly $240 billion by 2012.>> Mexi-
can companies now own iconic brands such as Entenmann’s, Sara Lee,
Thomas’ English Muffins, Weight Watchers, Mission Foods, and Trac-
Fone cell phones, and Canadian products such as Lululemon Athletica
gear, Bombardier planes, and BlackBerry devices have all become fix-
tures in American society.

The trade of goods and services, substantial foreign investment, and
significant knowledge flows have enabled the United States, Canada,
and Mexico to become more efficient and competitive together (Figure
12). Unfortunately, over the past decade, these movements have slowed,
stagnated, and in some areas even receded.

In the years immediately following the Canada-United States Free
Trade Agreement (CUSFTA), and then after the passage of NAFTA,

FIGURE 12: NORTH AMERICAN FOREIGN DIRECT INVESTMENT
POSITIONS (1990-2012)
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patchwork approach limits standardization, harmonization, and ultimately

the transferability of degrees, which in turn creates costs for workers, busi
nesses, and local economies. These costs are growing because the North
American economies are facing labor shortages for workers who are highly
skilled and have speci c training in certain sectors.

SHARED ENVIRONMENTS

The United States, Canada, and Mexico share their air, waterways,
wildlife, and ecosystems. Actions in one country often have far-reach-
ing consequences for the others. The three countries have along history
of working together on managing and conserving the region’s natural
resources, and of cooperating on issues such as cross-border protection
of national parks and migratory wildlife.'*®

At times, shared resources have raised tensions, such as with trans-
boundary water issues. The United States and Mexico share water from
the Colorado River, which passes through seven U.S. states before
crossing the border into Mexico. The Rio Grande, called the Rio Bravo
in Mexico—which defines the border for 1,255 miles—has tributaries in
both nations.

The frameworks for bilateral water management with Mexico go
back more than a hundred years, to the first efforts to allocate levels in
1906. In 1944, the two countries created the Water Treaty to arbitrate
water disputes and set new allocation levels. (The United States agreed
to provide 10 percent of the Colorado River’s water to Mexico, and
Mexico agreed to provide the United States with one-third of the Rio
Grande water originating south of the border.)'?’

In the seventy years since the 1944 treaty, the southwest border
area’s population, agricultural output, and manufacturing have grown
dramatically. The Colorado River’s water supports 15 percent of the
crops in the United States and a significant portion of the agriculture
in Mexico’s northern states; the Colorado is now an “over-allocated
basin” because the region’s demand has outstripped supply.'*® In
recent years, recurring droughts have further stretched water supplies.
The U.S. and Mexican governments have worked to address rising
demand and disputes over water quantity, quality, and conservation
(including water basin and reservoir management) through various
amendments to the original treaty. In regular meetings, the countries
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of disasters that will necessitate cooperative responses by one or more
of the countries, the governments should assess procedural barriers to
fastaction in future emergencies. For example, anticipatory work could
address the need for legal waivers and documentation to transport vital
supplies and facilitate cross-border evacuations.

REGIONAL HEALTH

Diseases take no notice of borders. The 2009 HIN1 flu pandemic
quickly spread from the United States to Mexico and then to Canada
and beyond; although the death toll was relatively low, the epidemic
proved costly to businesses, schools, and health care.'*” This incident
highlighted the interconnected nature of North America’s peoples as
well as the agility of North American health agencies during the crisis.
The Centers for Disease Control and Prevention (CDC) and its Cana-
dian and Mexican counterparts worked together to identify the strain,
diminish its spread, and ameliorate the symptoms of those affected.
They were assisted by previous work on pandemic disease done under
the now-defunct SPP.

The rapid and coordinated response reflects the generally robust
cooperation among the three nations’ health-care systems and the
networks of research centers. The partnership also extends to the Pan
American Health Organization (PAHO)—the Western Hemispheric
organization for cooperation on health partnerships—with the North
American countries often taking similar positions. The three countries’
most recent effort is the North American Plan for Animal and Pan-
demic Influenza, which incorporates lessons learned and best practices
from working together in order to strengthen international response
capabilities for health emergencies.

