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Introduction

The North American economy can best be visualizetdretrly 21st century as a deeply
integrated continental system structured by networks linkindumtion centers and distribution
hubs across the continent.

In the 1980 and ‘90s, flows of goods across North Amerioéésnal borders grew dramatically.
More and more of the movement of goods was within coregaand complex cross-border
supply chains linking production, distribution and marketingueses across the NAFTA
nations became a distinguishing characteristic of tfgtea.

These increasingly elaborated supply chains depended oemftic@ansportation systems.
Transportation providers were able to meet the demangdsecs because excess capacity existed
in many systems, because of available new technologyt(ams, double stacking of containers,
larger trucks) and because consolidation in the truckidgahindustries enabled suppliers to
work more efficiently. Government involvement focuseitharily on privatization and, in the
case of railroads, benign views on mergers — althoughebsith1990s, US highway legislation
provided funds for a many local transportation projectshwihis new environment, companies
worked out their own strategies for building new caettiial systems and solved problems
themselves as they arose.

By the turn of the century, however, this situation haglum to change. The end of excess
capacity, the impact of post-9/11 measures on borders ats] the emergence of global
manufacturing value chains with vastly increasing demanfidaht transportation capacity
because of rising imports from Asia, the continued faitorharmonize regulations and the
accumulated weight of delayed maintenance togethenetkéhe capacity of the North
American freight transport system to service the esonsystem as it had emerged over the
previous decade's.

In 2007, Ottawa, Mexico City and Washington all announced revwgportation infrastructure
development programs. None of these programs wasaseedirect response to an emerging
crisis in North American transportation infrastructurmdeed the three governments have not
acknowledged the existence of a systemic North Amerigais.c But all were viewed as efforts
to remedy the infrastructure gaps that had emerged ovpasti@lecade of intensified use and
delayed maintenance.

This paper provides an introduction to the current situasinroverview of the three national
programs and a brief critique. It asks if these newonatiefforts will create the foundation for a
freight transportation system that will maintain NoAmerican global competitiveness in the
first decades of the ZTentury

! See Guy Stanley, Review of Recent Reports on Nortbrisan Transportation Infrastructure, North American
Transportation Competitiveness Research Council, \WWgrRaper 3 (September 2007)
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The development of modern transportation systems ib/tited States and Canada in th& 19
century was a response to the opening of the West ande#igon of an integrated Atlantic to
Pacific economy. In the mid-ZGentury, the US Interstate Highway System was desigm
facilitate the movement of goods across the counthjynking cities with populations of 50,000
or greater. Like the railroad network that precededas designed to enhance east-west
connections. In the 1980s, the volume of north-southemewnt of goods increased rapidly. This
was driven by changes in the structure of many majofdd® Canadian) firms. These
companies responded to tougher international competitiofedimg) profit margins by
rationalizing their operations and reducing excess capaityip in Canadian (and Mexican)
branch plant operations. To replace the old systemaoich plants, they built new integrated
North American production, marketing, and sourcing networksi-ttee North American
economy was increasingly characterized by complesseborder supply chaifs.

Freight Transportation Infrastructure Developments in the 1990s

NAFTA and Transportation

Discussions on freight transportation in the NAFTA riedions, focusing largely on regulatory
harmonization, were contentious. Many issues wereasofved, including immigration
restrictions that affected crews, harmonization ofslehweights and dimensions and other such
standards applying to transport capital equipment, cabotagisipns preventing the free
movement of transport entities carrying domestic cargloinveach of the countries in the
NAFTA geographic area, and full liberalization of investinestrictions on NAFTA-based
investors in transportation operations. As ProfessolyBavoks observes: “NAFTA provided
no commitment to a global North American transpastasystem, funded by the three federal
governments (or even each country’s federal governmadtirfg roads on its own territory).
Nor did it create any agency mandated to assess traggpolihfrastructure maintenance or
future requirements:”

NAFTA Working Groups

NAFTA set up some 30 Working Groups to facilitate trade amdstment and ensure effective
implementation of the agreement. The groups dealt vattetin goods, rules of origin, customs,
agricultural trade and subsidies, standards, government pnogntranvestment and services,
cross—border movement of business people, and alterdmate resolution. Several dealt with
transportation.

The mandate of the Land Transportation Standards Sub-Gteanior example, was to make
more compatible the three countries’ relevant standa&ldted measures on bus, truck and ralil
operations, and transportation of dangerous gbdoHse LTSS created working groups on

2 The model for integrated production systems was the Rato signed in 1965, although this was a response to the
particular needs of the auto industry.

3 See Mary Brooks, “NAFTA and Transportation: A Cana®aorecard,” Centre for International Business
Development Dalhousie University (Research Paper 177, AGGOSH)
http://cibs.management.dal.ca/Files/pdf%27s/DP-177.pdf

* See http://www.transportcanada.org/pol/nafta-alena/en/men



Driver and Vehicles Standards, Vehicle Weights & Dimemsid raffic Control Devices, Rail
Safety and Dangerous Goods/Hazardous Materials Transportéhie Transportation
Consultative Group 4 prepared an “Initial Five-Year Rtarincreased Cooperation in the Field
of North American Transportation Technologies whicHioetl four stages of implementation:
create and maintain a "knowledge base" on transport&&dnin each nation; increase contacts
between the three transportation R&D communities;tiflegaps in existing transportation
technology and R&D activities where successful effartsild bring benefits to all three nations;
and develop collaborative research proposals that coutéssfally fill these gaps.

The impact of the Working Groups is not clear. Workegutatory harmonization, while failing
to reach agreement on many vital issues, still regtewene clear achievements. The most
outstanding failure was on Mexican trucking. Discussamsfrastructure (such as the
application of new tracking technology to highways), heaveseemed to peter out after a few
years.

Trade Corridors

One key response to the increased volume of goods mowutigara south in North America
took place outside the national capitals. Business amicipal leaders searched for ways to
capture some of this growing action. Their answer wasdate new “trade corridors” that
would attract corporate interest in building supply chaingsg this route.

A wide array of trade corridor organizations emerged irl889s, typically organized by
businesses and metropolitan and state government agéibids a few corridor organizations
sought to build new highway infrastructure (the Canamexi@orfor example), most aimed at
deepening links among metro-regions along existing highways @mddines or on spurring
the development of “natural economic regions” (PNWRRSCO) Local entrepreneurial
enthusiasm was an essential ingredient of the commeement. The availability of government
funds was another.

US Highway Legislation

New government funds were on the way. Washington jumgedhe transportation
infrastructure issue in the early 1990s with the first eéries of enormous highway bills. The
US Intermodal Surface Transportation Efficiency AGTEA) and those which followed were
big, complex and fantastically expensive legislative packages

ISTEA was designed to create an economically efficaa environmentally sound National
Intermodal Transportation System that would provide thedation US competitiveness in the
global economy and move people and goods in an endigigef mannef. It generated
disagreements on many issues, between, for exangplecates of mass transit and advocates of
highways, and it gave significant new powers to metrtgofplanning organizations (MPOS).

® "Initial Five-Year Plan for Increased Cooperation ia Field of North American Transportation Technologies"
signed by Canada, Mexico and the US on June 12, 1998.
http://www.tc.gc.ca/pol/nafta-alena/en/plenaries/plenary_19984TiG @A

® See “Intermodal Surface Transportation Efficiency 1991 — Summary,” http://ntl.bts.gov/DOCS/ste.html



But it was was the first US national legislation camsportation since the Interstate Highway
System and it was funded at some $198 billion.

ISTEA aimed at alleviating bottlenecks along highwaysatrabrder crossings. One key
provision called for the designation of a National Higviystem (NHS) — an interconnected
network of highways linking major population centers, praxgdaccess to international border
crossings, ports, airports, public transportation fagedjtand other intermodal facilities and
serving major travel destinations — and authorized a sixtgéarof $21 billion for the proposed
256,000-kilometer (159,000-mile) NHSThe Act identified 21 “high priority corridors” and
included funding for studies of border congestion as wdligtsvay feasibility studies. It
focused heavily on creating new North-South Corriddralsb made $1.3 billion available to
develop and deploy advanced ITS technologies to improegysafobility, and freight shipping.

