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USMCA: New Name - Same Game
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Global trade is a driver of demand for industrial space.

Goods coming to the U.S. need to be stored, sorted 2017 Trade in Goods with US. as % of

and shipped. A reduction in flow of goods between Total U.S. Trade in Goods?

countries would have reduced this source of demand
for industrial space. Looking at key industrial markets
in the southwestern U.S. reveals just how important
trade between the U.S., Mexico, and Canada has been to
demand.

During the eight years after implementation of NAFTA,
net absorption in the three largest southwestern industrial
markets of Dallas, Houston, and Phoenix, increased 2.17
times as compared to the eight years prior to NAFTA,
nearly 75% higher than the increase in net absorption in B ROW  HMexico B Canada
all the other markets.
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Fast forward to today and looking at the picture nationally,
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Much Ado About Nothing

Parsing through all the minor revisions and technicalities, the
general framework of NAFTA was left largely untouched,
suggesting that trade between all three countries will
remain robust, a clear win for U.S. industrial real estate and
near-term economic activity overall.

As an example, leading up to the final agreement the
White House had talked about 25% tariffs on auto imports.
Instead, so long as autos meet certain content and wage
requirements, they will remain duty-free and, even if they
don’t, the tariff will be 2.5%, not 25%.

Regarding steel and aluminum tariffs, although they were
mMaintained, significant concessions were granted allowing
Canada to export 2.6 million autos or 40% more than current
levels, free of these tariffs.

With this uncertainty surrounding trade policy removed,
companies can now move forward with investments that
need and utilize commercial real estate space.

Note that while the agreement is encouraging, each country
must still ratify USMCA.

What Should You Conclude from This?

Some have interpreted USMCA as an indication that the
President will be more pragmatic than his rhetoric would
indicate and this gives hope for a deal between the U.S. and
China as well as other countries. Still others see it differently
and view USMCA as giving him more latitude to take a
harder line with China and the E.U.

Despite continuing risks to trade with China and the E.U,,
for today, the goods should keep flowing between the three
USMCA countries and businesses have one less potential
trade disruption to worry about. This bodes well for a
continuation of the current significant economic activity
across and between the three USMCA countries.
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Disclaimer

The information in this newsletter is as of December 2018 and is for your
informational and educational purposes only, is not intended to be relied
on to make any investment decisions, and is neither an offer to sell nor a
solicitation of an offer to buy any securities or financial instruments in any
jurisdiction. This newsletter expresses the views of the author as of the
date indicated and such views are subject to change without notice. The
information in this newsletter has been obtained or derived from sources
believed by ARA to be reliable but ARA does not represent that this
information is accurate or complete and has not independently verified
the accuracy or completeness of such information or assumptions on
which such information is based. Models used in any analysis may be
proprietary, making the results difficult for any third party to reproduce.
Past performance of any kind referenced in the information above
in connection with any particular strategy should not be taken as an
indicator of future results of such strategies. It is important to understand
that investments of the type referenced in the information above pose
the potential for loss of capital over any time period. This newsletter is
proprietary to ARA and may not be copied, reproduced, republished, or
posted in whole or in part, in any form and may not be circulated or
redelivered to any person without the prior written consent of ARA.

Forward-Looking Statements

This newsletter contains forward-looking statements within the meaning
of federal securities laws. Forward-looking statements are statements that
do not represent historical facts and are based on our beliefs, assumptions
made by us, and information currently available to us. Forward-looking
statements in this newsletter are based on our current expectations
as of the date of this newsletter, which could change or not materialize
as expected. Actual results may differ materially due to a variety of
uncertainties and risk factors. Except as required by law, ARA assumes no
obligation to update any such forward-looking statements.
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