North America hasnot developed a coordinated plan to produce and
disburse vaccines and drugs. The three nations also have not created an
integrated real-time database to alert governments to tainted medicines
or other consumer products. Developing such a system is vital, given
the interconnectedness of regional supply chains. The Task Force recog
nizes the strong cooperation among the three North American countries in
preparing the continent for pandemics and health emergencies. It believes
the three countries can build on these foundations to integrate and stream
line procedures and to ensure the continued health of North Americans.
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North America’s diverse peoples are its most important resource.
They are already deeply intertwined as families, workforces, and
communities. Streamlining movement across the continent, capital-
izing on demographic opportunities, and investing in education and
training will enhance the continent’s regional competitiveness in a
global economy.



Recommendations

Consider the assets of North America: a population of almost half a bil-
lion; the potential for energy self-sufficiency and even exports; a wealth
of human and mineral resources; peaceful and friendly neighbors; and
markets for agriculture, manufacturing, services, technology, and inno-
vation thataccount for more than a quarter of the world’s economy. If the
three democracies of North America work closely together, they will be
the principal force in the world for decades to come. Canada, Mexico,
and the United States have unique histories and traditions, but in com-
bination these variances can be strengths. Together, North Americans
should work to build a resilient, integrated, mutually supportive part-
nership that will increase their prosperity, boost security, and enhance
the three countries’ position globally. They can demonstrate a model
of constructive integration that respects national sovereignties. For the
United States in particular, North American integration can broaden,
deepen, and protect the continental base for the global projection of
U.S. influence and values.

It is time to put North America at the forefront of U.S. policy. The Task
Force calls, rst and foremost, for the U.S. government to recognize North
America’s importance for U.S. national security and prosperity. The Task
Force urges the three countries to work together to develop and act on a
common vision for North America. The guiding framework for U:S. rela
tions with its neighbors should be: trilateral where we can, bilateral where
we must.

62
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ORGANIZING THE U.S. FEDERAL
GOVERNMENT TO SHAPE
A NORTH AMERICAN POLICY

To change the U.S. outlook toward its home continent, North America
needs to receive continuous, not episodic, attention.

The Task Force recommends designating a senior U.S. o cial as the
North American “champion” who will press for consistent policies across
agencies and topics. Given the power relations within the U.S. gov
ernment, this person would need to be the vice president, secretary
of state, secretary of the treasury, or perhaps the national security
adviser. The individual’s interest in the role is more important than
his or her bureaucratic base. The assignment would need to be backed
by presidential support, including through the White House and
National Security Council.

Various models have been used over the years to focus and integrate
U.S. intergovernmental processes in dealing with priority relation-
ships. The current administration looks to the vice president to lead a
U.S.-Mexico High-Level Economic Dialogue. In the past, the secretary
of state led a Binational Commission of cabinet officers working with
Mexico. In other countries, the secretary of the treasury—or secretar-
ies of state and treasury together—have led such efforts. Bureaucratic
structures and formal meetings are less important than having a senior
person who is interested and capable of driving U.S. policy toward
long-term goals for North America.

The Task Force also recommends restructuring the U.S. federal govern
ment to develop a North American viewpoint and advance continental
policies. The Task Force is well aware of the poor record of using govern
mental reorganizations to address strategic and policy problems. How
ever, in this case, to counter the tendency to treat North America as an
afterthought and to press diverse departments to work together to shape
coherent policy, the Task Force believes new structures would reinforce a
new continental approach.

First, the National Security Council's Directorate for Western Hemi
sphere A airs should be divided into two o ces, one for North America
and one for South America. A North American Directorate is necessary
to facilitate coordination across an especially vast interagency com-
munity that deals with Mexico and Canada. Second, the Department of
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State’s Bureau of Western Hemisphere A airs should be divided into two
bureaus as well, with one responsible for North American policy. Given
the interconnectedness and interdependence of Central America and

the Caribbean with North America, many Task Force members would

also assign these countries to the North American units. This allocation

would encourage the devotion of more serious and regular attention to

these small countries, which periodically have disproportionate effects

on the United States because of geographic proximity. Other depart

ments, for example the Department of Homeland Security, should consider
complementary organizational steps to better address North America as a
whole The Task Force notes that the Department of Defense already
established NORTHCOM as a Unified Combatant Command in 2002,

with Southern Command responsible for the rest of the hemisphere.

The Task Force also encourages greater U.S. congressional engagement
with the Mexican congress and Canadian parliament. Increased interparlia
mentary exchanges could contribute to the development of a regional agenda.
The Task Force would also advise the Senate Foreign Relations and House
Foreign A airs Committees to create subcommittees for North America.