ISTEA was followed by three equally grand and expensive-aitts National Highway System
Designation Act of 1995, the Transportation Equity Acttfe 21st Century (TEA-21) and the
Safe, Accountable, Flexible, Efficient TransportatiaquiEy Act of 2005 — A Legacy for Users
(SAFETEA-LU).

Every trade corridor group — and every group that thouglatuild create a trade corridor —
fought for the “high priority” brand. In response, Corggreaised the number of designated high
priority corridors in each bill, and members joined irrémmark funds for their own favorite
corridors. The National Highway System Designatioh &c1995 added 8 more high priority
corridors. ISTEA evolved into the Transportation Equity for the 2% Century (TEA-21),
passed on June 9, 1998. TEA-21 identified 14 more high prianitidors.

TEA-21 contained specific directives on trade corridor plagaind border facility
improvements (known collectively as the CORBOR progjarmi$ie National Corridor Planning
and Development Program (NCPD) provided funding to statesetropolitan planning
organizations for “coordinated planning, design, and consbructi corridors of national
significance, economic growth, and international ¢eriregional trade® Under the NCBD
program, grants were available for “corridor feasibjlggrridor planning, multi-state
coordination, environmental review, and construction.” Therdinated Border Infrastructure
Program (CBI) was designed to “improve the safe movéwigmeople and goods at or across
the border between the US and Canada or the bordeedrethe US and Mexicd."Under the
CBI program, border States and MPOs were eligible fantgrfor “transportation and safety
infrastructure improvements, operation and regulatoryorgments, and coordination and
safety inspection improvements in a border regidn.”

On August 10, 2005, President Bush signed the Safe, Accoyrftétile, Efficient
Transportation Equity Act: A Legacy for Users (SAFETEBR). SAFETEA-LU provided over
$2.8 billion to fund transportation projects of nation&tiiest to improve transportation at

" Lawrence Dwyer, Intermodalism and ISTEA: The Chajemnand the Changes
(www..tfhrc.gov/pubrds/fall94/p94aul.htm)

®Sec 1118 (a) TEA-21

°sec 1119 (a) TEA-21

10 See www.fhwa.dot.gov/hep10/nhs/hipricorridors



international borders, ports of entry, and in tradei@dors. Programs include the Coordinated
Border Infrastructure Program which provided $833 million to dikpesafe and efficient vehicle
and cargo movement at or across the land border betiwedis and Canada and the land
border between the US and Mexico. Also included was&taghtintermodal Distribution Pilot
Programwhich provided $30 million to facilitate intermodal freigharisportation initiatives at
the State and local level to relieve congestion and invgpsafety, and provide capital funding to
address infrastructure and freight distribution needsland ports and intermodal freight
facilities. And, finally, the National Corridor Infrasicture Improvement Prograpnovided
$1.948 billion in discretionary funding for constructicidesignated highway projects in
corridors of national significance to further promotereamic growth and international or
interregional trade.

A comprehensive assessment of the impact of this deddelgisiation has not yet been carried
out. But two points are critical to our interestsehdfirst, the successive acts failed to realize the
vision of a system of North American superhighwayser&lwere more high priority corridors
and more money for individual projects, but nothing like laecent, rational North American
highway system — not to mention, an “economically effitand environmentally sound
National Intermodal Transportation System”. And sel;on the course of successive highway
legislation, more and more of the control of the atitation of funds moved from the
Department of Transportation to Congress. Despite notdations, the highway funds became
a pot into which Congressional etiquette encouraged evetgatip his fingers. The sense of a
coherent continental — or even national — plan evapaiatflood of “earmarks” that provided
funds to build a mega-store of individual projetts.

The rail sector in North America experienced signiftoehange in the 1990s. Privatization in
Canada and Mexico, and the proliferation of service agratanalliances and joint ventures
expanded network coverage, streamlined the movememtteohational freight and standardized
service levelg? In the US, rail consolidation in the 1990s began wita Bhrlington Northern -
Santa Fe merger in 1995. This was followed by Union Pasifibsorption of the Southern
Pacific Railroad in 1996 and the split up of Conrail betwderfolk Southern and CSX in 1999.

Infrastructure Policy and Development in Mexico and Canadan the 1990s

In Mexico and Canada, there was little focus on publigspartation infrastructure in the 1990s.
The situation was much worse in Mexico where the ldckvestment led to the sharp

1 See a 2007 Department of Transportation report: “The éb@mpgeneral counted 8056 earmarks worth $8.54
billion within last year's transportation budget. The mgjof these, 6556 earmarks, directed the Federal Highway
Administration (FHWA) to spend $5,675,100,200 -- fifteen petof the agency's 2006 budget -- on projects
hidden from public scrutiny in the text of laws, in conferreports and in the reports accompanying the 2005
transportation bill known as SAFETEA-LU. An earmallbas an individual member of Congress to identify a
need in his district and bypass traditional federal and glataing procedures. This turns something that might
previously have been a low-priority project within th&tes into a mandatory top priority.” Source: Review of
Congressional Earmarks Within Dept of Transportatiomgiaros, US Department of Transportation, 9/7/2007
http://coburn.senate.gov/public/index.cfm?FuseAction=Nies&FileStore_id=85049145-abf0-4af9-83c4-
9189944808f7

12 Material on railroad is drawn from Barry E. Preatind Mark Ojah, “NAFTA in the Next Ten Years: Issues and
Challenges in Transportation,” Paper presented at the NART#e New Millennium Symposium, University of
Alberta, May 24-25, 2001



deterioration of infrastructure. In Canada, the declias more gradual, but the infrastructure
deficit grew nonetheless. In both countries, key trartafion systems were privatized in the
1990s — particularly railroads.

Mexico's infrastructure suffered in the 1990s as a reseitahomic crisis. Deficits resulting
from the 1994 peso devaluation and the government's subsequer@asts on paying its foreign
debt severely limited funds available for infrastructom@ects. Public investment spending as a
proportion of GDP fell from 12.1% in 1981 to barely 3% in 1996ilevpublic investment in
economic and social infrastructure also fell sharplynfth4% in 1981 to just 0.3% in 1996.
Moreover, the average public investment spending on eaonofrastructure for the 1990s was
half of that of the 1980s and just one quarter of the gedmvel of the 19705,

After the surge of government ownership in the 1970s, Presitdela Madrid began the
privatization of state enterprises in 1985. This accaddrahder President Salinas and became a
central component of his structural adjustment programnvatization of the Mexican National
Railway in 1997 and 1998 permitted foreign companies to bid gre&Oconcessions for
Mexico’s three regional rail systems: the Northeaatifie North, and Southeast networks.
Union Pacific became a 26% stakeholder in the Pacoithi\railway, Ferromex, and offered its
“Aztec Eagle” service between the western United Statel west/central Mexico. Kansas City
Southern acquired 50% of Transportacion Ferroviaria Magi¢dFM), the high density
Northeast railroad that hauls over 60% of US-Mexicbfraight.

Notwithstanding privatization, the deterioration of sportation infrastructure continued in
Mexico. One expert observed early in 2007 that “after tweigeatial cycles that spent
parsimoniously on transportation infrastructure, Mexicaysstacal backbone is in tatters.
Mexico's strategy to build a hemispheric manufacturesgelhas fallen short of its goal in part
because moving goods in and out of the country remains tdg aod slow an endeavor.”
Another agreed: “By 2000, Mexico was last among large Latrerican economies in terms of
infrastructure. In fact, it had one of the lowestasif investment in infrastructure (as a
percentage of GDP), and this applied to both public and pseaters. Today, infrastructure
deficiencies are a key constraint on Mexico's econalevelopment

In Canada as in Mexico, transport infrastructure spenddogrbe a casualty of deficit reduction
strategies adopted by both federal and provincial governnmetiits early 1990s. This resulted
in deferring many highway construction and maintenancegisogad in the reduction of
transfer funds that moved through the system from &demprovincial to municipal local
governments® At a time when economic growth, urban concentraaioth US border trade were
all increasing, government’s transport spending as a sh@wess Domestic Product was
declining. In 2005 Western Transport Ministers reportiedal government spending as a
proportion of GDP has dropped from 2.9% in 1991/2 to 1.7% in 2002/3. Provincidbeald

13 Miguel D. Ramirez, Public capital formation and labardurctivity growth in Mexico. Atlantic Economic
Journal, Dec, 2002 http://www.entrepreneur.com/tradejosfiartitie/96443141.html

14 John Price, President and Director, Transportatiorodidtics Industry Practice, InfoAmericas and Juan Garlo
Moreno-Brid, Senior Economic Affairs Officer and Ras#h Coordinator, UN Economic Commission for Latin
America and the Caribbean quoted in “Mexican Infrastructdare Competitiveness?” Latin America Business
Chronicle, Monday, July 30, 2007 http://www.latinbusinkesscicle.com/app/article.aspx?id=1487

15 After privatization, the new private railroads inteessubstantially in track.



governments have been forced to pick up an increasing share of transportagistimient and,

in fact, nominal spending has become stagnant. The gap between required mviesgded to
keep up with demand and actual investment is widening. In the meantidigptréty between

federal transport revenues and federal funds spent on the system cortigums!t *°

In 1995, the Canadian government privatized the railwaghtearrier Canadian National (CN).
The privatization of CN allowed the company to growagpio become a continental NAFTA
roadway with the acquisition of assets in the UnitedeStand the development of a marketing
alliance with Kansas City Railroad that extended f@ammada through the US into Mexico. The
expansions allowed CN to complement its historic east Wanadian freight movements with
new strategic north-south movements into the cebtnékd States. In 1998, CN purchased the
lllinois Central Railroad (IC), to connect existing @hes from Vancouver, British Columbia to
Halifax, Nova Scotia with a line running from Chicago, bimto New Orleans, Louisiana. A
strategic marketing alliance with Kansas City Soutliaiiway (KCS) extended CN'’s reach into
Mexico.

In 2001, following the earlier 1999 failure of a merger with Burlington Northern and Santa
Fe Railway (BNSF), CN purchased Wisconsin Central tmaihe CN rail network to circle
Lake Michigan and Lake Superior and create a more effiooerié connection from Chicago to
Western Canada and access to Sault Ste. Marie and Mithidpper Peninsula. In 2004 CN
purchased BC Rail surface assets (locomotives, careavidesfacilities) from the provincial
government of British Columbia. Again in 2004 CN compdetee purchase of the Bessemer &
Lake Erie Railroad, Duluth, Missabe and Iron Range Raikatcompleted the CN route
network between Chicago and Winnipeg.

In the aviation sector, Canada saw the transfer ofyraaports in the 1990s to local authorities,
introduction of airport taxes initiated by the airportp&y the Federal rent resulting from the
transfers and major investments in airport, runway anthego handling facilities. Canada
restructured its air carriers following the Air Canantarcial crisis with new regional entrants in
Central and Atlantic Canada and the emergence of Westehational carrier operating in all
regions of Canada and into the US

But the overall result of Ottawa'’s policies in the 198@s a growing infrastructure gap as many
provinces found that their public road and highway spendingnadgquate to maintain design
specifications. Increasingly governments turned to “privateipphbltnership arrangements” to
build new roads and bridges for mines and freight traffiotering the 2%century, there was a
growing recognition that serious safety, social and eminoonsequences followed if these
policies continued. The Toronto Dominion Bank noted that

Although the negative impacts of inadequate public infrastructure are amtingtto

mount — and become visible to Canadian on a day to day basis — we believe thag ongoi
neglect of the nation’s capital stock presents one of the greatkstta the country’s

overall quality of life. With the state of a region’s infrastiue weighting more heavily

on the location decisions of highly mobile businesses and individuals, eddteg

16 Western Provincial Transportation Ministers Counlgstern Canada Transportation Infrastructure Strategy fo
an Economic Network, March, 2005.



capital stock will increasingly cut into gains in productivity and livetgndards. The
economy is only part of the picture, however. Without an excejisteins of public
assets, it will become difficult to ensure that the health,ysafed security of the region’s
residents will be protected.

An Emerging Crisis

In the early 2000’s — after 9-11 and with rising concerménWS about drugs and illegal
immigration — the focus on borders increased dramaticallthe same time, flows of goods
across the borders continued to increase and the Chinaigence as an economic superpower
drilled attention once more on North American competitess.

Substantial efforts were made to improve the physicedstrfucture at border crossings after
9/11. The US-Canada Smart Border agreement and the pagaéleilment with Mexico marked
serious commitments to improve border management. Oegamg such as the Border Trade
Alliance and the Can-Am Border Trade Alliance and varlousler communities carried on
dialogues with government agencies that have achievedicigriincremental improvement in
processes at the borders. Many who work in these agamuierstand the problems of
complexity and delay and seek better answers.

But the pyramiding of requirements and programs each otwdain significantly inhibit quick
border processing and all of which together require high degrkeinter-agency coordination
(and typically involve federal, state and even local gavents) as well as new levels of
cooperation with business and border communities hasdraanult in some instances and
threatens what Stephen Flynn calls “a potential tragciu™® The key problem is the tendency,
understandable but increasingly self-defeating, to follagitional border management practices
and concentrate all of these activities — achieving thieeigpossible levels of security,
controlling immigration, and enforcing a widening arrayicénsing, health and safety
standards, all carried out by different agencies witlergint rules and work practices — at the
border itself.

Asian trade has had a critical impact both in terma@tased pressure on transportation assets
and also as a symbol of eroding competitiveness. If fiades were reoriented in North

America from east-west to north-south in the 1980syab@ance seemed to emerge in the next
decade: that between the land-based, North-South NAFad& flows and the newer shipping-
based East-West flows of the new, inter-regional tdadobalization — the boom of trade with
Asia.

This growing trade between North America and Asia isentbat simply an increased movement
of goods and services across the continents. It istegration of global economic activity
based upon the regional outsourcing of manufacturing thedftnaned the economies of the

" TD Bank Financial Group, Mind the Gap, Finding the Moteypgrade Canada’s aging Public Infrastructure,
Toronto, 2004.

18 See Stephen Flynn, “The False Conundrum: Continkrtegjration Versus Homeland Security,” in Peter Andreas
and Thomas J. Biersteker, eds, The Rebordering of Nonrida: Integration and Exclusion in a New Security
Context” (Routledge, New York & London, 2003)
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industrial world. Large scale mass retailing in big boxestdoecame the norm. Wal-Mart, Home
Depot, Canadian Tire, Lowes, Best Buy, Costco and mea@r®survive on the basis of global
supply value chains and just-in-time transportation syste@ontainers, once thought of as
primarily an efficiency gain for shipping bulk cargo acrossans, became central to road and
rail transportation, wholesale and retail marketing.

Today North America sources many of its manufacturimgpmments from around the world,
often from multiple locations. Thus today sixty petagimanufacturers source from China,
40% from Mexico and 44% from Western EurdpéFigure 1) Forecasts suggest a continuation
of the trend if only to compete with competitors in Epg@nd Asia and will require a growth in
North American freight traffic through gateway ports atwhg the corridors that connect the
gateways to the inland retail, wholesale and manufagwestinations. The majority of this
inland surface freight growth will require expansiornevy duty truck movements, often
carrying containers and rail traffic.

Fig 1 Sourcing - North American Manufacturing

Key
1 Presencein
2006 w*

il
{-'1"1’.’5 Presence today*
-%r

Future  Current Future
presence presence growth

Regjon/Country
Futyre

growth* =¥ US/Canada B5% 84% 26%
China 68% 59% 58%

Note: * Percentage Mexico 53% 49% 24%
of comparies Western Europe  49% 44% 12%

Other SE Asia 42% 36% 22%
** Expected Eastern Europe  39% 21% 18%
Japan 37% 30% 13%

Source: Deloitte and Touche, 2003.

Traditionally local production networks migrated aroundwoeld to low cost sources of supply.
Transport logistics provided for just-in-time delivery. ld&ed improvements in global transport
efficiency were found in larger scale ocean shipping, waiitd on land and the expansion of
containers. Containers increased their share bagpeneral cargo ocean trade from zero in
1975 to about one half by 2000. Together all of these develaigmanabled the growth of
global supply value chains. The new freight architestamv span the globe and have

19 Deloitte and Touche LLP, Mastering Complexity in Gloltnufacturing, London, 2003
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materially changed North America’s traditional advantageésansportation. The new systems
of logistics and movement all required new infrastrugtfa@lities that the rest of the world in
Asia and Europe was rapidly building.