ENCOURAGE STATE AND LOCAL COOPERATION

Many interactions among the three countries occur at the state and
local levels. The Pacific Northwest Economic Region (PNWER) brings
together policymakers and private sector representatives from the U.S.
states of Alaska, Idaho, Oregon, Montana, and Washington and those
from the Canadian provinces of British Columbia, Alberta, Saskatch-
ewan, and the Yukon and Northwest Territories to promote effective
cross-border policies. Interchanges between border-state governors
and premiers help identify common problems and facilitate coopera-
tive action.

The U.S. National Governors Association has separate discus-
sions with its Mexican and Canadian counterparts. While respect-
ing state and local prerogatives, federal governments and national
associations could encourage more extensive interactions among the
region’s state legislators, mayors, city leaders, and other officials, such
as attorneys general. The Task Force recommends the U.S. government
support interactions and possible cooperation among governors, pre
miers, mayors, legislators, and other o cials. The three national govern
ments could share the experience of various groups, support cooperation,
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and facilitate connections with others. State and local o cials from across
borders should be encouraged to identify emerging problems and suggest
solutions. While seeking to avoid unproductive processes, the national gov
ernments might meet with cross-border groups during the annual North
American Leaders’ Summit.

EXPANDING THE NORTH AMERICAN
ENERGY RELATIONSHIP

Energy should become a fundamental pillar of North America’s new
partnership. Considering the boom in U.S. production, Mexico’s his-
toric energy sector reforms, and Canada’s increased development,
North America has the opportunity to become an integrated, self-suf-
ficient energy market as well as a significant exporter of oil and natural
gas. Increased and more efficient production will benefit many other
industries too.

An integrated North American energy market will require signifi-
cant investment in energy infrastructure, the removal of restrictions
on energy trade, and enhanced mechanisms for North American
cooperation. Common efforts to develop transmission networks,
low-carbon energy technologies, and high environmental standards
for energy production will help all three countries achieve environ-
mental and carbon objectives.

The Task Force recommends that the North American countries
develop a regional energy strategy, with full respect for sovereignty and
national sensitivities.

STRENGTHEN THE NORTH AMERICAN
ENERGY INFRASTRUCTURE

Restrictions on the free flow of energy create bottlenecks, inefficien-
cies, and unintended problems. The integration of North America’s
energy fields, refineries, and markets will facilitate the availability of
stable and lower-cost energy.

For economic, environmental, and diplomatic reasons, the Task Force
recommends that the U.S. government encourage increased energy con
nections with Canada and Mexico. The U.S. government should approve
additional pipeline capacity, including the Keystone XL pipeline. The Task
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Force also recommends that the three countries develop common rail safety
standards for oil transport to reduce the chance of spills.

The electricity interconnections between the United States and
Canada increase both access to supplies and grid resilience. With the
opening of Mexico’s electricity sector, the United States could increase
electricity grid coordination along the southern border. This intercon-
nection could also enable Mexico to benefit from the lower cost of U.S.
electricity (because of natural gas development). Because the benefits
of new investments in Mexico’s more open oil sector could take years
to appear, the gains from electric-grid partnerships could help sustain
Mexican public support for the extensive energy reforms. The Task
Force recommends that the United States work with Mexico to expand
cross-border electricity connections along the border (building on cur
rent links between California in the United States and Baja California in
Mexico). This interconnection may require speeding permitting processes
and working with local governments and the private sector to develop
nancing options.

ADDRESS ENVIRONMENTAL PROTECTION
AND CLIMATE CHANGE

The Task Force encourages a market-based approach to carbon pricing
and the harmonization of policies across the region to minimize the shift of
carbon-intensive activities. Assuming the Obama administration proceeds
with the regulation of power plants’ carbon dioxide)(€Rissions, the

U.S. government should work with Canada and Mexico to make these stan
dards consistent across North America.

North America can lead the way in continuing to reduce the amount
of energy needed to generate a unit of GDP. The Task Force urges the
three nations to cooperate on the development and di usion of technologies
that promote energy conservation and reduce carbon impact.