Equally significant, North American transportation esiincreasingly became continental to both
avoid infrastructure constraint bottlenecks and congestmtremerged from the increased Asian trade
and to accommodate the route networks of continentaamnaiers like Canadian National. US trade
became Mexican and Canadian trade and freight infrasteuttiroughout the continental networks
experienced growth in traffic.

The SPP — the Security and Prosperity Partnership ohManerica — revealed hundreds of on-
going initiatives to harmonize regulations being carriedbgugxecutive agencies in the three
national governmentS.While the SPP went almost entirely unnoticed whevaei announced
by the NAFTA leaders at their summit meeting in Waeaak in March 2005, it soon became
the focus of fears that American sovereignty wilsberendered to a North American Union.

The SPP focus on transportation was modest. It calleefforts to improve the safety and
efficiency of North America’s transportation systemdaxpanding market access, facilitating
multimodal corridors, reducing congestion, and alleviabiotilenecks at the border that inhibit
growth and threaten our quality of life. But it made femn@ete recommendations — these
included expand air services agreements, increase airsgaaaty, initiate an Aviation Safety
Agreement process, pursue smart border information technwiibigtives, ensure compatibility
of regulations and standards in areas such as statmstt¢sr carrier and rail safety, and working
with responsible jurisdictions, develop mechanisms fbaeoed road infrastructure planning,
including an inventory of border transportation infrastrueiarmajor corridors and public-
private financing instruments for border projects).

A “Perfect Storm”?

Many transportation specialists in industry and in theaeh community believe that a "perfect
storm" is beginning to build that puts North Americatsidht transportation system at risk and
endangers North America’s competitiveness. By they@800s, it was becoming clear that the
increase in volumes of goods flowing across North Acaésiinternal borders was outrunning
the capacity of highways, bridges, railroads, marineaamutansport infrastructure and border
crossings. Maintenance was increasingly viewed as inatterpising the fear, particularly after
a collapse of a bridge in Minneapolis, of widespread fagldt

Since the 1980s North American infrastructure capacitynbakept pace with the growth of the
economy. Major changes to regulatory frameworks angphtechnologies all helped to
increase transport productivity, but long term infrastruchumeing, urban growth, social
differences and environmental regulation have combinedette a growing infrastructure

20 See http://www.spp.gov

2L In its latest “report card” on transportation infrasture, the American Society of Civil Engineers awarded o
roads a “D” (and our aviation system a D+; navigablewedys a D-; and rails a C-) American Society of ICivi
Engineers (www.asce.org/reportcard/index.cfm?reactiol&gage=6#roads)

12



deficit in both Canada and the United States with growmgldeof congestion and bottlenecks at
ports and throughout the transportation networks.

Today, North America’s transportation and border inftagtire provides little margin for future
expansion. UPS CEO Mike Eskew stat¥ghat’s shocking, quite frankly, is the inability of our
transportation infrastructure to keep up with the normal day--to-day ss@sg®sed upon it...
Our highways, waterways, railroads and aviation network are simply epirkg up with

ordinary demands.?

National Responses

US “Corridors of the Future”

SAFETEA-LU, the widening trade corridor movement and the &ll became the targets of
bitter attacks by groups in the US (and Canada) which felateational sovereignty was being
undermined, that President Bush planned a North Americaonlamid that secret 12-lane North
American Super Corridor would bring hordes of drug-toting aliato the country. As one
blogger, more polite than most, wrote:

Imagine a United States without borders. From what I've been heargly, [ttat is
exactly the aim of the Bush administration as they push for a neWw Nigrérican
SuperCorridor that would connect Mexico to Canada. This highway has secueitge r
in the Bush administration's transportation bill, and will begin constructiot year.
What this would mean is more erosion of American economic sovereigmtyea

expansive wave of illegal migration, and a dramatic change in our societg ksow
4 23
Iit.

Against the background of such controversy, the most recielition to US national highway
legislation, the Corridors of the Future Program (CRkR)s far more modest than the giant
legislative packages that preceded it. The CEP is a Degatr of Transportation initiative under
the broader National Strategy to Reduce Congestion agridas Transportation Network. The
emphasis in this project is on encouraging state goversrtesiplore innovative financing as a
tool to reduce congestion and improve the efficiencyeght delivery on some of the nation’s
most critical trade corridors.

The Department of Transportation describes its roleefmng to facilitate and accelerate the
development of these corridors, and to help project spsitseak through the institutional and
regulatory obstacles associated with multi-State arld-modal corridor investments. In
cooperation with public and private sector transportatiotnges, the DOT would try to raise the
corridors’ value and efficiency beyond what would be acitié/on a State-by-State baSis.
After a year-long competition, six proposals weredel from 38 applications by public and
private sector entities. The selected corridors c22ry% of the nation’s daily interstate travel,
and will receive a total of $65.9 million to develop and attpablic-private partnerships to

22 UPS Pressroom: Current Press Releases, “Transportafiastructure Failing the Nation, Says UPS CEO”
(March 30, 2006) http://www.pressroom.ups.com/pressrelease=it/0,1088,4668,00.html

% The American View Forum, http://www.theamericanviewn¢forums/showthread.php?t=1050

%4 See the Corridors of the Future website at www. figdlimcknow.gov/corridors.htm
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manage congestion and add capacity. The six winning proposialded $21.8 million for
Interstate 95 (the reconstruction and expansion of a 1,0&4tmetch of 1-95 from Florida to
Washington, D.C.); $15 million for Interstate 15 (passeagerfreight movement improvements
to the 1-15 corridor from San Diego, California at thiegtion of Interstate 5 through to Salt
Lake City, Utah); $15 million for Interstate 5 (infrastture improvements to I-5 from the US
border with Canada, through the states of Washingtorgo@rend California, to the US border
with Mexico) $8.6 million for Interstate 10 (establishegmplate ITS architecture as a first step
in solving the congestion issues along the 2,600-mile cojri@i&million for Interstate 70
(dedicated and segregated truck lanes along 1-70 from thethige435 beltway on the eastern
part of Kansas City, Missouri to the Ohio/West Virgih@der near Bridgeport, Ohio/Wheeling,
West Virginia); $800,000 for Interstate 69 (the proposeddmrwould be built on a new
location for about 1,660 miles From the Mexican bordénd@napolis).

While several of the projects accepted as “corridote@future” focus on cross border issues,
the funded projects are modest in scope. The DOT'9gttefacilitate — particularly in

exploring innovative new private-public sector financingaagements. At the same time, much
larger infrastructure projects are under way. They agiemal in scope and inclutfe

Alameda Corridor: This best-known trade-related infrastructure investmetiitarS
opened in 2002. The $2.4 billion project enabled the quick mavieofienarine
containers inland and away from the congested porttfasifat Los Angeles and Long
Beach, expanding the capacity of both ports to servide ttequirementsz The capital
program included $400 million in government loans and the issuafirevenue bonds as
part of the total funding package.

Heartland Corridor: In response to current growth in Asian opportunitiesHéartland
Corridor rail line expansion from Virginia to Ohio Waupport the Port of Norfolk’s
efforts to service its hinterland by making the shortegterto Chicago accessible to
double stack trains. This $309 million project includes fundirld0.4 million from

the federal government, some state level funds, and finooh the Norfolk Southern
Railway.The project promises to shave a full day off the roeteveen Asia and Chicago
via Suez. When coupled with the $500 million Maersk contdareninal in Norfolk,
growth is expected to come at the expense of Canadiawayd and New York.

Port of New York/New Jersey (PNYNJ):Meanwhile, PNYNJ's capital program
includes dredging harbor channels and the construction-dbok rail facilities and rail
connections for marine terminals; the dredging alonewatsdor $882 million of the
federal government funding. The total expenditures for progred and potential
projects in the “efficient goods movement” componerthefPNYNJ Authority’'s 2006—
15 strategic plan are $2.1 billion of its own funds and $3l®miin spending by other
government agencies or from federal gramisking this infrastructure investment larger
than any project conceived in Canada.

% We have taken this list of projects from Mary Brookddressing Gaps in the Transportation Network Seizing
Canada’s Continental Gateway Advantage, The Confeigoaeal of Canada, Briefing October 2007
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The Department of Transportation also laid out a “leaork For A National Freight Policy.”
The Framework underlined that “the United States freigstiesn underpins the nation's
continued economic growth, and historically the US bdghe world in freight system design
and management,” and that the system faces a newemalin the form of dramatically
increasing freight flows which have created congestioppsing costs on shippers, consumers,
and the environment. It noted, too, that “the Departmemntarisportation doesn't have the tools
— or the authority — to remedy all of the problems smown” and that “effective policy solutions
will require coordinated and collaborative action by bmiblic and private parties.” The
Framework was seen as a first step in bringing toggtiiglic and private stakeholders around a
common visiorf?

Canada’s Canadian National Policy Framework for Strategic Gateways anddgr Corridors

At the end of 2005, the Council of the Federation (thetimgef Canada’s thirteen Provincial
and Territorial Premiers) called for a new transpariastructure financing partnership with the
federal government to “ensure that Canada’s transportsygiem is safe, secure and supportive
to the global trading framework.... The Council outlinecpitan with the release of the national
transportation strategy document, “Looking to the FutdrBlan for Investing in Canada’s
Transportation System”. The strategy proposes a rawortation funding partnership,
identifies a strategic transportation network, descriveBminary provincial and territorial
priorities and recommends changes to the policy frameiérikhe provincial territorial report
identified nearly $100 billion dollars of essential infrasture requirements to meet the growing
requirements of trade, urban growth and maintaining desaymards. The infrastructure
requirements existed across Canada and had been cdhgsidtattified in earlier studies by
governments such as the 2005 federal/provincial/territ@skl force on urban transport ($66
billion over ten years), the 2005 Western Transport Minis($16 billion over ten years for
strategic priorities and the 1998 Council of Ministers @nBportation ($17 billion for the
National Highway System).

Estimated Transport Infrastructure Requirements
Canada and Regions, 2005-2015 $ Billions

Western Atlantic Territories Total
Canada Ontario Quebec Canada
$16B $53B $20B $6.3B $2.5B $97.8B

Source: Council of the Federation, 2005.

The source of the infrastructure financing problem in Camadalaid firmly at the door of the
federal government which collected fuel tax revenues bunatreturning them into the
transport system. In 2005 Statistics Canada estimatethéhBederal revenues from fuel taxes
would amount to $48.67 billion to 2015 while federal commitmémtgturn those revenues to
municipalities and for transit funding amounted to only $1#l®n, leaving some $32.8 billion
not returned into the systeth. The financing problems of infrastructure renewal wese aking

26 April 10, 2006 http://ostpxweb.dot.gov/freight_policy_franoekvhtml

%" The Council of the Federation, Looking to the Futur@lan for Investing in Canada’s Transportation System,
Victoria, December, 2005.

2 Council of the federation, op cit, P.8.
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seen by the public in the form of a bridge collapse in@agjourney to work congestion and
safety issues on the roads between freight and pasdesifjer Canada’s civil infrastructure
engineers noted that over 59% of the county’s infrastrectmuld be 40 years old by 2013.

In 2007 the Canadian Conservative government recognizeptdiveng infrastructure financing
problem. The October Speech from the Throne noted: Gawernment will announce an
infrastructure program, the Building Canada Plan, to suppioitbag term growth.... The result
will be safer roads and bridges, shorter communitiese mompetitive business, improved
cultural infrastructure and a better quality of life &irCanadians?®

Canada’s age of infrastructure, 2003 — 2013

41%

289 31%

Today to 40 Years Old 40 to 80 Years Old Over 80 ¥ &zid

Source: Civil Infrastructure Systems, Technology Road Map 2(IBL3,
http://engineerscanada.ca/effiles/ TRMReporteng.pdf.

Finance Minister Cannon, in announcing the program notedshnircture drives productivity,
supports trade and fuels economic growth. “It is critioadchieving our environmental goals
and vital to building strong, competitive communities. Buwich of our public infrastructure is
nearing the end of its expected lifespan and needs upgradieglacing. Without significant
investment in the country’s critical physical assdtsrd is a risk that Canada will fall behind in
the global economy and face challenges in maintainingtachiglity of life for all Canadians’®

The federal infrastructure initiative was targeted at magjonal needs across the country with
programs to provide increased funding for municipalitiesubh gas tax revenues and a Goods
and Services Tax rebate, a Building Canada fund, PubliateriRartnerships, Border and
Gateway improvements, Asia Pacific Initiatives and faiantransfers to provincial and
territorial governments. In total these are estimaieainount to $33 billion between 2007 and
2014.

The federal initiative is intended to address the stftecture gap that had developed in Canada
over the years, but also to evolve a more strategiomapprto infrastructure financing including
public private partnerships, and increased level of federalfmial/territorial cooperation and

the development of new initiatives for internationadl @ontinental trade at Gateways, Corridors,
Strategic highways and border crossings.

29 Government of Canada, Speech from the Throne, Oci6h&007.
%0 Government of Canada, Building Canada, Modern Infiestre for a Strong Canada, p.2.
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Building Canada Financing Plan, 2007 — 2014

$ billions
Municipal Funding
GST Rebate $5.80B
Gas Tax Fund $11.80B
Federal Building Canada Fund $8.80B
Public Private Partnership Fund $1.25B
Gateways and Border Crossings Fund $2.10B
Asia-Pacific Gateway and Corridor Initiative $1.00B
Federal Transfers to Provinces and Territories $2.28B
Total $33.03B
Source: Government of Canada, Building Canada, Ottawa, 208%, p

Building Canada, the federal government’s long-term infuastre plan, includes a new national
fund for gateways and border crossings, with $2.1 billicar @even years.

The National Policy Framework for Strategic Gatewayd Trade Corridors will help
guide federal investment decisions. The focus of the Ggteand Border Crossings
Fund will be a limited number of national gateway stra®gind key intermodal linkages
that enhance Canada’s trade competitiveness and tbierdfy of the national
transportation system. This fund will help support infiature improvements at and
leading to key locations, such as major border crossietygeen Canada and the US It
will also advance multimodal and technology initiatitieat will improve system
integration®*

There is a strong focus on trade corridors. The Onfauebec Continental Gateway and Trade
Corridor encompasses a system of land, air and maansportation assets, including the Saint
Lawrence River and Great Lakes that offers a compettnd attractive gateway for
international trade. Ontario and Quebec account foe%0fo of Canada’s exports and GDP.
The region’s transportation system is essential to stgfamada’s economic relationship with
the US and other trade partners. In Atlantic Canadagminternational trade volumes are
relatively modest, leaving the transportation systern wittapped capacity. Future trade
patterns, particularly rising container trade driving demandiéepwater ports, the increasing
use of the Suez route for Asian exports to North Araegiind the expansion of the Panama
Canal, point to growing potential. Major shippers are ailsceasingly considering North
America’s east coast to balance inbound and outbounditadiBows. An integrated approach
to an Atlantic gateway could significantly enhance Caisaalaility to capture a larger share of
growing trade flows between North America and foreigmkats. The Asia-Pacific Gatewapnd
Corridor Initiative which focuses on the developmen®ohce Rupert Port — already well
advanced — will proceed to new phases of implementatioldjrimion early progress and the
direction already established.

Canada’s renewed interest in infrastructure and transjport@newal has made significant
inroads in addressing the infrastructure deficits of the gdstvever, it is not yet clear that even

31 canadian National Policy Framework for Strategic Gayevemd Trade Corridors (2007), p.14
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the substantial increases in federal funding will addites®merging needs of the society and
economy. In particular, most freight infrastructurgnestes have been made prior to the
explosion in Asia Pacific Trade. Between 1995 and 2005 Caneagports to China doubled
from $3.5 billion to $7.1 billion and imports increased owee fimes from $5 billion to $30
billion.

Asian demands and investments are also fueling ecorgrowth and related freight
infrastructure demands throughout Canada, but particutathei West. Oilsands and other
western Canadian energy investments are increasingticiggnands. New urban transportation
freight corridors are being built, particularly in Alie from Fort McMurray to Edmonton to Red
Deer to Calgary to Lethbridge and from the B.C. Loweiri4ad south into US Cascadia.

New continental systems of gateway and corridor combimato meet Asian demands are
emerging many of which are using the Canadian routes thidaigtouver and Prince Rupert
that now add substantially to the Canadian freight itruature requirements and creating access
issues for smaller Canadian shippers.