TheTask Force suggests the creation of a North American Energy Coun
cil to provide advice to federal policymakers and highlight issues that the
three independent legislative branches could address. The council would
build on the call at the 2014 North American Leaders’ Summit for tri-
lateral meetings among energy ministers. It would facilitate prepara-
tion and action between the energy ministers’ meetings. The council’s
primary responsibilities would include identifying improvements to
the safety and security of cross-border energy infrastructure; areas for
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cooperation on environmental and safety standards; energy-efficient
technologies and practices; and barriers to collaboration. This group
could include representatives from the three countries’ national gov-
ernments, private sectors, states and provinces, civil societies, environ-
mental groups, academia, and research communities.

END RESTRICTIONS ON U.S. OIL
AND NATURAL GAS EXPORTS

U.S. law restricts the export of crude oil to countries other than

Canada. U.S. exports of natural gas to countries with which the United

States does not have a free trade agreement require a license from the
Department of Energy. (DOE is to grant the license unless it finds the

export would be contrary to the national interest.) Natural gas exports

also require approval by the Federal Energy Regulatory Commission.

Export restrictions run counter to the United States’ goals of promot-

ing open trade in energy, reducing the U.S. trade deficit, combating
resource nationalism, and encouraging free markets. Increased exports

are more likely to spur U.S. energy investment and production. North
American natural gas supplies could enhance the energy security of

nations dependent on supplies from Russia. Competition in the global

gas markets lowers prices, supporting economic growth in important

ally countries such as Japan and encouraging fuel switching from coal

and oil to gas in rapidly growing economies such as China. The Task

Force proposes that the United States end restrictions on energy exports,
including oil and LNG. It also urges a streamlining of the cumbersome
FERC permitting process.

ENHANCING NORTH AMERICAN
ECONOMIC COMPETITIVENESS

The United States, Canada, and Mexico have all benefited from the

North American Free Trade Agreement. NAFTA was a big step for-
ward—but is not the apex of North American economic coopera-

tion. The trilateral economic relationship should be upgraded for the
twenty-first century. The Task Force recommends working toward the free
and unimpeded movement of goods and services across North America’s
common borders.
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FULFILL NAFTA’S TERMS

The United States should comply with all its NAFTA commitments.

The Task Force believes that the United States should ful Il its obligation to
permit cross-border trucking, which has been proved safe. The Task Force
urges a revision of the U.S. country-of-origin labeling of meat provisions
with input from all relevant parties to reduce costs, facilitate the integra
tion of the North American market for livestock and meat, and meet U.S.
obligations. All three countries should review outstanding obligations under
NAFTA and develop plans to come into full compliance with the agreement.

REDUCE NON-TARIFF TRADE BARRIERS
AND CROSS-BORDER TRANSACTION COSTS

Rules of origin have also created significant non-tariff barriers."*! The
Task Force recommends that the three governments, working with their
countries’ private sectors, review and revise NAFTA's rules of origin to cut
costs, boost productivity, and foster regional integration.

Customs paperwork impedes regional trade, especially for joint pro-
duction platforms through which goods may cross North America’s
borders multiple times before completion. The Task Force supports the
timely completion of an electronic “single window” customs system for the
United States to simplify customs paperwork and eliminate the need for
multiple lings. In February , the North American Leaders’ Summit
called for such a system, and President Obama issued an executive order
to achieve this goal, but execution is critical. The Task Force also encour
ages the United States to work with Canada and Mexico to achieve a North
American “single window” to streamline regional commerce further.

Even though NAFTA removed tariffs among the North American
countries, it also exposed and inadvertently created other non-tarift
barriers and transaction costs. Divergent regulations create signifi-
cant obstacles to joint production and trade, raise compliance costs
for businesses and their customers, have potentially harmful effects
on regional health and the environment, and increase the adminis-
trative costs to governments and taxpayers. Efforts to address these
costs—for example, through the U.S.-Mexico High-Level Regulatory
Council and the U.S.-Canada Regulatory Cooperation Council—
have not had much success.
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The Task Force recommends that each council identify particular regu
latory topics that are candidates for mutual recognition or harmonization.
The councils could also explore continental cooperation in creating new
regulations. Canadian and Mexican observers should be able to attend the
meetings of the other country and the United States.