Mexico: President Calderon’s Transport Infrastructure Plan

Mexico’s President Calderon unveiled a very ambitious 2007-2@t2md| Infrastructure
Program. One of the main premises of the Programiictease Mexico’s competitiveness:

Infrastructure is synonymous of economic, social and human development. Economi
growth and opportunities for the well-being of Nations are clearly cordlatith the

level of development of their infrastructure. The countriesamepete with are placing
the highest priority on the modernization of their infrastructure, bectheseknow that it
is a condition for success in the global economy. Mexico cannot and should not fal
behind.

The Program was developed recognizing that infrastructsian“essential factor for raising
regions’ competitiveness because it lowers transportation costsamsitttimes, facilitates
access to distant markets, fosters the integration of production chairigréimel's the
generation of the jobs we so badly need

The Program includes specific plans for transportatiommunications, water and energy, and
was developed under three different investment scenarios.

* Inertial Scenario: assumes that there are no staleeforms

* Base Scenario: assumes that only the finance refommplemented

* Outstanding Scenario: assumes that all the requirectstal reforms are implemented.

The average annual investment in infrastructure in 2001-2006 ircMesds 3.2% of the
country’s GDP. The proposed Program investment goatsafcir of the three proposed
scenarios are: 2.5% of GDP for the Inertial Scendtid® % GDP for the Base Scenario and 5.5%
of the country’s GDP for the Outstanding Scenarioe fransportation sector includes

highways, rail and multimodal, ports and airports.

%2 parsons, G., Prentice, B., Gillen D., and Wallis, PPacific Crossroads, Canada’s Gateways and Corridors,
U.B.C., Vancouver, 2007.
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The strategies for the highway sector include the ¢etiom and modernization of the north-
south and east-west highway network. These Natiomgdwhy Corridors link the country’s

main urban areas, ports, international borders andstaxamters with high specification
highways. Special emphasis is given to the construofitalypasses around cities and access
roads to facilitate the continuous vehicle flow alongdbeidors. Other highway strategies
include the construction of inter-regional roadwaysiprove regional communication and
improve connectivity, and the improvement highway maiatee and reduction of accident rate.

The estimated investment in the highway sector undeBabe Scenario is $26 billion for 2007-
2012. Fifty four percent of this investment would be undertakith public funds and the rest
with private sector financing. The Mexican governmestd@od experience on public-private
financing for highways projects and the regulatory franm&vigalready established for several
different mechanisms that suits a particular project.

Strategies for the port sector are guided also to improkmgduntries competitiveness on the
international marketplace. These strategies include:

* Increase port infrastructure, especially container mamagt capacity.

* Develop ports as part of an integrated multimodal tramapon system in order to
reduce logistics costs.

* Promote the competitiveness of the port system to wifeld class service.

* Promote the development of cruise-ships docks.

Under the Base Case Scenario, the Program expectsest $t billion in 2007-2012, with more
than 80% of this amount invested by the private sector.

Strategies for the rail and multimodal sector put empl@asthe development of freight
multimodal corridor®’ that link ports on the Pacific Coast to the Gulf ofidide, as well as the
border with the US Other related strategies includedselution of interconnectivity issues
between railroads and at between railroads and portdgiborossings and metropolitan areas.

The Program’s Base Scenario calls for $4 billion inwestt in 2007-2012 split 50/50 between
public and private sector investment.

The program has defined eight existing multimodal corridors:
* Mexicali - Guadalajara - Mexico City
* Manzanillo - Guadalajara - Mexico City
o L&zaro Cérdenas - Mexico City
e Manzanillo - Gbmez Palacio - Monterrey
» Altamira - Monterrey
e Lazaro Céardenas - Querétaro - San Luis Potosi - MegteBan Antonio, Texas
* Veracruz - Querétaro
* Veracruz - Mexico City

33 Corridors that combine rail and highway infrastructure
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Four of the eight multimodal corridors link ports on tlaeifc Coast (Manzanillo and Lazaro
Cardenas) with either the U.S-Mexico border or with @m#itexico. Three of this corridors
link the Gulf of Mexico with central Mexico and Monteyreand one corridor links the US-
Mexico border with central Mexico.

For the year 2012 the plan calls for the developmergrohéw multimodal corridors:
* Manzanillo - Guadalajara -Aguascalientes - Altamira
e Lazaro Céardenas - Veracruz
» Salina Cruz - Coatzacoalcos
e Salina Cruz - Mérida
» Salina Cruz - Mexico City
* Topolobampo - Chihuahua - Ojinaga - Dallas, Texas
* Guaymas - Nogales - Arizona
* Ensenada - Tijuana ( truck only)
* Punta Colonet - Mexicali or other location at the border
e Manzanillo - Gbmez Palacio - Chihuahua - Cd. Juarez

Some of the proposed corridors are extensions of tilosady in operation. However, several of
the proposed multimodal corridors are located in thehsandl south east part of the country.
Three of them are linking the port of Salina Cruz withesal parts of the country. One of the
important corridors is the one from Salina Cruz inRlaeific Coast to Coatzacoalcos on the Gulf
of Mexico through the Tehuantepec Isthmus, serving as efage.

The Punta Colonet Port project is located 150 miles soiithe Tijuana-San Diego border. The
plan is to develop a multibillion-dollar deep sea poreleve US West Coast ports. Initial
estimates call for a volume of one million contaga year in the initial phase of the project,
with capacity to handle as many as five million ajist five years of operation. The ports of
Los Angeles and Long Beach handle about seven millenty Equivalent Units (TEUS) a
year, but container ship traffic from China alone is gngvat a rate of 15% a year and neither
Los Angeles nor Long Beach has room for growth. Theeptayould require the construction
of a 93-mile rail line to the border at Mexicali, eaTguana or other border crossing. From
Mexicali, containers could travel east on the UnionifitaRailroad line or stay in Mexico on the
Ferromex line.

Other Pacific Coast Mexican ports that are growinguaiazanillo and Lazaro Cardenas.
Lazaro Cardenas beefed up capacity and is served by theskKaihs&outhern Mexico Railroad
(KCSM). KCSM has a direct route from the port todgw, Texas connecting to the US rail
network. The port and railroad are promoting this corraoan alternative route to the Midwest
and the East Coast.

Container movements at the port of Manzanillo havehed one million TEU this year and it is
expected to continue growing. The port authorities Ipdases to expand the current facilities
with a new container terminal. The port is served @ydimex that also has a direct connection
to the Union Pacific Railroad and the US border via EbPand Eagle Pass in Texas.
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Conclusions

In the Introduction, we said that this paper would provideskription of the three national
programs. We asked if these new national effortsasdlate the foundation for a freight
transportation system that will maintain North Amanglobal competitiveness in the first
decades of the 21century.

Our answer is that despite impressive new efforts ira@amand Mexico, the answer is no.

After years of neglect, Mexico and Canada have launabgressive national transportation
infrastructure programs. Washington continues to press fdmwigh its corridor program.

The Canadian and Mexican programs are much more naiodesign, while the US program
lacks little sense of a national project — despitartentions of the first highway legislation in
1991 to develop a National Intermodal Transportation System.

Canada’s National Policy Framework for Strategic Gaymsnand Trade Corridors explicitly
recognizes the need for a continental approach. It undsithat an “integrated North American
economy is the ‘platform’ for Canada’s successfubglengagement,” and underlines that
“Canada has a range of opportunities to connect Nartar&a with the world, by exploiting
advantages in geography, transportation and commerce Frah@ework continues:

For example, gateway and corridor strategies can lgeesignificant Canada-US trade
flows as part of national strategies to position Canadeenefit from the emergence of
new economic powers such as China and India.... Transporgtstems are key to
Canada’s successful relationship with the US Maximizindregme flow of goods,
services and capital with the US is a key priorityGanada. The National Policy
Framework for Strategic Gateways and Trade Corridorswgndef gateway strategies
provide new avenues to advance competitiveness in thié Rmerican context®

But while recognizing the need for a “continental approaditie National Policy Framework
does not provide one.

The national transport infrastructure initiatives oftatee countries lack a vision of a continental
transportation infrastructure systefhe three North American nations have become
increasingly integrated on both the continent and Adtia, but their transport systems are
failing in many critical cases, and there is no eviderfdde evolution of any conscious North
American transportation framework. That the contimeigtht be larger than its constituent parts
never entered the transport dialogue.