ENHANCE NORTH AMERICAN LOGISTICS
AND VALUE CHAINS

Logistics are critical to North American competitiveness. To meet
today’s trade demands—and those of the future—North America
needs to expand its capacity for legal border transit.
U.S. policymakers have inadequate knowledge about regional supply
chains, making it difficult to identify steps to cut costs. The Task Force
recommends investing in data collection, results assessments, and economic
return analyses for border programs and investments to better inform and
direct future investment within a North American plan. Federal-govern
ments should work with the private sector and local and state governments
to identify steps to enhance competitiveness.
The Task Force commends the trilateral announcement at the February
summit of the development of a North American Transportation Plan
and urges the three governments to establish ambitious goals to address the
infrastructure and investment factors that hinder regional competitiveness
and security. The planning should work with state and local governments,
the private sector, and other experts. The Task Force also encourages the
U.S. Department of Transportation to consult with its Canadian and Mexi
can counterparts as it develops its National Freight Strategic Plan.

BUILD ON INNOVATIVE BORDER PROGRAMS

Border management within North America relies on two bilateral
frameworks: the U.S.-Canada Beyond the Border arrangement and the
U.S.-Mexico Twenty-First Century Border Management initiative. Over
the past few years, these efforts have made significant progress. Rising
enrollment in trusted-traveler programs such as NEXUS and SENTRI
have reduced spikes in border delays during summers and have held wait
times steady even as annual trade and transit have increased. New pilot
programs to expedite trade have been launched as well.
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such as the Partnership to Build America Act of  and Building and the
Renewing Infrastructure for Development and Growth in Employment Act.

The Task Force also urges greater support and advisory services to help
local governments on innovative nancing mechanisms, especially public-
private partnerships. The U.S. Treasury and multilateral financial insti
tutions already assist foreign governments with project feasibility and
design, risk assessment, financial structuring, tendering, fiscal over-
sight, debt management, and the handling of long-term contracts; these
programs could be expanded to assist state and local governments.'*
Canadian experience with the PPP Canada program, which provides
the country’s provinces with advice and technical financing for provin-
cial infrastructure projects, might also be instructive.

The Task Force recommends exploring an expanded role for multilat
eral banks in nancing border infrastructure, including possibly the North
American Development Bank, the Inter-American Development Bank,
and the World Bank. The NADB was created at the time of NAFTA to
finance projects that address environmental or human health issues
along the U.S.-Mexican border."** The Task Force suggests that the
NADB'’s mandate be expanded to include regional infrastructure invest
ments and the U.S.-Canada border. NADB’s resources may need to be
expanded as well. The Border Environment Cooperation Commission
(BECC), which works with the NADB to assess the feasibility and
environmental impact of potential projects, would need a complemen-
tary expansion in its mandate. The Task Force also encourages the North
American countries to approach the Inter-American Development Bank
and World Bank to learn best practices for public-private partnerships,
including those developed by the International Financial Corporation.

OPEN NORTH AMERICA’S ROADS, SKIES,
AND WATERWAYS

The U.S. government should seek to open up North America’s roads,

skies, and waterways. The United States allows Canadian and Mexican

airlines to fly between U.S. cities and Canadian and Mexican cities but

does not allow airlines based in Canada or Mexico to move passengers

or luggage within the United States. The Task Force recommends the
negotiation of a North American “Open Skies” agreement that removes
these barriers in all three countries.
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The Jones Act, passed in the 1920s, requires that all vessels moving
between U.S. ports be U.S.-built, U.S.-flagged, U.S.-owned, and oper-
ated by a U.S. crew. The Task Force recommends that the United States
create a North American exception that would allow vessels that are North
American—made, — agged, and —crewed to move between and within all
three nations, enabling more e cient transportation of goods. Cross-border
investment within the region also could help develop a more competitive
North American shipping industry.

PROMOTE ECONOMIC TRILATERALISM

Deeper North American integration depends on the easier, faster, and
more legitimate movement of people and goods. Bilateral and dual-
bilateral endeavors will and should continue, but the Task Foree recom
mends building and expanding trilateralism over time. The goal should be
trilateral where possible, bilateral where necessary.

At the 2014 North American Leaders’ Summit, the three govern-
ments announced the creation of a combined North American Trusted
Traveler Program, which merges the SENTRI inspection program on
the southern U.S. border and NEXUS on the northern border. The Task
Force strongly supports this trilateral trusted-traveler initiative. The expe-
rience of the Global Entry program, which automatically enrolls partic-
ipants in Transportation Security Administration PreCheck, NEXUS,
and SENTRI, could be a guide.