Transportation systems are still fragmented. Railsysyems have become more North
American — although increasing cross border traffic wili mto new delays where border
infrastructure is inadequate to manage new volumes. Highreayasin fragmented. As Susan

34 National Policy Framework, p 6
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Bradbury observed in 2002, “Although the individual nationallflaiay] transportation systems
of the three countries are linked together, they aréralytintegrated with each othet>”

For example, the Pacific Highway crossing at BlaiW&/Douglas, BC, which links
Vancouver and the lower mainland of British Columbithwine Interstate 5 corridor to
Oregon, California, and Mexico, is the fifth busiesttmor the northern border and
handles the highest truck volume in the western baaénegion..... However, this
crossing has no connection to the Canadian natioglaaly system except by local
access roads. In fact, there is no direct conne@diotnucks between the national
highway system and any US/Canada border crossing if Bititesh Columbia except for
local access roads..... A similar situation exists altwvegsbuthern border. The Otay
Mesa port of entry is connected to California's highesstem by a four-lane city street
that is currently operating at three times its desgphagpacity§®

Canada’s TransCanada Highway has a growing number fi¢ frgiits and is yet to be divided
in some provinces. Planned Mexican port developmentcdessful, is likely to overwhelm
highways with trucks.

In the US, the vision of a system of North AmeriGuperhighways embodied in the US
highway legislation in the early 1990s has not beetizexhl Congress rapidly increased the
number of designated high priority corridors in subseq@giglation, and everyone joined in to
earmark funds for his own corridors. The result is thatlatest map of high priority corridors in
the US looks like a plate of spaghéftiTo be sure, there has been significant improvement in
pieces of highways, at some border crossings and in ila¢éed areas, but emerging continental
synergies were never considered.

Cooperation in resolving transportation regulatory issusfan slow, and there has been no
movement toward developing a true North American highsyasyem. Certainly nothing like the
earlier plans for super multimodal corridors, wired wviter-optics and the latest digital friffs
has come about. If anything, as we are reminded by the AaneSiociety of Civil Engineers’
report cards, the general state of major highways itV@éeclined over the decatfe.

What this reveals, no surprise, is how difficult itasbuild a continental highway system from
the bottom up. Organizing this process as a competition a@ongressional districts for
highway funds — or similarly, among provinces — is nohgado produce a rational blueprint for

% Susan Bradbury, "Planning Transportation Corridors in-RA8$TA North America," Journal of American
Planning Association (Vol. 68, No.2) Spring 2002, p.3

3 Bradbury, Op. Cit.

31t is interesting — and revealing of Congressionaltclohow much of this money went to non-border states, i
particular Kentucky and West Virginia. Not one high ptiocorridor was designated east of the Hudson River.
¥ See, eg, the "Initial Five-Year Plan for Increasedp@ration in the Field of North American Transportatio
Technologies” signed by Canada, Mexico and the US an1ynl1998. http://www.tc.gc.ca/pol/nafta-
alena/en/plenaries/plenary_1998/TCG4.htm

39 American Society of Civil Engineers (www.asce.org/repod/index.cfm?reaction=full&page=6#roads)
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a continental system. The economy is not a demogalitical process, but it seems that this is
exactly what has become of the decision making prdoegsonomic transport infrastructuie.

Inter-modal linkages seem to have improved, and the vojjoods carried on North America’s
railways have increased. But again, there is litttess@f what happens next, now that there is
little remaining capacity for increasing loads on existaigsystems.

The SPP could have encouraged the development of tratéocetvy pushing forward
harmonization of regulations that inhibit easy moveméhit there has been little coherent
follow-up and the entire SPP process remains opaque andteasabove, the SPP is widely
viewed today as a dangerous threat to national sovereignty

Mistrust has increased along our internal borders.Haiid to argue even today with another
author’s conclusion in 2000: “NAFTA set a timeline foe treation and implementation of
transboundary standards and the incremental relaxatie@stoictive regulations, but many
provisions of this timeline remain unimplemented. Théalifties in negotiating transportation
differences have fostered an atmosphere of mistrixseka the US and Mexico and have played
a part in Mexico's reluctance to participate fully imgeontinental transportation corridor
planning.”! During the past few years, mistrust has deepened aierig3-Canadian border as
well.

The new national infrastructure development initiatstasd, as well, on uncertain ground
regarding projections of increasing demand for port, highavalyrail capacitywhile

international trade growth is a reality around the @idhe final patterns of logistics and
volumes of flows are far less certain. Internatidrede growth — and particularly Asian exports
to the US — while expanding, may not continue to incraasaything like the rate of the past
decade. How strong is the evidence supporting increasinghdeforaport and transportation
capacity? Can improved continental route logistics ideothe additional capacity for the
expected growth?

Planned port expansions in Canada and Mexico are bashd assumption that Asian imports
destined for the US will continue to increase and thapbi$ will be unable to accommodate
all of this increment. If this is the case, major quest are raised of how to deal with likely US
border congestion or how to ensure that goods will rdaahUS destinations quickly and
efficiently. The Canadian Western and Eastern gatéemtaatives both assume that goods —
perhaps two million or more new TEUs — will move throtigdn most congested region in North
America, Chicago. Will delays in Chicago offset theddérof Prince Rupert Port and Halifax —
in terms of distance from Asian markets and availedfacity?

Funding seems unrealistic in light of estimated cosfgoviding needed new capacity and
dealing with the impact of delayed maintenance. Theesféderal Canadian Building Canada

0 The irony here is that the anti-NAFTA bloggers’ fatetiarget, the 12-Lane, border-to-border SuperCorridor, is
the very last thing Washington could possibly build.

1 Julie Schneider, IRC-BIOS, NAFTA & Transportation: bufs on the U.S.-Mexico Border, Borderlines, 67, Vol.
8, No 5 2000 (http://www.irc-online.org/us-mex/borderlin&#B/bl67.pdf)
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program sees federal investment of $33 billion over 5 yaadsPresident Calderon’s
infrastructure program calls for $7 billion of public and ptesspending. Washington’s
Corridors of the Future program makes available only $65/®mih federal funds to develop
and attract public-private partnerships and even the lgoggstt, the Port of NY and NJ,
projects spending of around $5 billion.

These numbers are dwarfed by an infrastructure funding gam#lyahave already entered into
the trillions of dollars. For example, a paper issuethbyNational Chamber Foundation of the
US Chamber of Commerce estimates that by 2015, theusb$oj“maintain US pavements,
bridges, and transit infrastructure” would amount to $295 hillido “improve” these systems
would cost $356 billion. The report concludes that total toshprove the system for the period
from 2005 to 2015 will be $3.4 trillion but that total revemuilt be only $2.4 trillion, leaving a
cumulative gap of approximately $1.0 trilliéh.Granted this is a much larger vision than the
freight transportation infrastructure programs we haverdesi, but everything will certainly
compete for public and private funds nonetheless.

The North American Center for Transborder Studiesredofia State University has assembled a
table suggesting total national transportation and border pesetts — a figure of more than $250
billion over the next decade.

NACTS Meta Transportation Infrastructure Needs Assessmat (TINA)

NATION | TINA Note Source
Canada | $300M/yr | Gateways and Corridors Planne@ateway Connects 2007
9.78B/yr National Transportation Need | Council of Federation 2006
U.S. $225B/yr | National Transportation Need | NSTP Trans for Tomorrow
$10.6-15.3B| Border Ports Needs “Bottlenecks” CalTrans
Mexico | $5.2B/yr Investment Need Blank et al
$.86-$1.07B| Border Ports Needs “Bottlenecks” CalTrans
Total $239.98B/yn National Transportation Needs
16.96B Border Ports Needs *

* Ten year and median sum

The key focus now — see all three national infrastrudtutiatives — is on “innovative
financing” and on creating a wide array of private-public masinip program&’

The national policies we have described do not appeav®ihizgrated thinking about the
impact of rising fuel prices and intensified environmentaicpesd on trade flows and
transportation movements — or about technological dpw@ats that fuel and environmental
cost pressures will surely stimulate.

“2 Future Highway and Public Transportation Finance Phase |: Currentd@kthnd Short-Term Solutiopsepared
by Cambridge Systematics, Inc. under contract to themhNg#tChamber Foundation® of the U.S. Chamber of
Commerce, 2005)

“3 By far, the most important study that focuses on thessees is the report of the National Surface Transjmrtat
Policy and Revenue Study Commission, “Transportatioif éonorrow” (December 2007)
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No is mention made of the need for better educatidramsportation management education
focused on North America. No assessment has beenah#uke conflicts emerging between the
social interests of the traveling and increasingly upnaslic and freight requirements of a
restructuring economy.