Opver the past twenty years, the three North American nations have
converged considerably in their thinking on macroeconomic principles
and trade. Their central banks and finance ministers have developed
close partnerships, including in global forums.

The United States, Canada, and Mexico are all members of the Gzo,
Basel Committee on Banking Supervision, IDB, World Bank, WTO,
IMF, OECD, and Asia-Pacific Economic Cooperation (APEC) forum.
The Task Force recommends regular consultations among the three nations
to formulate common North American economic approaches or initiatives
in these multilateral bodies. They should support North American candi
dates for leadership posts.

The United States was slow in supporting Canada’s and Mexico’s
inclusion in the Trans-Pacific Partnership and has been unwilling to
include its neighbors in the Transatlantic Trade and Investment Part-
nership negotiations. This parochialism overlooks the North American
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nature of many industries, as well as the significant costs that agree-
ments might impose on regional production chains. Although the Task
Force recognizes that additional participants may add complexity to the
trade negotiations, it urges the inclusion of Canada and Mexico in TTIP
negotiations. The Task Force also urges the executive branch to work with
Congress to pass trade promotion authority, which is crucial for the success
ful conclusion of both agreements.

North America’s three countries should also work together to
expand partnerships with like-minded economies in Latin America. In
2012, Mexico joined Colombia, Peru, and Chile to form the Pacific Alli-
ance. The United States and Canada already have free trade agreements
with all four of these Latin American countries. The Task Force recom
mends that the North American countries explore how to build on these
overlapping agreements to move toward freer hemispheric trade.

STRENGTHENING NORTH AMERICAN
SECURITY

North America has come a long way from the wars of the nineteenth
century to today’s peaceful cooperation on common threats. This secu-
rity relationship is essential to North America’s future. Insecurity in
any of the three countries undermines the ability to contribute and ben-
efit from an integrated region.

PURSUE A UNIFIED APPROACH TO SECURITY

In recent years, there has been growing security cooperation along the
borders and beyond. Each North American country now gathers and
analyzes electronic data on all cargo shipments and travelers entering
each country. The U.S.-Canada Beyond the Border and U.S.-Mexico
Twenty-First Century Border Management initiatives have enabled
benchmarking for risk assessment and the development of common
inspection protocols for high-risk shipments and travelers entering
North America. The three countries also share, usually bilaterally, infor-
mation and intelligence regarding common threats, including potential
terrorists and other individuals on watch lists. The interactions are
usually among local law enforcement groups. The defense depart-
ments and militaries have established trilateral meetings between the
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North American defense ministers; they work alongside each other at
NORTHCOM'’s headquarters at Peterson Air Force Base.

However, North Americans are a long way from developing a uni-
fied security strategy. The United States and Canada have worked
closely on security issues throughout the twentieth century. U.S.
engagement with Mexico has been constrained by Mexico’s resistance
toa U.S. military or security presence. The United States and Canada
have also had concerns about the security of information shared with
some Mexican counterparts.

The Task Force recommends working toward a long-term goal of a
uni ed security strategy for North AmeriChis process could begin by
expanding bilateral security programs to include Mexico. U.S.-Canadian
programs could be incorporated into the U.S.-Mexico Twenty-First
Century Border Management initiative; these efforts might include
considering security risks beyond borders and developing a common
assessment of risks and threats to the North American “zone.” Mexico
might also participate in the U.S.-Canada Shiprider program, which
permits joint cross-border law enforcement operations in the maritime
environment, and the Integrated Border Enforcement Teams (IBETs),
which are U.S. and Canadian multiagency law enforcement groups
that focus on cross-border criminal activity. These steps would require
Mexico to dedicate law enforcement personnel to the security of its
southern and northern borders.

To achieve a unified security strategy, the three countries should
develop the confidence to share information safely between customs
officers, border patrol agents, law enforcement, justice officials, and
militaries.

SUPPORT MEXICAN EFFORTS TO ESTABLISH
A STRONGER RULE OF LAW

The United States and Canada have a shared interest in helping Mexico
strengthen its rule of law and combat organized crime. Criminal enti-

ties not only terrorize citizens but also corrupt and destroy democratic
institutions. As the largest market for illegal substances and a major

provider of weapons to Mexican criminal networks, the United States
contributes to Mexico’s problem.