Despite the best efforts of business, state and ngetvernment leaders, security demands have
continued to increase at the border — too often with cdintcay demandswill security

continue to trump trade along the borders? Transportafi@structure plans won't work

unless Ottawa and Mexico City make efforts to re-opeidinders — which almost surely mean
launching an initiative to build a “North American setyiperimeter.”

What can be drawn from the above?
Our analysis suggests the following conclusions:

1. The economy has become global for all three cowntrie

2. As aresult, continental freight movements are aawality.

3. North America is not doing very well at planning its ldegn transport future when
compared to Asia or Europe.

4. Therefore it is time to get serious about contineméad ht transportation planning to
improve productivity, reduce costs and to provide for financargroensurate with the
needs.

5. This requires collaboration between government, indastdythe research establishments to
renew North America’s freight transport infrastructtmethe 2£'. Century.

Over the past decade North America has changed diractitsnattention to infrastructure
funding and, despite these new efforts, remains far béhéngdrogress now being made in the
rest of the world. In part this results from the iniméisecomplex nature of planning across the
many jurisdictions, national, state, provincial and lodad are all involved in infrastructure
financing, planning and construction. While the private seutyr finance the bulk of transport
systems in all three countries, it can do little witha supportive regulatory and operating
environment.

The US experience strongly indicates that in the aleseha vision of a North American
transportation infrastructure, local interests and peicampanies will play dominant roles in
shaping policy outcomes, and that this will produce fragndetaealistic outcomes. Highway
legislation in the 1990s became a source of funds gifteshlboyarks rather than a strategy for
strengthening the North American economy — or the nateconomy for that matter. The same
is likely to hold true for Canada and Mexico.

Reviews of gateway and corridor initiatives from arourgwiorld show clearly that North
America has much to learn from developments in AsthEurop€'® The process of
infrastructure renewal and investment is much slowdirth America than in Europe or Asia.

44 Canada’s Asia-Pacific Gateway And Corridor Initiatidelicy, Trade & Gateway Economics
Volume 1, U.B.C., Vancouver, 2007
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Europe already has a freight transportation plan andncest to reduce border restrictions.
Institutional reforms can provide for seamless movemaatoss borders. New gateway corridor
route-way combinations will emerge to provide alternatieasaditional routes and require
investments in inland ports, freight highways and improvedahmtegration.

It is time to create a broader continental frameworkransportation planning in North America
that recognizes the new competitive realities of dlsbpply chains and integrated global
manufacturing. Competing with Asia or Europe will reqi@eer border constraints, increased
infrastructure and continental planning. Europe has beenaathieve many reforms in spite
of many national jurisdictions and vested interestise fesult is seen in huge infrastructure
investments like the Channel Tunnel and the tunnel/bridiyeele@ Denmark and Sweden and
the removal of passport controls.

It is time for North America to better integratetitansportation systems. A starting point would
be a continental freight transport plan!
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Comments and Reservations: NATCRC Members

Guy Stanley. Is the problem lack of vision or lack of ability to dgsia system that is self
financing and self maintaining? The paper describes thepwamation system problem mostly
as a capacity problem, and illustrates the governance andgement problems, but then moves
into a discussion of the new capacity creating iniegiand doesn't really tackle the issue as a
management problem although your conclusion points irdirettion by calling for a
continental strategy. But it seems to be a strateggdpacity creation through corridors rather
than a continental management strategy that wouldidihate unnecessary capacity
roadblocks, (2) mandate norms and technical standardsag8gsdize security strategy (e,d,.
inspect at origin, seal and track movement through GB&amless end to end systems, smart
containers and other stuff) (4) coordinate the whole ttiirgugh some sort of NAFTA oversight
committee with a multi-year budget. Another issue amagement shortcomings in relation to
managing incoming finances that would if corrected add afsigni percentage to revenues —
and the Working Paper shows the impact of earmarks angr&ssional misallocation of funds
in the US, Canadian federal-provincial funding games arxidds management sloppiness....
It may be that a privately financed freight route & émly practicable alternative.
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The North American Transportation Competitiveness ResearclCouncil
Who are we?

In response to mounting concerns about carrying capacdayghout the United States, Mexico,
and Canada, we have come together to form the NorthiganeTransportation Competitiveness
Research Council. The Council is composed of researdhetransportation, logistics, and

supply chain management from universities, transportaisg@arch institutions, and companies
in Canada, Mexico and the United States.

Our initial meetings were organized with the support of@itibs in Kansas City and Winnipeg

— well-established freight and distribution hubs in threspective regions. However, it has
become clear to all of us that the issues must be ssllteon a continent-wide basis. Mexico,
the U. S., and Canada each have unigue needs and capawihich complement each other.
But realizing these synergies requires a continent-ag®oach to moving freight within and

between these three countries. Many companies havaeizeddarinational production systems
whose continued efficiency is threatened by deteriaratianfrastructure capacity and network
capabilities

What does the Research Council do?

North American companies have spent the last thirysyéinding ways to leverage the unique
capabilities of the three countries that share theirmemt. This progress is now threatened by
rising congestion at borders, in major cities, and #tcal hubs. The Council intends to
investigate how to transform the overstressed, digdimetwork into an efficient and secure
continental freight transportation system that wilhance North American competitiveness in
the 2£' century.

Trustworthy information, innovative alternatives, and jpditinsights are all critical to enabling
the necessary changes to the North American netwdike Council will deliver objective
information, policy assessments, and options to kéiebtdders in industry and government. It
will organize projects to educate and train professiomaldlorth American transportation,
bringing together planners, civil engineers, users, andatger of the North American
transportation systems. Thus we will facilitate dodleation between North American
transportation research institutions, transportation tngwexecutives and their customers, and
urban region leaders to seek both short term and longdelutions to congestion issues that are
facing every freight transport mode serving the North Acagribusiness community.

Developing an agenda for addressing transportation shortcomings to NorttmeAcan
Competitiveness

The members of the Research Council welcome the oppiyrttsniwork with transportation
industry and government agencies to cooperatively develogemda for this purpose and to
undertake the necessary research, consultation andagwal to ensure that North America
remains the global leader in transportation productauity efficiency. We hope to:
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Evaluate technological, organizational, and politicaliSohs to port, infrastructure, and modal
bottlenecks throughout North America

Determine specific requirements and priorities for inftagure improvement and expansion to
improve North American freight and data connectivity

Lay out options for creating a more efficient and secNieth American transportation
infrastructure for the Zicentury.

The Council’s initial output will be briefs on transporati infrastructure competitiveness,
relevant policy options, and alternative future scenafibsse briefs will be designed to address
the needs of decision makers who have been identifiecbapecation with transportation
industry and government leaders. The Council believestttan initially contribute by:

» identifying existing research assets and completed stu@iesupport specific initiatives

* building links among research projects already underwagsearch centers, industry,
and government agencies throughout North America

* locating gaps where new work should be undertaken to addi@stena choke points in
the continental network.

The Council will have an equally important missionhow policy makers the need to configure
transportation systems to support the reality of a gempegrated continental economy. The
Council, in cooperation with industry and government leadeit strive to open points of

access into the national policy making processes reugin the SPP-North American
Competitiveness Council, through elected representatets through other governmental
agencies. The overarching goal is to create a dialogue amasportation industry leaders and
experts representing different regional, modal and industrgppetives, a dialogue that will
produce recommendations for action and also build a bowmadtituency to support the
implementation of these recommendations.

North American firms have long since understood the tedxs globally competitive, and they
have made many adjustments to face that reality. edery competitiveness is a moving target,
and what served in the past will not assure a brightrdéut Safeguarding and improving living
standards in North America requires the best use ofaleats, knowledge, and resources of
three major countries working together. These synergan only be realized if the physical
connections throughout the continent are capable of ingndh increasing level of commerce.
The North American Transportation Competitiveness &eseCouncil is committed to finding
and synthesizing the best information available to giveymakers alternatives which address
current congestion, capacity, and security issues whdwisg the best ways to employ North
America’s formidable resources to enable three majanaoees to work together and improve
opportunities for citizens of all three nations.
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