The Task Force recommends that the United States, in conjunction with

Canada, build upon the Mérida Initiative to support Mexican e orts to
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strengthen the democratic rule of law, dismantle criminal networks, contrib
ute to the development of resilient and cohesive communities, and reduce
arms smuggling and drug consumption. A consmategy should incor-
porate efforts to identify and disrupt criminal organizations’ suppliers,
distribution networks, communications, and abilities to realize profits.
The United States and Canada should assist Mexico in transforming its
justice system through the training of lawyers, judges, and court offi-
cials; revising of law school curricula; and supporting the use of forensic
evidence. The sharing of intelligence—and training in effective use—
is important. These law enforcement efforts should reach to state and
local governments as well as to federal authorities.
The Task Force recognizes that the reform and professionaliza-
tion of the Mexican police and criminal justice system will take time
and sustained effort. In the interim, the Task Force urges that Mexico be
encouraged to continue to extradite alleged criminals to the U.S. justice
system.
The United States should also better address its own domestic chal-
lenges—including weapons trafhcking, money laundering, and demand
for illegal substances—which have fueled the violence in Mexico.
Various government and academic studies estimate that the majority
of arms used by Mexico’s criminals come from the United States and
are transported illegally across the U.S.-Mexico border. While recogniz
ing the contentious nature of gun control and Second Amendment rights
issues, the Task Force believes the United States has a responsibility to more
e ectively enforce existing laws to stanch the southward ow of U.S. guns.
Further, continuing to permit the sale of AR-15s and similar weapons
presents a grave danger not only to Mexican security forces but also to
U.S. police and law enforcement personnel. Many Task Force members
believe the U.S. government should reinstate the ban on the sale of assault
weapons and high-capacity ammunition magazines.
Billions of U.S. dollars from illicit activities are laundered within the
United States.'*’ The challenge is to stop the illegal flows while encour-
aging the legitimate financial flows that tie the nations together. The
Task Force proposes that the U.S. government strengthen domestic money
laundering enforcement and work with Mexico to strengthen its anti—
money laundering and asset-forfeiture laws and enforcement capabilities.
The United States should reduce illegal drug demand and might be
able to help its neighbors do the same. Studies have shown that programs
for drug prevention and addiction treatment are highly cost effective. The
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White House Office of National Drug Control Policy estimates that every

dollar spent on prevention and treatment saves four dollars on health care

and seven dollars on law enforcement and criminal justice costs."** The

Task Force recommends emphasizing drug prevention and treatment pro
grams within the overall federal antinarcotics strategy.

BOLSTER REGIONAL COOPERATION FOR SECURITY

Central America’s fragile democracies, weak institutions, and grow-
ing violence represent a serious challenge for North America given the
region’s geographic proximity, economic and social ties, immigration
patterns, and links to the international drug trade and transnational
criminal organizations. These crises in Central America could destabi-
lize neighbors and fuel illegal immigration. The Task Force recommends
greater North American cooperation in addressing the problems of Central
America. A concerted e ort—working with Central Americans and their
governments, as well as with Colombia and Panama—is necessary to create
security, good governance, the rule of law, and economic opportunity in
Central America. The United States should consider the development of a
sustained, multidimensional North American commitment to assist Central
America along the lines of what the executive branch and Congress achieved
through Plan Colombia.

Arctic issues will require much closer cooperation with Canada.
The Task Force recommends the development of a U.S.-Canada Arctic
strategy. The countries have di erences to manage—such as jurisdiction
over the Northwest Passage, maritime boundaries, resource utilization,
and approaches to conservatfenstrategic interests bind the two Reigh
bors, especially relative to others. The countries should identify priorities
for North American cooperation, starting with monitoring Arctic shipping
channels, creating joint search-and-rescue teams, addressing territorial
ownership, and sharing infrastructure and icebreakers to expand opera
tional capacity.

Looking forward, North America could and should contribute
to global security. The United States and Canada already cooperate
through the North Atlantic Treaty Organization and other multilateral
bodies, as well as through United Nations peacekeeping missions.

The Task Force recommends that the United States and Canada conduct
regular “policy planning” discussions with Mexico on economic and secu
rity challenges in other regions.
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BUILDING A NORTH AMERICAN COMMUNITY

Immigrants and their descendants have shaped the United States.
Most Americans recognize that today’s immigration policies are not
serving U.S. national interests and that cha